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Page 88. 


| hilippine President Corazon Aquino's ambitious privati- 
sation programme was designed to demonstrate her 
government's commitment to market liberalisation. But so 
| far, out of a total of nearly 300 state-run corporations, fewer 
| than a dozen have been sold. Few others are in any real 
| danger of passing into private ownership. Privatisation, it 
seems, runs against the populist grain and the political will 
needed to see the job done has evaporated. As a result, 
| Manila looks to have missed a chance to widen the narrow 
| oligopolistic base of Philippine capitalism, report bureau 
chief James Clad and correspondent Jose Galang. 

Cover illustration by Michael Cheung. 
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Washington begins to lose patience | Focus on US Technology in Asia 
'h the Philippines during talks to | examines the successes, and some of 
iew the US bases' agreement as 

Manila demands more US aid and the 

Philippine Senate passes a bill pro- 

hibiting nuclear arms on national terri- 

tory. 







The Thai labour strike is aimed 
against privatisation of utilities, but 
has political implications with the 
general election looming. 


Page 14 
Peking rejects the Dalai Lama's pro- 
posal on the future of Tibet. 


e 16 

nese discontent against eco- 
nomic deprivation causes wide- 
spread riots in the country, but any 
change in the regime's policies is 
likely to be slow. 


South Korea's opposition leaders 
press ahead with their demand for an 
investigation into alleged corruption 
and abuse of power by former presi- 
dent Chun. 


Page 30 

Pakistani opposition parties agree on 
the need for new elections but have 
problems forging a unified strategy 
against President Zia. 


Page 32 
New information comes to light on 
commissions paid by Bofors of Swe- 
den on an arms deal with India, but 
who received the money remains a 
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the pitfalls, of technology transfer in 
the region. 


Page 76 | 
Australia and New Zealand opt for full 
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free trade in goods by 1990, but insist | 


the move will not undermine their out- 
_ward-looking trade stance. 


Page 77 

Attracted by high interest rates and 
the prospect of currency gains, 
speculative funds are flooding into 


South Korea, adding to inflationary 


pressures. 


Page 79 
Cities. in China are being rapidly 
choked by traffic congestion because 
of years of inadequate investment in 
roads and the public transport Ne 
tems. 


Page 82 
The completion of two container pots 
| should help relieve pressure on he 
port in Bangkok, where congestion 
threatens to undermine Thailanc’s 
economic growth. 
Page 93 

Japan's decision to phase out impot 
quotas on beef and oranges forcesit 
to devise measures to protect smal 
farmers from the full impact «f 
cheaper US goods. ; 


Page 95 
The purchase of a US hotel chai 

marks Hongkong-based World 
Wharf group’s first step towards ex 
panding its earnings base after yoan 
of inactivity. 


Page 96 
China's bid to launch Western sateli 
lites at bargain prices on its Long 
March rockets could be torpedoed 


tion. 
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Amnesty offered for 

| Thai coup defendants 

1. The 21 June cabinet decision in 
favour of an amnesty for 12 sus- 
pects who have been standing 
trial in connection with the 
September 1985 abortive coup 
in Thailand was not unex- 
pected but awkwardly timed. 
The proposed bill will have to 
be approved by the new parlia- 
ment after the 24 July general 
election. Those to be pardoned 
comprise five former senior mi- 
litary figures, including former 
prime minister — Kriangsak 
Chomanan and former su- 
preme commander Gen. Serm 
Na Nakhon, plus two labour 
leaders (who were also sena- 
tors). Five other lower-ranking 
army and air force officers, 
who surrendered last De- 
cember after surfacing from a 
long period of hiding, could 
also be pardoned. 





amnesty would not cover the 
cashiered colonel Manoon 
Rupkhachorn, a prime suspect 
who was allowed to. flee the 
country after the failed revolt, 


has also taken refuge overseas. 
A previous batch of 33 junior 
officers and civilians was set 
free last November. 

— Paisal Sricharatchanya 


Salleh's writ fails 
to halt hearing 


The tribunal hearing charges 
against suspended Malaysian 
Supreme Court Lord President 
Tun Mohamed Salleh Abas 
began its first sitting on 29 
June, despite being informed 
of a prohibitive writ filed the 
day before by lawyers for Sal- 
leh in the High Court. The writ 
challenges the setting up of 
the six-man tribunal, on the 
grounds that under the con- 
stitution such complaints must 
originate from the prime minis- 
ter, and be made to the king. 
The writ says that with Salleh 
this order was reversed. When 
the tribunal decided to pro- 
ceed, Salleh's lawver walked 
out. — Suhaini Aznam 
Malaysia and Singapore 
sign water agreement 

The general terms of a long- 


ment between Malaysia and 
Singapore were sealed at the 
end of Singapore Prime Minis- 


Kuala Lumpur on 27-28 June. 





eei reee eaea: 


Officials said the proposed | 


and his brother Manas, who | 













awaited gas and water agree- 


ter Lee Kuan Yew's visit to 


— Mte HE ASAI 


In a memorandum of under- 
standing replacing their 1962 
water pact, Malaysia has ag- 
reed to sell more than the pre- 
sent 250 million gallons of 
water to Singapore. - 

As part of the package, Sin- 
gapore will buy 150 million ft? 
of gas per day, the price based 
on the average spot and posted 
price of medium fuel oil in Sin- 
gapore, plus an annual pre- 
mium which in the first vear 
shall not be less than $$20 mil- 
lion (US$9.8 million). 

~~ Suhaini Aznam 


Gandhi reshuffles Indian 
cabinet for 24th time 

The 24th reshuffle of his 
cabinet by Indian Prime Minis- 
ter Rajiv Gandhi has been well- 
received by the ruling Congress 
party. Given that the party has 
a critical deficiency of talent, 
Gandhi's options were consi- 
derably constrained. However, 
the move to the external affairs 
portfolio by P. V. Narasimha 
Rao is seen as recognition of 


Rao: recognition. 





his ability as well as an effort to 
prepare to de: with China and 
the turbulent .ecurity situation 
in South Ash, while Dinesh 
Singh’s appontment to com- 
merce indicaes the growing 
importance o economic diplo- 
macy and hs long-standing 
knowledge o the subject. The 
new cabinet absorbed three 
former chiefministers, includ- 
ing new Finaice Minister S. B. 
Chavan of Maharashtra, and 
Communicaions Minister Bir 





Bahadur ngh of Uttar 
Pradesh. — Rajendra Sareen 
CORRECTION 


A photofaph that accom- | 
panied Trowing dirt at Mr | 
Clean [REIEW, 30 June] incor- | 
rectly assciated a Reiyukai 
sect temp! with the Soka Gak- 
kai moverent. As a ‘lay body,’ 
Soka Gakai has meeting halls, 
not temps. 
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Pan-El liquidators sue 
Coopers & Lybrand 
Liquidators of the collapsed 
Singapore Pan-Electric group, 
Price Waterhouse, have 
brought a  S$105 million 
(US$31.5 million) lawsuit al- 
leging negligence against the 
group's former auditor, Coop- 
ers & Lybrand. Coopers was 
auditor for Pan-E] from 1974 to 
its collapse in December 1985, 
which led to a three-day clo- 
sure of the Singapore and 
Kuala Lumpur stock ex- 
changes, the demise of six 
broking firms and jailing of 
three Pan-El executives. The 
suit claims damages to cover 
losses which may have been re- 
covered had certain transac- 
tions been revealed by 
Coopers’ auditing of Pan-El in 
1983. — A Correspondent 


Indonesian company 
floats big bond issue 


The parent company of one of | 


Indonesia’s largest industrial 
groups, PT Astra International 
Inc., is to float bonds worth 
Rps 60 billion (US$35.7 mil- 
lion). Bapepam, the Stock- 
market Executive Agency, ap- 
proved the float on 25 June. 
Astra is tendering the five-vear 
bonds until 13 Julv. The bonds, 
in units of Rps 100,000, Rps 1 
million, Rps 10 million and Rps 
50 million, carry a coupon rate 
of 18.5% a year. | 

— A Correspondent 


Australia's BHP lifts 

profits by 15% 

Australia’s largest company, 
Broken Hil Proprietary 
(BHP), lifed its net profit 15% 
to A$939.9 million (US$773.6 
million) for the vear ended 31 
May. The improvement was 
despite the appreciation of the 
Australian dollar, which affect- 
ed US dollar-denominated ex- 
ports, and the cost of a A$2.1 
billion buy-back of 300 million 
shares held by Robert Holmes 
à Court's Bell Resources group. 
BHP will ask an extraordinary 
general meeting in July to ap- 
prove cancellation of the bought 
back shares. — Michael Malik 


Manila aims to reduce 

debt-service allocation 

The Philippine Government 
has adopted a draft budget of 
P228.9 billion (US$11.17 bil- 
lion) for 1989, an increase of 
32.776 on this year. Appropria- 
tions for debt servicing are 





down from 46.8% to 42.7%. 
The projected deficit is P22.9 
billion, equal to 2.576 of the es- 
timated 1989 GNP. No new 
taxes are planned, and the def- 
icit is to be financed by new 
borrowings. The budget is ex- 
pected to have a rough passage 
through congress in late July. 

— Jose Galang 


Pakistan introduces new 
taxes, cuts subsidies 

The Pakistan Government has 
imposed new taxes and cut ex- 
penditure in the budget for 
1988-89, announced on 26 
June. Public-sector enterprise 
subsidies have been cut and 
revenue is expected from the 
partial privatisation of state- 
owned utilities. Revenue is en- 
visaged to be Rs 169.2 bill 
(US$9.4 billion), expendit 
Rs 186.39 billion and a defi. 
of Rs 17.21 billion is expected. 
The overall fiscal deficit will be 
reduced from last vear's 8.196 
of GDP to 7.6%. Direct and in- 
direct taxes will bring in Rs 


96.39 billion and new taxes an | 


extra Rs 13.25 billion. 
— Husain Haqqani 


South Korea tries to 
head off trade friction 


The South Korean Govern- 
ment will monitor knitwear 
shipments to Japan to try to 
head off a Japanese anti-dump- 
ing suit. South Korean knit- 
wear exports to Japan rose by 
52% to US$820 million last 
year. Seoul officials denied the 
dumping charges, but they are 


| anxious to prevent this from es- 


calating into a major trade dis- 
pute. Meanwhile, Samsung. 
Goldstar and Daewoo have 
reed to restrain exports of... 
our TV sets and VCRs to the 
European Community pending 
forthcoming regulation talks. 
— John McBeth 


EC to cut Asian GSP 
tariff concessions 
The European Community 
plans to withdraw tariff conces- 
sions for 64 textile products ex- 
ported by Hongkong, South 
Korea, China and Macau. Ac- 
cording to new proposals, the 
EC's generalised system of pre- 
ferences (GSP) next year will 
not apply to 30 textile products 
exported by Hongkong, 14 
from China and four from 
Macau. The cancellation of 
concessions on 16 South Ko- 
rean products is only technical 
— their GSP privileges are still 
suspended over a row on intel- 
lectual property rights. 

— Shada islam 
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DIPLOMATIC PUSH 


The West Europeans are pushing 
hard to get the US to open diplomatic 
relations with Hanoi in the twilight 
months of the Reagan administration. 
During a trip to Western Europe in 
April, US State Department official 
Gaston Sigur received this message 
very firmly, especially from London 
and Bonn. 


TAXING ARGUMENTS 


The future of prime, Philippine 
Government-owned land in Tokyo 
has become a fierce, behind-the- 
scenes issue in Manila. The central 
Tokyo property, now occupied by the 
Philippine Embassy, covers 
approximately 4,000 m?, three- 
7"arters of which is garden space. 

^ments standing to gain from a 
long-term leasing arrangement of the 
site have even advanced the argument 
that the outright sale of the land 
would be subject to tax. The claim — 
which surfaced during official 
discussions of the issue — was made 
despite the fact that under reciprocal 
arrangements no tax is levied on such 
transactions. 


CHINESE TIES 


As in the previous Thai elections two 
years ago, Foreign Minister Siddhi 
Savetsila is banking heavily on 
support from Bangkok's Sino-Thai 
community during the upcoming poll 
on 24 July. Siddhi, who is running in 
the predominantly Chinese district of 
Samphanthawong, made a personal 
campaign pitch at a function hosted 
by Chinese Ambassador Zhang 
~ weiin mid-June, which was 

ended by Bangkok's Chinese trade 


AFGHANISTAN 

Government forces regained the capital 
of an Afghan province after mujahideen who 
overran it started fighting over their booty, 
rebel sources said (25 June). Communist 
forces pulled back Kabul's outermost sec- 
urity ring to consolidate defences against the 
Muslim rebels as fighting around the capital 
increased, Western diplomatic sources in Is- 
lamabad said (28 June 


BURMA 

Authorities arrested 77 people in connec- 
tion with riots in the capital and the Rangoon 
Institute of Technology was occupied by 
troops and closed, following student protests 
in and around the campus (22 June). Stu- 
dents occupied the holiest shrine, the 
Shwedagon Pagoda. and army reinforce- 
ments were sent to Rangoon as unrest 
against the government of Gen. Ne Win 
spread (24 June). 
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and clan association leaders. During 
the closed-door function, held as a 
p to the 13th anniversary of 
angkok's normalised diplomatic 
relations with Peking on 1 July, the 
Chinese envoy praised Siddhi for 
fostering Thai-Chinese ties. 


CONGRESS ON CAMBODIA 


With the 
Vietnamese 
withdrawal from 
Cambodia 
beginning and 
the upcoming 
trip of Secretary 
of State George 
Shultz to Asian 
capitals, 
including 
Peking, pressure 
is building up in the congress for US 
action to help neutralise the Khmer 
Rouge. The House of Representatives 
Democratic leadership will introduce 
a joint resolution calling on the 
Reagan administration to "use all 
means" to prevent the return to 
power in Cambodia of Pol Pot and 
other top leaders of the Khmer 
Rouge and their armed forces. It is 
expected to enjoy considerable 
bipartisan support. 


SPECTRE AT THE FEAST 


Former editors of the Chinese 
Communist Party newspaper 

the People's Daily were among the 
party luminaries who attended its 
40th anniversary celebration on 15 
June. Missing — but not forgotten — 
was Wang Ruoshui, suspended in 
1983 as deputy editor-in-chief after 
his essays in support of humanism 


THE WEEK 


CHINA 

The Unified Protestant Church installed 
its first bishops in more than 30 vears (26 
June). 


JAPAN 
Foreign Minister Sosuke Uno went to Is- 
rael on an official visit (26 June). 


LAOS 

Laos held its first nationwide election 
since the communists seized power in 1975 as 
people cast their votes for district-level offi- 
cials (26 June). 


PAKISTAN 

Thirteen people were killed and four in- 
jured in Peshawar when a bomb exploded in 
a hotel (26 June). 


SOUTH KOREA 


Hundreds of monks clashed over the 


came under criticism during the 
campaign "pem "spiritual pollution." 
Hu Jiwei, the newspaper's editor-in- 
chief from 1978 to early 1984, and 
now a prominent proponent of press 
reform, surprised the audience by 
openly praising Wang, to the evident 
discomfort of ideologist and former 
litburo member Hu Qiaomu, the 

ey figure behind the 1983 attack on 

Wang. 


JOINING THE CLUB? 


South Korea has Sj S to become a 
full member of the Paris-based 
OECD. At present, Japan is the only 
Asian member of the 24-nation 
grouping of developed nations, but 
now Seoul wants to signal its 
economic coming of age. 


REFUGEE REMOVAL 


The Thai Government and the UN 
High Commissioner for Refugees 
have reached an agreement in 
principle to move the 21,000 
Cambodian refugees now living in the 
Khao-I-dang camp closer to the 
Cambodian border. If the plan is 
approved by the Thai cabinet, 
probably after the 24 July general 
election, the refugees will be moved 
to a piece of land adjoining Site 2, a 
sprawling border camp which houses 
160,000 Cambodian non-refugee 
"displaced persons," loyal to the 
Khmer People's National Liberation 
Front resistance faction. It is known 
that the Thai authorities have long 
wanted to remove the refugees from 
Khao-I-dang, who are classified as 


eligible for resettlement in third 
countries, unlike their countrymen in 
Site 2. 


leadership of a Buddhist temple in Seoul and 
13 were hurt in the violence (23 June). Stu- 
dents and riot police clashed at the 
Myongdong Cathedral in Seoul, it was re- 
ported (26 June). 


SRI LANKA 

Seven Indian soldiers were killed when 
Tamil rebels fired rockets at a foot patrol (28 
June). 


THAILAND 

The Supreme Court sentenced a former 
minister, Veera Musikapong, to four years 
in prison for insulting the monarchy (22 
June). 


VIETNAM 

Economic specialist Do Muoi was elected 
premier (22 June). A UN special envoy ar- 
rived with a secret proposal for peace in 
Cambodia (27 June). 
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US smoulders over ‘pay up or get out’ tactics 





By James Clad in Manila 

merican patience with President 

Corazon Aquino’s government has 
slipped a little of late, as disenchant- 
ment rises over Filipino tactics in a cur- 
rent review of the US military bases 
agreement. The result in June was a 
markedly stronger reaction, here and in 
Washington, to Filipino demands for 
greatly increased aid and to a bill pro- 
hibiting nuclear weapons that was en- 
dorsed by the Philippine Senate. 

Aquino’s continuing silence about 
| the future of the US naval and air bases 

 [REViEW, 21 Apr.] contrasts sharply 
with the stance of her foreign secretary, 
Raul Manglapus, whose reported re- 
mark about Washington needing to 
"pay up or move out" won negative 
publicity in the US. On 25 June he fol- 
lowed this up by adding that Manila 
might terminate the agreement before 
its expiry date in September 1991 if 
the US did not offer more financial 
help. 

Current US aid is now pegged, from 
the last bases’ agreement review in 
1983, to a pledge to make the “best ef- 
fort" to give US$900 million during the 
1985-90 financial years. The present 
review, which began on 4 April, will af- 
fect US budget planning for the 1990-92 
| financial years. 

Manila and Washington differ on the 
. procedure of notice for terminating the 
agreement. The Philippine Constitution 
, requires two-thirds of the 23-member 
senate to ratify any new bases' agree- 
ment after 199]. | 
Aquino's silence has become less 
f comforting to some people in the US. 
=} Her standard line is that she will keep 
her options open until 1991, but her re- 
fusal to be drawn at all on the issue 
leaves the running, in the short term, al- 
most entirely to Manglapus. 

The 69-year-old foreign secretary 
has filled the silence with verve, often ir- 
ritating the American review panel led 
by US Ambassador Nicholas Platt. The 
US approached the review as a modest 
exercise, willing to tinker, willing even 
to raise aid levels moderately, without 
fundamentally revising the agreement. 

But Manglapus' team at the talks has 

¿| presented position papers on nuclear 

arms, operational control, compensa- 
tion and other issues which, in the US 
view, better fit an agenda for a new, 
post-1991 agreement on bases, not a 
. review. Thus Aquino's "passivity," as 
.an unpublished New York Council of 
. Foreign Relations (CFR) paper de- 
| scribed it in February, has become 

















steadily less appreciated in some Wash- 
ington circles. 

That "passivity" also extends to the 
president's public attitude to the bill 
prohibiting nuclear weapons [REVIEW, 
5 May] that has now won endorsement 
from the Philippine Senate. The bill 
bans the transit or storage of nuclear 
weapons in the Philippines, "including 
the existing military facilities of the 
[US]." It forbids the "stationing and ser- 
vicing . . . of nuclear-armed overland 
transporters, ships or seaborne vessels 
or submarines, or aircraft or airborne 
vehicles." 

To become law the bill must also win 
endorsement from the lower house and 
from Aquino (or overcome her veto 
with a two-thirds majority of both 
houses). Although the bill seems un- 
likely to get these, the US would have 
preferred less momentum on the issue. 

Even with generous allowances for 
political posturing, the 19-3 senate vote 
in favour of the bill suggests that win- 
ning a two-thirds senate majority in 
favour of any future bases agreement 
may not be easy. Despite these qualms, 
however, the US Embassy continues to 






















































Sparks from 
the strikes 


Timing sets political 
alarm bells ringing 


By Paisal Sricharatchanya in Bangkok 


n outburst of labour unrest in late 

June which disrupted some key 
public utilities has cast a shadow over 
Thailand's political scene. Although the 
strikers’ major stated objective was to 
reverse the government's privatisation 
programme, their timing was suspect, 
coming as it did barely a month before 
the 24 July general election. The politi- 
cal uncertainty was aggravated by alle- 
gations that there had been attempts to 







the way for a military coup. | 
The immediate crisis appeared to 
have been defused after the cabinet re- 
jected the strikers’ demands on 28 June 
and said any policy changes must be re- 










manipulate the labour unrest to pave | 


rs thin 


tell important visitors from the US that 
in her heart Aquino wishes the facilities 
to remain. 

This viewpoint on her private wishes 
has sometimes proved correct. The em- 
bassy on past occasions has argued that 
the president, after playing out another 
negotiating process, would “get tough” 
on communist insurgents. Past brief- 
ings, correctly also, have predicted 
more presidential firmness with militant 
labour. But by way of contrast, two reg- 
ular advisers of Aquino have told the 
REVIEW that she hopes it might prc 
possible to end the bases’ agreement. 


T essence of the current impasse 
may lie in a contradiction between a 
widespread, if unvoiced, expectation 
that the bases will stay, and a climate of 
opinion in which politicians pretend 
only to tolerate the facilities. In this cli- 
mate, compounded by Aquino's reti- 
cence, the CFR report says "the politi- 
cal climate between Washington and 
Manila may deteriorate steadily over 
the next few years." 

The review talks have been proceed- 
ing since 4 April. In the last week of 








ferred to the post-election admini- 


THAILAND 


stration. A general strike had been 
threatened by some union leaders but 
protesting workers at public utilities like 
the Bangkok waterworks and port went. 
back to work after vague assuran 

that their demands would be considercu. 

Although labour resentment is likely 
to continue, most observers believe 
some degree of normality will return in 
early July when the country celebrates 
King Bhumibol Adulyadej becoming 
the longest-reigning That monarch. 
Any attempt at stirring up further 
unrest after that could be dealt with 
sternly. Prime Minister Prem Tin- 
sulanond has already warned that par- 
ties involved in any unresolved disputes 
must abide by the law or face prosecu- 
tion. Workers in state-run enterprises 
are not allowed to strike. 

Union leaders claimed the unrest 
was the climax of several disputes which 
had simmered for months. Following a 
week in which train services were dis- 
rupted nationwide, hundreds of militant 
rail strikers resumed work on 26 June 
after securing management and govern- 
ment agreement to consider their de- 
mands for higher pay. 





June the US announced the 
transfer of various air force units 
out of Clark airfield which, 
along with Subic Bay, form the 
most important of seven military 
installations covered by the 
agreement. The units leaving, 
mostly for reassignment in 
Japan, appear to represent a 
genuine redeployment. 

There have been further rum- 
bles from Washington. On 16 
June, US Senate appropriations 
chairman Daniel Inouye said he 
wanted “to make it unmistake- 
ably clear” that the US should 
not “pay its friendly or allied na- 
tions for the right to advance the 
collective security.” The Hawai- 
ian senator is considered a 
longtime friend of Manila. 

On the same day, US Secret- 
ary of State George Shultz responded 
by saying that “the concept of rent for 

ses is a concept that we simply have to 

„ect . . . there are those in the Philip- 
pines who think they have a great asset 
there and they should rent it out to us 
for a staggering sum of money." 

Shultz also drew a bead on the bill 
prohibiting nuclear arms. "If a friendly 
country as the Philippines should pass 
legislation or take some action that says, 
as New Zealand did, that a ship that 
might have a nuclear weapon on it is not 
welcome, then we have to part com- 

any," he said. Five days earlier in 
Manila, deputy US chief of mission 
Kenneth Quinn was asked whether 
Clark and Subic “would still be of any 


The following day, thousands of em- 
ployees at the state-run Bangkok water- 
works went on a partial work stoppage. 
They had protested several times in the 
past two months against a private pro- 

t to supply water for the indus- 
«dlised province of Samut Prakarn, 
south of Bangkok. Mindful of public 
condemnation of the rail strike, how- 
ever, union leaders were careful to as- 
sure the public that the action would not 
disrupt water supplies. 


Mie damaging was the 27-28 June 
strike by dock workers at the port, 
which handles the bulk of Thailand’s 
imports and exports. It was called osten- 
sibly to protest against a government 
decision to give a private company the 
contract to operate two newly com- 
seat ports in the southern provinces of 
huket and Songkhla. 

These disputes and growing disgrun- 
tlement among private sector unions 
that workers are not getting a fair share 
of the country’s current economic 
boom brought the four national labour 
congresses together in a rare show of 
solidarity in which they issued a list of 
joint demands. Apart from calling for 
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Anti-bases picket outside the US Embassy. 


use to the US" if the senate bill becomes 
law. Quinn's succinct reply: “No.” 

Shultz will visit Manila from 11-13 
July. He may be preparing to take a 
fairly tough line, including even the pos- 
sibility of deciding against entering a 
review agreement at all. (The US argues 
that the bases agreement only requires a 
five-yearly review, and not necessarily 
an agreement from that review.) 


Bos this thinking lies a dilemma. 
Filipino expectations may outpace 
American ability to grant them. Cer- 
tainly, the Americans are reluctant to 
expend all their negotiating chips in 
the first round — that is, during the 
review. They prefer to save big im- 


an end to privatisation, they also de- 
manded the reinstatement of 500 work- 
ers who were recently laid off from G. S. 
Steel, a steelmaking company. What 
amounted to a rejection by the cabinet 
on 28 June showed they had miscalcu- 
lated their bargaining strength. 

The workers' grievances aside, the 
report on 27 June of an alleged coup 

lot in The Bangkok Post, an English- 
anguage newspaper, said two army col- 
onels working with some communists 
had tried to exploit the rail strike in 
order to create wider unrest, set the 
stage for a coup and prevent Prem from 
again heading a coalition government 
following the election. 

Army commander Gen. Chaovalit 
Yongchaiyut, seen as a possible success- 
or to Prem, has denied involvement in 
the unrest. Intelligence officers told the 
REVIEW that two army officers, accom- 
panied by a senior communist de- 
fector, had indeed been spotted 
at the height of the rail strike but 
that it was not clear what they were 
doing. Unlike in the past, when the 
army mediated in serious labour dis- 
utes, the chief mediator this time was 

ational Police Chief Gen. Pao Sarasin. 
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provements to aid and other 
concessions on operational con- 
trol for a new bases’ agree- 
ment. 

There are signs that a more 
sober view of the Philippine situ- 
ation is gaining ground here. 
One issue concerns the direct ef- 
fect on migration if the bases go. 
Virtually all Filipino applica- 
tions for permanent migration 
status to the US from spouses, 
children (and step-children) of 
US citizens result from mar- 
riages to US servicemen at the 
bases. Closing the bases would 
lead to an immediate drop in US- 
bound migration, now averaging 
more than 40,000 persons each 
year. 

The recent conflict in the 
nearby Spratly Islands has also 
abruptly brought Philippine vulnerabil- 
ity to external forces in sharp focus. 
Manglapus has claimed that there is no 
external threat, but China's recent mili- 
tary moves in the Spratlys, where Mani- 
la has claims and maintains a small gar- 
rison 150 miles west of Palawan, has 
thrown that view into question. 

The current hiccough follows a long 
line of similar stops and starts in talks on 
the bases. Even the senate's looming 
shadow over a post-1991 agreement has 
an antecedent in manoeuvres by Man- 
uel Roxas — the republic's first presi- 
dent in 1946 — who sent the bases' 
agreement to the senate of the time 
mainly as a device to win more US con- 
cessions. 








Striker is removed after a pay-dispute demonstration. 
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DIPLOMACY — 


Raising a low profile 






The West risks overlooking Japan’s growing status and influence 


-- By Anthony Rowley in Toronto 


n official photograph of the recent 
Toronto summit meeting of heads 
of the seven most economically power- 
ful nations portrayed Japanese Prime 
Minister Noboru Takeshita as a midget, 
virtually edged out of the picture by the 


n bulky form of West German Chancellor 


Helmut Kohl. Another version of the 
picture used in a British Sunday news- 
paper had Takeshita totally obscured by 
Kohl. 

Rarely can Western condescension 
towards Japan have been more appro- 


priately symbolised than in these two pic- | 


tures. While most organs of the Western 


" press acknowledged grudgingly that 


Japan had "raised its profile" at the 

summit, in fact Takeshita and his aides 
heralded the approach of the Pacific 
.century more clearly in Toronto than 
. anywhere before. 
. .. The spotlight may have shone upon 
. US President Reagan's farewell, and on 
his ideological successor from Britain, 


Prime Minister Margaret Thatcher. But 


- behind this was a clear vision of Japan 


CHINA 


hosting the pan-Pacific summits of the 
future, and leading an alliance of East 
Asian nations into the 21st century. For 
to any perceptive observer of the annual 
summits of “Western” leaders — those 
from the US, Japan, Canada, Britain, 


| West Germany, France and Italy (plus 


also the EC this year) — the emergence 
of Japan as more than simply an honor- 
ary Westerner has been astonishing. 
Tokyo has begun speaking for a host 
of other Asian nations in various inter- 
national forums in a way which appears 
to override the past colonial ties and 
present military presence of Western 
nations in the region. The curious thing 
is the apparent Western collusion in this 
process. The Western leaders in To- 
ronto asked Takeshita to brief them on 
issues such as China, Asean and Cam- 
bodia. And they heard without appar- 
ent dismay Japan’s heavy hints that it 
might form some sort of loose economic 
alliance with its neighbours before long. 
Behind this acknowledgment of 
Japan’s leadership role in Asia lies al- 


Hard line on Tibet 


_ Peking slams the door on the Dalai Lama’s proposals 


^ By Robert Delfs in Peking 

China has rejected the Dalai Lama's 
TN Strasbourg proposal that Tibet be- 
' come a self-governing political entity “in 


not be allowed to become independent, 
semi-independent or gain independence 


J| in any form,” Pan Haifeng, a spokesman 


of the Chinese Embassy in Bern, stated 


|: on 21 June. Pan said he noted “some 


change in the tune" in the Strasbourg ad- 
dress, but added that the Dalai Lama 
still denies that Tibet is part of China. 

In his Strasbourg address on 15 June, 
the Dalai Lama stated that China could 
remain responsible for Tibet's foreign 
policy and maintain a restricted number 


‘| of military installations for an un- 


specified period. Some commentators 


|. have interpreted this speech as a renun- 


ciation of Tibetan independence, and 


| suggested reconciliation between China 


and the Dalai Lama might now be only a 
matter of time. 

.  Butthe Dalai Lama himself appeared 
to rule out abandoning Tibetan claims to 
independence in his speech. “At no time 
since the founding of our nation in 127 


BC have we Tibetans conceded our 
sovereignty to a foreign power." he said. 

Does the Dalai Lama's proposal of 
"association" and delegation of external 
affairs to China constitute a de facto de- 
rogation of sovereignty which could lead 
to a “one China, two systems" solution 
similar to the 1984 Sino-British Agree- 
ment on Hongkong? 

Association would not compromise 
Tibetan sovereignty, according to 
Michael van Walt van Praag, an adviser 
to the Dalai Lama. Under an agreement 
of association, van Walt wrote in his 
1987 book The Status of Tibet: “Tibet 
would resume the exercise of its 
sovereignty, while China could assume 
the desired degree of responsibility for 
Tibet's foreign relations and defence." 

An associated state's control over its 
internal affairs is unlimited, according 
to van Walt, and it retains the right to 
modify unilaterally its own status “‘in- 
cluding the right to terminate the re- 
lationship of association altogether." He 
states that relations between the princi- 


| 
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nost cer 

humility on the part of the US and 
Europe. Itis difficult to escape the con- 
clusion that the world is becoming di- 
vided increasingly into new spheres of 
economic influence. The unspoken con- 
sensus seems to be as follows: the West 
will tacitly acquiesce in Japan's forming 
some sort of new co-prosperity zone — 
or whatever it cares to term it — in East 
Asia and perhaps beyond, provided that 
Japan accepts the closer economic inte- 
gration of Europe after 1992 and the 
melding of North America through a 
US-Canada Free Trade Agreement, 
which could ultimately embrace other 
parts of the Americas too. 





ertainly if the Western leaders took 

the trouble to listen to what Japanese 
ministers and government officials were 
saying in Toronto they could have been 
left in no reasonable doubt that Japan is 
every day becoming more convinced of 
its mission to represent the rest of tl 
region. Japanese officials no long.. 
react with agonised coyness when asked 
about their role. 

In Toronto, the officials consistently 
refused to discount entirely the idea that 
Japan might be on the verge of moving 
towards the creation of its own form of 
new economic alliance within Asia. Most 
significant in this respect was the obser- 
vation by a vice-minister for interna- 


by international law and are not within 
the domestic jurisdiction of the princi- 
pal. Van Walt has recently travelled 
with the Dalai Lama in Europe, report- 
edly prepared position papers for use in 
future negotiations with China, and has 
been named a member of the Tibetan 
negotiating team. 

Association would resemble in some 
respects the relationship between Tibet 
and China in the late 18th and 19th cen- 
turies, when imperial residents (ai 
bans) in Lhasa were empowered to COn- 
trol Tibet's external affairs and Manchu 
troops were garrisoned in Tibet. 


he Dalai Lama's advisers probably 

mentioned as a precedent the King- 
dom of Bhutan, which unlike other 
princely states never signed an instru- 
ment of accession with Britain or India. 
Its 1949 agreement to be guided by India 
in its external affairs is technically a 
treaty between two sovereign states, and 
Bhutan is a member of the UN. 

For now at least, the post-Strasbourg 
gulf between the Dalai Lama's proposals 
and China's position appears far wider 
than some observers initially believed. 
In practice, an agreement of association 
may be a far more substantial deroga- 
tion of functional independence than van 
Walt's language suggests. The best solu- 
tion, he says, would be the re-emergence 
of Tibet “as a sovereign independent 
state in law and fact.” 
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tional affairs, Toyoo Gyhoten, that 
while he could not currently envisage 
any EC-style (or even US-Canada- 
style) economic integration in East 
Asia, it was impossible to ignore the “in- 
creasing inter-dependence" of the re- 
gion and its growing dynamism. 

What can be verified for the pre- 
sent is that Japan is now committed to 
organising some sort of "seminar" of 
East Asian countries and of the more 
economically advanced Asean nations, 
to gauge what form of relationship they 
would like with essentially Western or- 
gans such as the OECD. Tokyo sources 
hinted in Toronto that they might 
favour also the idea of using the annual 
meetings they have with senior minis- 
ters from Asean and from South Korea 
and China as the blueprint for a more 
formal (and much wider) Pacific sum- 
mit. 

Japanese officials told the REVIEW 
they would be interested in studying 

"ether to convene a Pacific summit 
ibracing Australia as well as the 
Asian nations, possibly next year. 

Rising protectionism in the US and 
Europe aside, it is easy to see why the 
East Asian newly industrialised coun- 
tries (NICs) in particular should be less 
reluctant nowadays to see Japan take 
them under its protective mantle in 
dealings with the West. The hectoring 
style of both Washington and Brussels 
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This, however, is a fantasy. China’s 
positions on Hongkong and Taiwan 
suggest that Tibet as a sovereign state, 
independent in law but not in fact, would 
be more objectionable to Peking than in- 
dependence in fact but not in law. 

Some diplomats believe that China 
might consider a true Hongkong-style 
“one country, two systems” solution 
which unambiguously affirms China’s 
sovereignty over Tibet but also provides 

re autonomy to the latter. 

The Dalai Lama himself may believe 
it is worthwhile to compromise in order 
to achieve a degree of actual autonomy, 
greater religious freedom and improve- 
ment in Tibetan living conditions. 


In a 1982 interview with the REVIEW | 


(16 July '82), the Dalai Lama said: “We 
have stood for independence not because 
we hated the Chinese or their ideology, 
but only because of the sufferings of our 
people . . . The Chinese came to Tibet as 
liberators, and there would have been no 
complaint had they brought happiness." 

But resistance within the Tibetan 
exile community to a Hongkong-style 
solution would be intense. The Dalai 
Lama has said he only acquiesced to the 
February 1951 17-point agreement (in 
which China promised autonomy to 
Tibet) “in order to save my people and 
country from the danger of total destruc- 
tion." Many Tibetans would say even 
this agreement, which China considers 
still in force, was cruelly betrayed. 
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in trying to compel 
the NICs to open up 
and liberalise their 
markets has an- 
tagonised Asian sen- 
sitivities in Seoul, 
Taipei and probably 
Singapore as much as 
it did Tokyo in previ- 
ous market-opening 
forays. 
The contrast be- 
tween this abrasive 
diplomacy and Ja- 
pan's philosophy is 
stark. Precisely what 
Japan's motives may 
be in pursuing this 
subtle new form of 
diplomacy — beyond 
erhaps regional economic and political 
egemony — is difficult to define. All 
that can be said is that the change from 
virtually ignoring its Asian neighbours 
(in favour of concentrating on Western 
markets) to one of understanding sol- 
icitude has been one of the most re- 
markable features of Japanese dealings 
at gatherings like economic summits, 
OECD meetings and even World Bank/ 





Takeshita: speaking for Asia. 


| 


IMF conventions in the past year or | 


two. 

Reagan and Thatcher (joined by 
Canadian Prime Minister Brian Mul- 
roney) were too involved in mutual admi- 


INDONESIA 


ration in Toronto 
to pay too much at- 
tention to the ris- 
ing sun in the East. 
And the EC was too 
Busy trying to justify 


its 1992 attitudes 
and its agricultural 
policy. 


Free-market 
policies which ori- 
ginated under That- 


cher and Reagan 
may have swept 
the world, reach- 


ing even the doors 
of Moscow and Pe- 
king. But if trends 
continue as at pre- 
sent much of Asia 
could be dancing to Japan's com- 
plicated tune, rather than the simpler 
beat of Western free-market eco- 
nomics. 

At this point, Japan might even cease 
the pretence of being an honorary West- 
erner — a political midget among the 
giants of the West — and choose instead 
to be convenor of its own regional sum- 
mit and a leader of its own alliance 
rather than a politely tolerated outsider. 
Western condescension would be in 
part to blame for such a further frag- 
mentation of international economic re- 
lations. Oo 
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Opening the door 


East Timor's closed status comes under review 


By Michael Vatikiotis in Jakarta 

call for the relaxation of East 

Timor's status as'a closed area has 
come from the province's governor, 
Mario Viegas Carrascalao. His state- 
ment, together with remarks by Interior 
Minister Rudini, which supported the 
idea, has generated speculation that the 
province's closed-area status is under 
review. 

After a meeting with President 
Suharto on 19 June, Carrascalao said he 
asked the president to declare the pro- 
vince an open territory. The governor 
said the central government should both 
lift restrictions on visits to the province 
by outsiders and allow the Timorese 
themselves to travel freely throughout 
Indonesia. His remarks struck a chord 
with the Jakarta press. The normally 
conservative daily newspaper Kompas 
said in its 21 June editorial: “It is time 
the people of East Timor were given the 
opportunity to become mature by let- 
ting them manage the things they can do 
on their own”. 

Observers were surprised by Carras- 
calao's remarks because they. were 
made in the form of a suggestion to 


Suharto and did not reflect the presi- 
dent's views. Suharto reportedly told 
Carrascalao he would consider the sug- 
gestion. But according to one diploma- 
tic source in Jakarta, the governor 
would not have raised the issue so point- 
edly, "if he was not getting a hint that 
the proposal would be well received." 
One indication of this came from Ru- 
dini, who declared that his ministry was 
not opposed to opening up the fofmer 
Portuguese colony. However, Rudini 
added that the decision was up to the 
armed forces (Abri). Abri has a major 
say in most aspects of policy regarding 
the province. The reaction of Defence 
Minister Gen. Benny Murdani was: "If 
it is time to open up, then let's open it." 
But Murdani also warned that if "prob- 
lems developed later," the military 
could not be held responsible. 
Carrascalao has for some time ar- 
gued that whatever the concerns for sec- 
urity, the province's closed-area status 
is hampering development. While he 
claims that per capita income has in- 
creased from US$40 to US$200 since 
1975 and illiteracy has declined from 
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92% to 58%, progress in educating the 
population over the past 13 years, he 
suggests, has created a labour force with 
higher expectations, most of whom are 
unable to look for jobs away from the 
province because of travel restrictions. 

The governor is also concerned that 
restrictions are inhibiting access to in- 
vestment in the province. “He is hoping 
that opening up East Timor will encour- 
age wider participation in investment 
and cut down on corruption and wast- 
age," a diplomatic source told the 
REVIEW. The governor is also said to be 
seeking wider outlets for the province's 
agricultural produce. He added that im- 
port restrictions mean that most im- 
ported commodities can cost up to 25% 
more than elsewhere in Indonesia. 

Some analysts point out that the gov- 
ernor’s desire for East Timor to be less 
dependent on the central government 
contradicts earlier complaints he has 
made about the uncontrolled influx of 
Bugis and Makassarese merchants from 
the eastern part of the archipelago, who 
now dominate commerce in the capital, 
Dili. There are frequent reports that so- 
cial friction between immigrants from 
Sulawesi and the Timorese is a major 
headache for the local authorities. Inde- 
pendent sources who frequently visit 
the territory, agree that the local econ- 
omy is not yet strong enough to compete 
with neighbouring provinces, and 
special assistance from Jakarta con- 
tinues to be required. 

Yet, even when observing East 
Timor from Jakarta, there are signs of a 
gradual move towards normalising ad- 
ministration of the province. Carras- 
calao’s remarks were made the same 
week anew Roman Catholic bishop was 
installed in Dili. The installation of 
Monsignor Carlos Filipe Ximenes Belo 
as the first Timorese to hold the rank of 
bishop has been widely regarded as a 
positive development. It must be noted, 
though, that Belo’s title, Titular Bishop 
of Lorium and Apostolic Administrator 
of Dili, means that the Vatican feels un- 
able to fill the still vacant Dili bishopric. 
Sources told the REVIEW, this will re- 
main the case until the Timor issue is re- 
solved at the UN. 

Whatever the domestic considera- 
tions, there is little doubt that a move by 
the government to relax restrictions on 
East Timor would have major implica- 
tions for the country's foreign policy. In 
the words of one Indonesian commen- 
tator, the East Timor issue remains "a 
constraint to the implementation of for- 
eign policy." The problem has become 
more acute with Indonesia's desire to 
play a more active role in international 
affairs. 

With Indonesia's bid for the chair- 
manship of the non-aligned movement 
in 1989 now more or less clearly stated, 
it is safe to assume that a resolution of 
the East Timor issue is high on the list of 
priorities for the new Foreign Minister, 
Ali Alatas. O 
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BURMA 


Straining at the seams 


By V. G. Kulkarni in Rangoon 


he Burmese believe in the Buddhist 

Law of Constant Change: appear- 
ances are an illusion and all things are 
subject to change. To a visitor, surface 
appearances in this gentle land — de- 
spite the recent riots and killings — have 
remained the same in the quarter-cen- 
tury since Burma lapsed into self-im- 
posed solitary confinement. 

The army, which has fused into the 
only political party in the country, runs 
the regime and is seemingly united and 
loyal to Chairman Ne Win, the 77-year- 
old retired general. There is some talk 
of younger officers being disgruntled 
with the old guard, but such rumours 
have been perennial. 

The people have been progressively 
pauperised by the re- 
gime, but continue to 
bear the hardships with 
a patience bordering 
on the stoic. What the 
Burmese cannot get by 
legitimate means, they 
acquire on the thriving 
black market. Despite 
deprivations there is 
still enough rice to eat. 
There were spontane- 
ous student riots during 
March and June in 
Rangoon, but these 
riots were swiftly and 
ruthlessly stamped out, 
just as those of last Sep- 
tember and the ones in 
the mid-1970s. 

All the same, resi- 
dent diplomats have 
begun to sense a slow undercurrent of 
change. As the reason for the inevitabil- 
ity of change, they cite the sheer 
hopelessness of the economic system. 
The state’s coffers are almost empty and 
any further deterioration could be the 
straw that breaks the camel’s back. 

Rice exports, the country’s main for- 
eign-exchange earner, are expected to 
be virtually nil this year and the country 
has had to borrow money to import fuel. 
Current foreign-exchange reserves of 
US$20 million could not even pay for a 
few days of imports. As the country can- 
not service its debts, pressure from cre- 
ditors and donor countries is building up 
to liberalise the economy. 

The combination of domestic and ex- 
ternal pressures and the regime's aware- 
ness of its gravity are seen as the ingre- 
dients of the inevitability of change. 
However, nobody seems sure how these 
changes will be brought about and who 
among the leaders will chart a new 
course. A half-hearted attempt by the 
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Ne Win: undercurrent of change. 





Widespread discontent could force political change 


Creaking to a halt: page 18 





current leaders to relax some economic 
controls would be an easy option, but 
that might be a case of too little, too 
late. A full-scale liberalisation would 
cut at the roots of the regime, which has 
survived because of its thorough control 
of all aspects of society. 

Under the one-party rule of the 
Burma Socialist Programme Party 
(BSPP) any organised opposition is 
banned. Although the Burmese con- 
stitution grants its citizens fundamen — 
rights, including the freedoms 
speech, publication, “association, as- 

er»wewow sembly and proces- 
sion,” these are to be 
exercised only through 
organisations “permit- 
ted by law,” which in 
turn is enacted by the 
BSPP’s parliament. 

Workers, peasants, 
youths, students, writ- 
ers and even the clergy 
are all organised under 
party-controlled bodies. 
A few dissident student 
groups do operate clan- 
destinely, but they tend 
to be small and disor- 
ganised and to have lit- 
tle national coordina- 
tion. In any case, these 
groups dissipate soon 
after the immediate 
emotive issue of th 
discontent erupts into sporadic violen 

In the past two decades, the first 
large-scale student unrest occurred in 
1974 over the burial of U Thant, a vete- 
ran politician and former UN secretary- 
general. It was not until late last year 
when Ne Win demonetised almost 80% 
of the currency in circulation — without 
compensating the holders of the old 
money — that the next major student 
unrest took place. In March and June 
this year, Rangoon students rioted 
again. In all these cases, though parts of 
the urban population joined the student 
protests, the riots soon fizzled out after 
mass arrests were made. 

The employment opportunities for 
graduates — limited as they are — are 
also controlled by the state and act as a 
damper on student activism. A coalition 
of student activists and disaffected urba- 
nites is also hard to forge. Burma never 
had a sizeable urban middle class. Most 
of the professionals and entrepreneurs 
— mainly ethnic Indians and Chinese — 
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fled the country after the military re- 
gime nationalised businesses in the mid- 
1960s. Most of the already run-down in- 
dustry remains in the state sector, 
whose workers belong to party-control- 
led unions. It is only the dispossessed 
urban under-class — the pedlars and 
hawkers — who have joined spontane- 
ously with the students in the riots. 

The Burmese Buddhist clergy, or the 
Sangha, traditionally the least politi- 
cised in all of Asia, did agitate against 
the British and later joined the riots in 
the mid-1960s. But Ne Win's brand of 
socialism treaded gingerly on religious 
sensitivities and it was not until 1980 
that he moved to co-opt the clergy. In 
that year he convened a national con- 
gregation of the Sangha to sort out 
scriptural disputes. In the tradition of 
old monarchs, Ne Win built a new 
pagoda and took the opportunity to 
weed out younger dissident monks. 

As à sop to the ageing abbots, he al- 

ved the Sangha to issue its own regis- 

tion cards to monks. They had earlier 
refused to accept the state-issued cards. 
Having protected and pampered the in- 
stitution of the Sangha, the authorities 
organised the clergy into cells right 
down to the village level, along the lines 
of the BSPP. The traditional role of the 
monks in education and health care has 
been taken over by the state apparatus. 
Abbots and their entourages move 
about in large motorcades, not unlike 
officials. Apart from begging for alms, 
the monks have little mass contact. 


he disaffection in the lower ranks of 

government is easily dealt with. All 
state employees, including the army and 
the police, are required to apply for 
BSPP membership, which is granted in 
varying stages over several years. The 
party's strength is currently estimated at 
about 2.5 million. All government 
workers and a host of other aspiring in- 

mants work as the regime's eyes and 
~...S looking for malcontents in society. 
The middle and upper 
ranks of  bureaucracy 
are full of retired sold- 
iers who form an elite 
group with special mate- 
rial privileges. Poli- 
ticians  pre-dating the 
1962 military coup have 
been bought off by pen- 
sions. 

The only figure of in- 
dependent stature, who 
has the ear of Ne Win at 
times, is known to be 
Aung Gyi the re- 
spected vice-chairman of 
the Revolutionary Coun- 
cil in the 1960s who re- 
signed after disagreeing 
with the chairman on the 
nationalisation of busi- 
nesses. According to 
sources familiar with a 9 
May letter from Aung 
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The riots and 
the crackdown 


- spontaneous outbursts of stu- 
dent power in the past three 
months have shaken the Burmese 
Government. By the end of June, Ran- 
goon was a tense city with round-the- 
clock police patrols and nightlong cur- 
fews. Like the single spark that lit a 
prairie fire, a minor student brawl on 
12 March in a Rangoon suburb spread 
to the city centre bringing in the army 
and riot police and causing many 
deaths over the next few days. A sub- 
sequent judicial inquiry glossed over 
the real reasons for the riots and the 
whole affair highlighted the simmer- 
ing discontent among the im- 
poverished people against an arbitr- 
ary regime. 

Having quickly crushed the March 
upheaval, after arresting hundreds of 
students and others, the authorities 
closed down the colleges. Although an 
estimated 100 people — students as well 
as others — died in the 12-18 March 
riots, the judicial inquiry reported 
on 13 May that only two students had 
died. Of the 625 students arrested, 484 





were later released, the report said. 

But soon after campuses reopened 
in early June, students were up in 
arms again — holding protest meet- 
ings and disrupting classes at Rangoon 
University. They demanded the re- 
lease of detained students, the 
reinstatement of hundreds of others 
who had been expelled and called for 
the setting up an independent student 
union. On 21 June, about 1,000 stu- 
dents set out from the Rangoon Uni- 
versity campus and were joined by 
some 4,000 others — students, monks, 
and workers — by the time they 
reached the city centre where the 
crowd clashed with police, resulting in 
several deaths. Colleges were closed 
again and a dusk-to-dawn curfew was 
clamped. 

On 22 June, authorities cordoned 
off the Shwedagon Pagoda in Rangoon 
which had been occupied by students. 
A day later, riots had spread to col- 
leges in Mandalay and Pegu cities. 
While the June riots were more wide- 
spread than those in March, they were 
still sporadic. Although the authorities 
have managed to assert control, the 
people’s disaffection is a problem they 
will have to contend with for some 
time to come. — V. G. Kulkarni 
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Gyi to Ne Win, the former criticised the 
government's mismanagement of the 
economy. Even if Ne Win takes the ad- 
vice, he is unlikely to bring back a 
former rival in any position of power. 
Nor would Ne Win’s aides favour the re- 
turn of a strong personality in the top 
ranks. 

If the forces outside the government 
are incapable of challenging Ne Win, so 
are those in the top ranks of the party 
and the state. Ne Win's power of pa- 
tronage and punishment is bolstered by 
a host of intelligence agencies who spy 
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on each other and report direct to the 
party chairman. Burmese sources say 
that Ne Win has dossiers on all his top 
colleagues which he uses selectively to 
keep them in line. 

Some of Ne Win's policy decisions 
are also known to have ulterior motives 
to rein in his close aides. Last Sep- 
tember's demonetisation of some cur- 
rency notes was officially aimed at black 
marketeers and ethnic insurgents. Bur- 
mese sources say it was also aimed at 
two of the chairman's top colleagues 
who had acquired property at conces- 
sional state prices and 
sold at profit. 

On 5 September, Ne 
Win surprised a cabinet 
meeting by his decision. 
None of the participants 
of the meeting was al- 
lowed to leave the room 
and the decision was con- 
veyed to the Rangoon 
radio station for public 
announcement. The af- 
fected aides later com- 
plained to their friends 
that they had lost a lot of 
money in old kyat notes. 

Ne Win's grip on his 
top colleagues is such that 
no one offers advice un- 
less it is specifically 
sought. However, below 
Ne Win there are known 
to be informal factions 
and alliances. Among the 
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top hardliners are Vice-Chairman and 
State President San Yu and his joint 
Secretary-General Sein Lwin. The lat- 
ter was instrumental in crushing student 
riots in July 1962 and was also the one 
who decided to open fire on student 
mobs in March. Defence Minister Kyaw 
Htin and Finance Minister Tun Tin are 
regarded as relatively liberal on law and 
order and the economy. 

But with Ne Win calling all the shots, 
the influence of these factions is mini- 
mal and they operate within the leeway 
afforded by the laid-down policies. 
Moreover, none of these leaders either 
singly or jointly is likely to challenge the 
chairman's diktat. 


hat leaves the army as the only or- 

ganised and efficient force capable of 
wielding institutional power. The last, 
aborted, military coup was by some 
junior officers in 1976. There have been 
occasional rumblings in the military 
since then, particularly among the 
graduates of the Defence Services 
Academy (DSA) established in 1954. 
The early batches of the DSA now oc- 
cupy crucial command positions at the 
regional military commands and the 
elite light infantry divisions (LID). 
They tend to be better qualified than the 
old-guard generals who rose through 
the ranks and lacked formal education. 
Many of the younger officers have been 
trained abroad. Some of them are 
known to feel that while they have done 
a good job of containing the ethnic in- 
surgencies, the top leadership has mis- 
managed national policies. 

But wily Ne Win has kept a tight rein 
on these Young Turks, too. He has used 
the resentment of the old guard against 
the DSA officers to his advantage. Any 
rising star is quietly shunted off into re- 
tirement or harmless jobs in civilian de- 
partments or embassies abroad. Com- 
mands of the nine military regions and 
the eight LIDs are not given without Ne 
Win's approval. Diplomats do not fore- 
see any power play by the DSA officers 
in the near future — at least as long as 
Ne Win's personal control is intact. 

When Ne Win dies or is otherwise in- 
capacitated, the most likely succession 
could involve a junta from the top ranks 
of the party's central executive commit- 
tee. Without a dominant figure, the 
junta could be a collective leadership 
manning an interim government. Some 
analysts foresee the DSA Young Turks 
making a bid for power after the interim 
junta begins faltering. 

Despite a heart attack some years 
ago, Ne Win is considered healthy for 
his age and is in no hurry to appoint a 
successor. But he is known to be acutely 
conscious of his place in national his- 
tory. By the reckoning of some Bur- 
mese, his reign has not been the total 
disaster made out by many foreigners. 
He came to power when separatist in- 
surgencies were on the rise. 

In the past 26 years, he has succeeded 
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in beating back the communists and the 
ethnic separatists to the border region. 
He has also divested the economy from 
the control of foreign powers as well as 
resident foreigners — mainly Indians 
and Chinese — and given it back to the 
Burmese. The trampling of democratic 
norms does not bother Burmese peas- 
sants who have long been used to au- 
thoritarian rulers. 

But Ne Win is aware that the legacy 
of strong rule has also left the economy 
in a shambles. The chairman is known 
to have told friends and family that the 
state of the economy has given him 
sleepless nights. Last August, he openly 
acknowledged these shortcomings and 
other Burmese leaders have since 
joined the chorus, leading diplomats to 
expect that major changes in economic 
policies might be in the offing. 

The BSPP’s next congress, originally 
scheduled for 1989, is expected to be 
held sometime later this vear to chart a 
new set of polices. Analysts expect the 
congress to slowly open m the economy 
to the private sector and also to some 
carefully chosen foreign investment. 
The ethnic Chinese and Indians who 
had lost their citizenship might be al- 
lowed to restart their businesses and the 
state sector could be streamlined. More 


Creaking 
to a halt 


A mismanaged economy has 
to depend on foreign dole 


B arely 50 years ago, Burma was one 
of the world's great rice baskets and 
an oil producer as well. Today, after 
having won in 1987 the dubious distinc- 
tion from the UN as a least-developed 
country (LDC), Burma is an interna- 
tional mendicant. 

Before World War II, Burma pro- 
vided half of all internationally traded 
rice. It will be lucky to claim any rice ex- 

orts at all in 1988. And in the 1930s, 

urma was a major supplier of crude oil 
to the British empire east of Suez. This 
year Rangoon is borrowing from the 
Asian Development Bank (ADB) to fi- 
nance oil imports just to cope with es- 
sential transport needs. 

Not that the country's oil resources 
have been totally depleted. Nor has rice 
output drastically plummeted. In fact, 
rice production has doubled in the past 
four decades. But the national economy 
has hit rock bottom, thanks to the Bur- 
mese Way to Socialism, which has 
spawned untenable policies including 
an unrealistic exchange rate, irrational 
monetary and pricing measures and 
needlessly tight import controls. 

Ironically, the inability to export rice 
this year has come in the wake of a pol- 
icy that was designed to liberalise sec- 
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important, Rangoon is also expected to 
devalue the local currency from its un- 
realistic Kyats 6 to the US dollar to some- 
where near the black market rate of 
about Kyats 40 to the dollar. 

While these changes will not im- 
mediately turn the economy around, 
they could pave the way for medium- 
term improvements. Even if Ne Win 
succeeds in effecting the reforms 
piecemeal and over the next year or 
two, he will have begun to undo the past 
damage. And if Burma does receive a 
strong dose of economic liberalisation, 
changes in the political order would be- 
come inevitable. 
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Rice harvest: stagnant economy. 


tions of the economy from dracon 
state controls. In 1986 a stagnant har- 
vest, fuel shortages and bureaucratic 
bungling resulted in lower rice procure- 
ment from farmers and shortages in 
state-operated outlets. 

So on | September 1987, the govern- 
ment decontrolled the domestic trade in 
rice and other staples, and even freed 
private traders to export rice. Under the 
scheme, the government would collect 
taxes and levies from farmers and mid- 
dlemen in kind rather than in cash to 
build up stocks for rations needed to 
feed the army and civil servants. 

The welcome decision to unleash 
market forces was undercut almost im- 
mediately. On 5 September, the govern- 
ment demonetised banknotes of Kyats 
75, 35 and 25 denominations. While 
state employees were given an extra 
month's salary as compensation, the 
rest of the population was left with 
worthless paper which could not be ex- 
changed for new money. The demoneti- 
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sation, estimated to have made worth- 


less 60-80% of the money then in circu- 


lation, also hit small traders. 

The demonetisation snuffed out 
whatever enthusiasm the private traders 
might have had for foodgrain decontrol. 
A month after the demonetisation, the 


bureaucracy added to the confusion 


when it came out with a 25-page booklet 
of new regulations and restrictions on 
the licensing of domestic rice traders. 
Four months after the regulations were 
publicised, only four traders had re- 
ceived licences. 

Armed witha licence, one rice trader 
went to the Companies Registrar to list 
his new firm and found to his surprise 
that the registrar had retired in 1965 and 
the government had not bothered to re- 
place him. The office had carried on for 
more than two decades manned only by 
a few clerks with virtually no work to 
do. An embarrassed government ap- 
pointed a new registrar early this year, 
diplomatic sources said. 

On the export front, the situation 
was even more dismal. No one came 





Diplomats are puzzled at 
privatising rice exports and b 
decision will have to be take 
mese leader Ne Win himself as 
involve an outright devaluatio 
kyat, or at least a dual exchange rate. 
Keeping the value of kyat high, how- 
ever unrealistic it might be, has been a 
article of faith for Ne Win and his col- 
leagues of the Burma Socialist Program- 
me Party (BSPP). 

Some diplomats speculate that Ran- 
goon has been deliberately slow in 
facilitating private exports. In their 
view, the authorities had been waiting 
for the current rainy season, when farm- 
ers and traders are hard put to store 
large volumes of grain — storage capa- 
city being limited. The government 
could then buy rice at low prices for ex- 
port. 

However, this policy could backfire 
as traders can profitably move the rice 
by land to China, Bangladesh and Thai- 
land by bribing border and other offi- 
cials. Clandestine rice exports could be 
as high as 1.5 million tonnes annually, 
out of a total output of 7-8 million ton- 







| nes a year since 1984. 


C grains, timber, minerals and 
precious stones are also exported over 
land to neighbouring countries in return 
for an array of consumer goods, pet- 
roleum and medicines. High officials in 


Z the government, party and army are 
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forward to apply for export trade. And 
no collective representations could be 
made to the government because trade 
associations or chambers of commerce 
are not allowed to operate. So the au- 
thorities called on some known traders 
for individual consultations. 

These traders pointed out that the 
state-owned banking system had no 
facilities to deal with private exports. 

The traders also told the government 
that given the "unrealistic" official ex- 
change rate of about Kyats 6 to the US 
dollar, exporters could only cover some 
7596 of their costs for procurement, 
transport, shipping and insurance. The 
black-market rate in Rangoon is about 
Kyats 40 to the dollar. The traders de- 
manded an exchange rate of Kyats 18.50 
to the dollar and asked to be allowed to 
hold foreign-currency accounts. Mid- 
dle-level trade officials thought the de- 
mands reasonable, which the traders 
took as a hopeful sign. But the proposal 
was turned down by the cabinet and no- 


—] thing more was heard of it. 
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n ent Statistics. 


E per capita GDP being US 
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given extra rations of necessities, fuel 
and imported consumer goods at sub- 
sidised prices. Most of these goods are 
then unloaded on the black market at 
many times the subsidised price. This 
black, or parallel, economy is known to 
be larger than the official economy and 
is not reflected in government statistics. 
If the black economy were added to 
official GDP figures — the official 1986- 





Burma would not qualify: 
status. In a statement to the 1 
goon maintained "there has. practically 
been no increase in the per capita GDP" 
since the mid-1960s, with the. GDP 
growing by an annual average during 
the intervening years of only about 
2.576, while the population: was rising 
by 276 a year. 

Proud and staunchly. independent 
Burma would not have sought LDC 
status had it not been forced to by the 
shambles of its external economy since 
Oe early 1980s. The value of Burmese 

exports fell to US$353 million in 1986- 
87 from US$426 million in 1983-84. Pro- 
visional export estimates for 1987-88 in- 
dicate a drop in value of about 3.6% 
from a year earlier, while the value of 
imports is estimated to have jumped 
about 21% to around US$665 million 
over the same period. Current foreign- 
exchange reserves of less than US$20 
million would barely cover the cost of 
imports for two weeks. E 

The country's main exports of food- 
grains and minerals suffered from de- 








pressed world prices loti ju year, and 
Burma's sluggish export network has 
not yet been able to take advantage of 
generally improved current prices — in- 
cluding higher rice prices due to short- 
ages in neighbouring countries. 

Meanwhile, domestic inflation this 
year has ranged from 200-500% , though 
the government's consumer price index 
for officially listed goods suggests only 
an 8% rise. Most of these goods are 
rarely available at government shops 
but can be bought easily on the black 
market at several times their officially 
fixed price. The level of domestic con- 
sumption is so low that there is little 
room for belt-tightening. 

Even if imports are held at current 
levels, declining exports and mounting 
debt-repayment obligations pose for- 
midable problems for Rangoon. During 
the first decade of BSPP rule, Rangoon 
borrowed little from abroad. In 1973, 
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however, Burma took out its first loan 
of US$30 million from the World Bank. 
The country's foreign debt rose from 
US$231.6 million in 1973 to US$2 bil- 
lion by March 1985 and to an estimated 
US$3.8 billion by March this year. 

In addition to the World Bank and 
the ADB, major lenders to Burma are 
Japan, China, West Germany and 
Czechoslovakia. According to a govern- 
ment report to the Burmese Parliament 
in April, total debt repayments in 1988 
add up to US$292.1 million, approach- 
ing the expected exports for the year. 

As an LDC, Burma is now eligible 
for more concessional aid from multilat- 
eral agencies. Last year, West Germany 
converted its annual loans, valued at 
Dm 50 million (US$28.57 million), for 
1987 into outright grants — a practice 
which will be followed from now on. 
However, earlier loans of about Dm 880 
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illion in value are to be 


paid back with 


| interest. : 


In the past, Bonn has written off 


-loans to LDCs. The only exceptions, for 


political reasons, were those extended 
to Ethiopia, South Yemen and Af- 
ghanistan. Burma is hoping to be for- 
given its earlier loans, but it will be at 
least another year before the West Ger- 
man Parliament acts on the issue. 

In recent years, Japanese aid has 
amounted to Y 10 billion (US$79.62 mil- 
lion) in outright grants and about ¥13 
billion in concessional loans at 2.5% in- 
terest rates. In 1988, Burma must repay 
US$77 million in Japanese debt. As Ja- 
panese law forbids official debt to be 
written off, Tokyo plans to offer Burma 
grants equalling the repayments. 

Burmese Finance Minister Tun Tin 
was informally assured to that effect by 
Japanese officials during a visit to 
Tokyo in April. But Rangoon will have 
to find the money to repay the debt in- 

ilment first, beforean equivalent grant 

passed back to Burma by the Japanese 
Parliament. | 

More important than debt servicing 


is finding hard currency to pay for essen- 


tial imports. There is little scope for re- 
ducing imports of consumer goods, 
which formed only 6% of total imports 
in 1986-87. The bulk of Burma's imports 
in value terms are capital goods, raw 
materials and industrial spares. Bur- 
mese industry is vastly under-utilised 
for want of inputs and good manage- 
ment. 


To avoid a strain on cash resources, - 


Burma has resorted to what it calls 
"mutually beneficial economic coopera- 
tion" — a face-saving euphemism for 
barter and the processing of imported 
materials for subsequent export. 
Recently, an ammonia-urea plant in- 
stalled by Uhde of West Germany was 
partially funded through product 


payback, and a liquefied petroleum gas - 


int set up by Japan’s Mitsubishi 

:avy Industries involved a similar ar- 
rangement. 

Three textile factories have been set 
up by Hongkong, South Korean and 
West German investors. About 1,000 
workers in these factories make gar- 
ments from imported fabrics, threads 
and buttons for export to the West. But 
even with new enterprises such as 
these, Burma has been unable to meet 
quotas granted it by importing coun- 
tries. 

Donor countries as well as interna- 
tional agencies have emphasised to 
Rangoon that it will have to liberalise 
economic policies before donors will ex- 
tend further aid. Although the Burmese 
have not spurned these suggestions, 
there has been little follow-up activity. 
Diplomatic analysts say the real test of 
Burmese intentions will lie in how soon 
they facilitate private rice exports this 
year and import spare parts to revive 
some of the rice mills which still use 50- 
year-old machinery. — V.G. Kulkarni 
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Red cards on the table 


Chinese Basic Law drafters lay down limits of autonomy 


By Emily Lau in Hongkong 

| nfluential Chinese lawyers writing in 
athe spring 1988 edition of Columbia 
University’s Journal of Chinese Law 
(JCL), have quashed any lingering 


a sna 


| sultations held locally. i 


hopes that Hongkong will be allowed to | 


have the “high degree of autonomy” 
originally promised by Peking after it 


recovers sovereignty in 1997. The au- 


thors, three lawyers on the Basic Law 


Drafting Committee (BLDC), which is 


charged with producing a mini constitu- 
tion for the future Hongkong Special 


Administrative Region (SAR), have | 
laid down unequivocally the future | 
power relationship between Peking and | 

According to the Sino-British Joint | 


Declaration signed in 1984, the SAR 
was to be directly under China’s central 
government but enjoy a high degree of 
autonomy. Except for foreign and de- 
fence affairs, the SAR was to be vested 
with executive, legislative and indepen- 
dent judicial power, including that of 
final adjudication. 

Writing in the JCL, Zhang Youyu, 
89, deputy chairman of the National 
People’s Congress (NPC) legal commit- 
tee and law professor at Peking Univer- 
sity, said the Basic Law was not a con- 
stitution but just a statutory law. How- 
ever, it would have the highest legal ef- 
fect among Hongkong’s laws. 

Zhang said the SAR's high level of 
autonomy was "not without limits," and 
"Hongkong will not I rete entirely 
without guidance, and even necessary 
intervention, from the central govern- 
ment." He said China's protection of its 
interests impinges on several aspects of 
the SAR governance: 

» The chief executive, the equivalent 
of the present governor, will be ap- 





laws it has enacted to the NPC standing 


^ The chief executive may appoint or- 





































pointed by the central government on 
the basis of results of elections or con- . 


» Principal officials will be nominated. 
by the chief executive for appointment. 
by the central government. | 
> The SAR legislature must report. 


committee. 


remove principal judges with the en- 
dorsement of the SAR legislature and 
report it to the NPC standing commit- 
tee. i: 

While these four points are part of. 
the joint declaration, the articles in th 
JCL leave no doubt that Peking will: 
have the final say in the SAR’s execu- |. 
tive, legislature and judiciary. pr 

Another BLDC lawyer, Wu Jianfan, |. 
research fellow at the Legal Institute of- 
the Chinese Academy of Social Sciences 
and director of the China Law Society, | — 
said it was a "misinterpretation of the | 
joint declaration" to say "the affairs to 
be managed by the central government 
are strictly limited to foreign affairs and 
national defence" because the accord 
did not put such limits on the central 
government. 

He said the powers of the central 
government, apart from those listed by 
Zhang, included the power to formulate 
the Basic Law, and to supervise theau- | 
tonomy of the SAR and the powertodi- | 
rect the SAR government to implement 
certain national laws. 

Also writing in the same journal, . 
mainland drafter Xiao Weiyun, law pro- 
fessor at Peking University, supported 
proposals in the draft Basic Law, which - 
was published for consultation in April, 
that SAR courts should have no juris- 
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diction over the administrative be- 
haviour of the central government, over 
acts of a purely political nature or over 
acts committed in the name of the state. 
However, he said SAR courts would 
have jurisdiction over commercial 
cases, regardless of whether they were 


acts of the government — a reference to | 


business transactions of China-based 
concerns in Hongkong. 

In addition, the draft Basic Law also 
stipulates that the power to interpret the 
Basic Law belongs to the NPC standing 
committee. Lawyers have criticised 
these provisions as effectively under- 
mining the independence of the 
judiciary and final power of adjudica- 
tion within Hongkong. 

Analysts said these views by main- 
land drafters, expressed three-and-a- 
half years after the signing of the joint 
declaration, showed the Chinese had 
reinterpreted the most fundamental 
clauses of the joint declaration. In so 
doing, the central government would 
have final and complete con- 
trol over the SAR executive, 
legislature and judiciary. Cri- 
tics said this had effectively 
reduced the concept of a 
"high degree of autonomy" 
to tatters. 

Zhang also declared that 
under the policy of "Hong- 
kong people administering 
Hongkong," outlined in the 
1984 agreement, China "can- 
not allow the continuation of 
the British colonial system, 
wherein foreigners or local 
scoundrels pandering to for- 
eign interests ruled Hong- 
kong." In 1984 the director of 
the official Xinhua news- 
agency's Hongkong branch, 
Xu Jiatun, denounced the 
government-appointed 
members of the Executive and 
Legislative councils as unpat- 
riotic. Zhang possibly still has 
such people in mind. The Executive 
Council (Exco) is the highest policymak- 
ing body and the Legislative Council 
(Legco) is the lawmaking advisory 
body. 


uoting from comments made by 
China's supreme leader Deng 
Xiaoping in 1984, Zhang said the criteria 
for determining who would rule Hong- 
kong was that such people must be pat- 


riotic. Deng said: "The touchstone of a | 


patriot is respect for his own nation, earn- 
est and sincere support for the mother- 
land's resumption of its sovereignty 


over Hongkong and restraint from | 


harming the stability and prosperity of 
Hongkong. So long as they meet these 
requirements, they are patriots, no mat- 
ter whether they believe in capitalism or 
feudalism or even the slave-owning sys- 
tem.” 

This stipulation caused serious un- 
ease among Hongkong people at the 
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Xiao: no election of SAR chief executive. 





time, because under the joint declara- 
tion it was presumed that Hongkong 
would be administered by people 
elected by the Hongkong public. Deng 
was also reported at the time as saying 
that the triads — Hongkong’s criminal 
gangs — were not all bad, because there 
were patriots among them. By implica- 
tion, at least, triads might also be per- 
mitted to participate in running Hong- 
kong. 

Zhang said the issue of the single 
greatest concern in the draft Basic Law 
was the formation and powers of the 
first SAR government and the legisla- 
ture. He said the Hongkong people's 
views on this issue were very divided 
and six proposals had emerged. He 
warned that if the Basic Law did not re- 
solve this issue, "all of its provisions will 
be meaningless scraps of paper." 

He also cast doubt on whether the 
first SAR government could be elected, 
saying China could not allow the pre- 
sent Hongkong Government to super- 








vise the elections because that would 
mean permitting foreign elements to in- 
terfere in China's internal affairs and 
would injure — China's national 
sovereignty. 

In his article, Xiao said Hongkong 
would not be able to elect the first SAR 
chief executive "in accordance with a 
complete and formal election law." This 
was because while Hongkong was still 
under British rule, "it will be difficult to 
follow strict election procedures, such 
as organising voter registration, parti- 
tioning voting districts, nominating can- 
didates, holding election races and cast- 
ing ballots, in accordance with legal pro- 
cedures." 

BLDC chairman Ji Pengfei told draft- 
ers last year China could not trust Bri- 
tain to hold fair elections on behalf of 
the SAR just before 1997. He strongly 
implied that the first SAR government 
might have to be formed by “consulta- 
tion,” 


SOUTH CHINA MORNING POST 


The British and Hongkong govern- 
ments are also concerned about the 
issue and would like see the so-called 
“through train” approach adopted. 
Under this proposal, people in place be- 
fore 1997 should remain in those posi- 
tions after 1997. They argued this would 
cause the least disruption and help to 
maintain confidence and credibility. 


sing Exco and Legco member 

Maria Tam, who is also a BLDC 
member, as a conduit, the British 
suggested the first SAR government 
should be established through arrange- 
ments based on the principle of Chinese 
sovereignty and smooth transition, anda 
decision should be made after extensive 
consultation and detailed study. 

In a recent debate on Hongkong, 
members of the House of Lords in Lon- 
don expressed concern over provisions 
in the draft Basic Law which give China 
the power to interpret the Basic Law 
and to legislate for the SAR, and whi 
could erode judicial indepe.. 
dence. Some members also 
urged the British Govern- 
ment to implement universal 
suffrage as soon as possible. 

The signal currently com- 
ing out of London is that the 
government is not too satis- 
fied with the draft Basic Law 
and so does not mind people 
speaking out against it, 
"After all, the ball is in 
China's court," said one ob- 
server. There is also concern 
in London about the increas- 
ing loss of confidence in the 
territory's long-term future 
and the mounting exodus of 
professionals and manage- 
ment executives. Politicians 
realised that if nothing was 
done to retain confidence, 
chaos might ensue before 
1997, Such concerns are € 
pected to be reflected in t... 
House of Commons debate on Hong- 
kong in July. 

British and Hongkong officials are 
particularly pap 4 with detailed pro- 
visions in the draft Basic Law on the 
economy, which they regard as policy 
guidelines which have no place in a mini 
constitution, Some officials are also wor- 
ried about China’s unqualified right to 
interpret the Basic Law, which not only 
will undermine the SAR's judicial inde- 
pendence but will also reduce its degree 
of autonomy. 

Having put their cards on the table, 
few people expect the Chinese to make 
major concessions. Many Hongkong 
representatives have neither the politi- 
cal power nor the expertise to bargain 
with Peking and also do not think Bri- 
tain will act on their behalf. If the 
Chinese prove to be intransigent and in- 
sensitive to Hongkong'sconcerns, it may 
trigger off an even bigger brain drain 
than has been experienced so far. D 


? JULY 1988 e FAR FASTERN FoONDIC REVIEU 


Its not j 








No matter how long you age ordi- 
nary Scotch, it will always be ordinary. 

Which is why the words “12 years 
old" ona label aren't nearly as impressive 
as the words “Chivas Regal.” 

After all, since 1801, Chivas Regal has 
been made from the prize whiskies of 
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such legendary Highland distilleries as 
Strathisla—one of Scotland's oldest. 
In fact, Chivas Brothers meticulously 
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selects dozens of prize whiskies—each 
for a specific characteristic—then blends 
them for that consistently smooth taste. 

All of which helps explain why many 
Scotches.can carry the words “12 years 
old? But only one can carry the words 
“Chivas Regal.” 
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When we design an information system, we anticipate more than 
the future of technology. We anticipate the future needs of our customers. 
And we provide solutions that last. 





Solutions that last help our customers preserve the investment 
they’ve already made in systems and software. They embody IBM’s 
commitment to connect technology purchased in the past with technology 
they will acquire years from now. 

That’s not just a promise. We have the products to prove it. IBM’s 
Systems Network Architecture (SNA) has delivered on its promise of a 
fully connected enterprise, from workstation to mid-range to mainframe. 
It's one reason IBM installs and services more networks than any 
other company. 

We've also designed Systems Application Architecture (SAA): a 
framework that allows applications to work across all IBM systems in 
the same way. 

So, no matter what size your business is, take a look at all the 
benefits we have to offer. Because you have a choice. You can hope for 
the best. Or you can plan for it. 


We're in the results business 


‘All airlines say goodbye 
at the end of a flight.” 
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SOUTH KOREA 


Ghosts from the past 


Opposition pursues Chun for alleged abuse of power 


By John McBeth in Seoul 

he ghost of a president past still 

haunts South Korea's cluttered poli- 
tical landscape. Four months after he 
left office, Chun Doo Hwan remains 
under tight protection and in virtual se- 
clusion, the target of opposition leaders 
determined to expose what they claim 
was widespread corruption, influence 
peddling and abuse of power during the 
former general's seven years in power. 

President Roh Tae Woo, who took 
over from Chun in February, has said 
there will be “no sanctuary” for those 
who are found to have committed ir- 
regularities during Chun’s Fifth Repub- 
te, But it is clear he is not simply going 

throw his military academy classmate 
to the wolves, even if the two have had 
their differences in the past. 

“Most of the allegations are exagger- 
ated and groundless rumours,” Choi 
Chang Yoon, Roh's Democratic Justice 
Party (DJP) policy planning director, 
told the REVIEW. “Unless there is solid 
evidence, we will not go along with any 
investigation.” Minister of Legislation 
Hyun Hong Choo, who is known to be 
close to Roh, takes much the same posi- 
tion, though he says if criminal wrong- 
doing can be substantiated, “nature will 
take its course.” 

Roh himself suggested to opposition 
leaders Kim Dae Jung of the Party for 
Peace and Democracy (PPD), Kim 
Young Sam of the Reunification Demo- 
cratic Party (RDP) and Kim Jong Pil of 
the New Democratic Republican Party 
in May that much of what had been re- 
vealed so far was overblown. He also 
“sid wisdom was required in dealing 

h the errors of Chun and his family 
because of South Korea's economic 
achievements during the Fifth Republic 
and Chun’s contribution to a peaceful 
transfer of power. 

Kim Dae Jung, who suffered harshly 
under Chun’s rule, initially said his only 
intention in pushing for an investigation 
was to unearth the truth — not to hurt 
anyone or exact revenge. But in a recent 
77-page report listing some of the 
former president's alleged malprac- 
tices, the PPD demanded that Chun be 
interrogated. 

Kim also wants to investigate the ac- 
tivities of the National Security Plan- 


ning Agency (NSP, formerly the KCIA) | 


and the military’s Defence Security 
Command (DSC), which were responsi- 
ble for much of the internal political sur- 
veillance during the Chun years. It is 
only in the past few weeks, in fact, that 
the NSP has withdrawn its agents from 
the assembly and the country s courts. 
The case against Chun first began to 
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emerge when his younger brother, 
Chun Kyong Hwan, was arrested and 
charged with a string of irregularities 
during his years as head of the saemaul 
undong rural development movement 
— an organisation that served to under- 
pin the DJP's nationwide political 
machinery. The spectacle of the previ- 
ously untouchable Chun Kyong Hwan 
in handcuffs had a profound impact on 
many South Koreans. 

Opposition moves against the 
former president have gathered steam 
since the US Congress began inquiries 
into an alleged pay-off scandal between 
Northrop and a re- 
tired South Korean 
general over the 
abortive sale of F20 
fighters to the South 
Korean air force. 
Chun went so far as 
to issue a statement 
on 14 June denving 
ronori that he had 
solicited a US$8.65 
million payment 
from the US de- 
fence contractor 
and saying he was 
prepared to face 
trial. 

The national as- 
sembly is now in the 
process of forming 


seven panels to 
look into corrupt 
and other illegal 


practices during the 
Fifth Republic, the 
circumstances be- 
hind the bloody 1980 Kwangju uprising, 
alleged computer fraud in last De- 
cember's presidential election, regional 
antagonism, the repeal or revision of 
undemocratic laws, North-South reunifi- 
cation and Olympic Games planning. 


T panels, however, cannot begin 
work until legislation is passed deter- 
mining their frame of reference and 
whether they will have the power to sub- 
poena witnesses and material evidence. 
This will apply, in particular, to Chun, 
who the DJP feels should not have to be 
subjected to direct questioning. The rul- 
ing party also wants to set early Sep- 
tember as the deadline for the investiga- 
tions to end, while the opposition insists 
no time limit should be set. 

Worried about DJP delaying tactics, 
the RDP is anxious to ensure that the 
activating legislation is passed before 
the assembly goes into recess on 10 July. 
Party sources point out, however, that 


the opposition can still call another ex- 
traordinary session between then and 
the start of the Olympic Games in mid- 
September, when all sides appear to 
have agreed on a political truce. 
Despite the emotional import of the 
Kwangju uprising and deaths and 
Chun's so far undefined role in the af- 
fair, Western military sources feel he 
probably has more to worry about over 
the corruption allegations. The DJP 
claims the PPD report is based on 
rumours and contains nothing of sub- 
stance, but opposition and South Ko- 
rean media attention is already centring 
on the congressional investigation into 
the Northrop case. 
If Chun and Kwangju are likely to 
become the main bones of contention, 
oliticians on both sides of the assembly 
ave found more common ground in 
tackling a proposed wide-ranging re- 
form programme. Hyun says the DJP 
plans to repeal or revise 150 of the 756 
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laws on the country's statute books, in- 
cluding the controversial National Sec- 
urity Act, criminal procedure and la- 
bour laws, and other legislation that 
served to perpetuate authoritarian rule. 

Political sources say there is broad 
agreement on amending the controver- 


| sial National Security Act, particularly 





| agency from engaging 


the ambiguously worded multi-clause 
article which defines an anti-state or- 
ganisation. Thousands of dissidents 
have been jailed under the law, includ- 
ing many political prisoners whose con- 
tinued detention remains a serious point 
of contention. The parties are also look- 
ing at repealing the Public Security Act, 
which empowers preventive detention, 
and making sweeping changes to the law 
on assemblies and demonstrations. 
Bi-partisan consensus has already 
been reached on draft legislation affect- 
ing the NSP, which will prevent the 
in domestic ac- 
tivities or carrying out interrogations. D 
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Bring the boys home 
from the Kuriles, too 


M ikhail Gorbachov's announcement 

on 7 April that he would consider 
visiting Japan if it might lead to im- 
proved relations between the two coun- 
tries is a major gesture by the Soviet 
leader, whose predecessors had little 
success in persuading Japan that the 
Soviet Union genuinely wanted rap- 
prochement. 

A major obstacle to better relations 
has been the future of the Kurile Is- 
lands, which have been occupied by the 
Soviets since the end of World War H. 
Gorbachov's foreign minister, Eduard 
Shevardnadze, visited Japan in 1986, 
but it was apparent that he had 

| not been empowered to assure 
Japan that the islands of 
Kunashiri, Etorofu, Shikotan 
- and the Habomai group would at 
.any time revert to Japanese 
. sovereignty. 
- Shevardnadze, who was the 
first Soviet foreign minister to 
.visit Japan in a decade, could 
-only contribute to the joint com- 
. munique on the Kuriles in ob- 
lique terms — it said "negotia- 
tions on the conclusion of a 
Japan-Soviet peace treaty based 
on the agreement established in 
. the 1973 joint Japan-Soviet state- 
"ment should be continued at the 
next meeting" — but even this 
was seen as evidence that the 
Soviet Union was at least think- 
ing seriously about the Kuriles. 

A sticking point in Japan- 
Soviet relations has been the dec- 
laration in 1956, when the coun- 
tries established diplomatic relations, 
that the Soviet Union ". . . agrees to 
transfer to Japan the Habomai islands 
and the island of Shikotan, the actual 
transfer of these islands to take place 
after the conclusion of a peace treaty." 
Although the two countries have full 
diplomatic relations and considerable 
trade exchanges, the Soviet Union has 
resisted signing a formal peace treaty 
since the end of the war. 

A glance at a map indicates why. 
strategically, the Okhotsk and Japan 
seas are important to the Soviet Union. 
Vladivostok, its large military base, is a 
major port for the deployment of sur- 
face ships and nuclear-armed sub- 
marines, yet is only a 30-minute flight 
from American and Japanese air bases. 
| There are only two practicable exits 
<] for these vessels from both seas: 

. through the Korea Strait between South 
| Korea and Kyushu and through the 
| Kurile island chain separating the Sea of 
| Okhotsk from the Pacific. (And there 























28 





Tsushima 
Straits 


$ 


E Okinawa 


are only two exits from the Sea of Japan, 
where Vladivostok is, to the Sea of 
Okhotsk: through the Soya Strait be- 
tween Hokkaido and Sakhalin Island, 
and in the north between Sakhalin and 
the Soviet mainland.) 

The Korea Strait route is under con- 
tinuous surveillance by the US and 
Japan, both above and below the sur- 
face, and would be mined in the event of 
conflict. The gaps through the Kuriles, 
on the other hand, are difficult to keep 
under continuous sub-surface surveil- 
lance and would be difficult to interdict. 
Were the Soviet Union to give the 
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Kuriles back to Japan, it would find ac- 
cess to the Pacific through the island 
chain extremely difficult. 

According to the American publica- 
tion Soviet Military Power 1988, the 
Soviet Union keeps “more than 80 prin- 
cipal surface combatants and 95 sub- 
marines” at Vladivostok. There are 
large garrisons of ground troops in the 
Kuriles and some 40 MiG23 fighters 
have been stationed on Etorofu since 
1986. 

The Soviet Union could mount in- 
tensive tactical air operations in the re- 
gion, but a main fear of Japan and the 
US is that it would use its amphibious 
capability to land troops at sensitive 
points in the Japanese islands in order to 
secure exits for its fleet. Its need to do so 


would become more marked if Japan 


Brian Cloughley is a colonel in the 
Australian army. 








controlled the islands immediately to 
the north of Hokkaido, and this is a fac- 
tor that strategic planners must take 
into account. 

The January 1986 meeting between 
shevardnadze and the then Japanese 
foreign minister, Shintaro Abe, re- 
sulted in the signing of agreements on 
cultural exchanges and the tenth re- 
newal of the 1957 trade pact. Japan 
wanted the matter of its northern ter- 
ritories (the Kuriles and other islands 
occupied by the Soviets) to be included 
in some fashion at least in the final com- 
munique, but the document noted only 
that a "round of negotiations" had 
taken place concerning the conclusion 
of a peace treaty on the basis of a 1973 
joint communique. In other words, the 
Soviet Union actively resisted discus- 
sion of the islands, and Japan was not 
prepared to assert itself to the ev- 
tent of negating other agr 
ments. 

There is an entirely bipartisan 
approach to the problem in 
Japan, with even the communist 
party encouraging the govern- 
ment to "stick to" the claim on 
the northern territories. In Janu- 
ary, the Liberal Democratic 
Party, under Prime Minister 
Noboru Takeshita, published its 
"action plan" which included the 
statement that Japan would con- 
tinue to seek a peace treaty with 
the Soviet Union and that the 
northern territories should be re- 
turned to Japanese sovereignty. 


f Gorbachov does visit Japan, it 

will be only on the condition 
that substantive proposals by the 
Soviet Union should be advanced 
before a meeting with Japanese 
leaders. His contention in An- 
gust 1986 that relations between | 
countries should be based on “a camm 
atmosphere free from problems of the 
past" may have been ameliorated by 
a new pragmatism that stems from a 
growing awareness that it is vital for 
the Soviet Union to take advantage of 
Japanese technological advances. 

Politically, the return of even two of 
the islands would satisfy a considerable 
body of Japanese public opinion while 
at the same time demonstrating that the 
Japanese Government is capable of 
negotiating with a superpower to the ex- 
tent of forging a compact of considera- 
ble national importance. 

Given Japan’s concentration on the 
issue of the return of the islands, the 
Soviet Union could seek a consider- 
able trade-off in negotiations on 
sovereignty. It is unlikely that Japan 
would cease involvement in the 
Strategic Defence Initiative, or the so- 
called Star Wars, or that a proposal for 
any withdrawal of US forces in Japan 
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. would be seriously considered as a quid 
pro quo, but the Soviet Union's ap- 

rehension about Japan's increasing mi- 
itary strength could figure at the con- 
ference table. 

At a press conference in Canberra in 
March 1987, Shevardnadze voiced 
Soviet policy on the Japanese military 
build-up by stating that “. .. we have to 
take measures in response to this. When 
the potential foe is increasing its arsen- 
als we have to take this into considera- 
tion.” These strong words are at vari- 
ance with Nakasone's excellent summa- 
tion on the Asian approach to diplo- 
macy. “Unlike Europeans,” he wrote in 
1986, “Asians do not put a high priority 
on adversarial discussion or military 
threat. This [approach] produces con- 
frontation, even when it is used only asa 
bargaining counter. Asians prefer to use 
dialogue, whether direct or indirect, as 
a means of easing tension.” 

While Gorbachov may be under 
775ssure from his strategic planners as 

the importance of keeping Japan’s 
northern territories, he would be well 
advised to consider the advantages of 
rapprochement. The return of the 
Habomai group and Shikotan, together 
with an agreement to discuss further the 
future of Etorofu and Kunashiri, would 

be an outstanding 
example of the new 
direction of Soviet 
foreign policy. The 
Japanese could ac- 
cept a temporary 
limit on the expan- 
sion of its Self-De- 
fence Force, pend- 
ing later talks on 
the islands, while, 
at the risk of incur- 


ring US disapprobation, agreeing to ex- | 


pand access to high technology. 

Japan, as Nakasone pointed out, has 
time on its side. There is, he writes, "a 
“~at towards mysticism and the trans- 

dental that gives Asians the patience 
to wait for events, in a sense, even as we 
are moving them." If Gorbachov and 
his advisers have a genuine desire to 
forge trust and soften a hostile image, 
there could be no better way than to fol- 
low the withdrawal from Afghanistan 
with the return of the northern ter- 
ritories to their rightful owner. 

It could be expected that any negotia- 
tions would be lengthy, despite both 
sides coming to the conference table 
with a series of options and fall-back 
positions. The Soviet Union, in seeking 
to diminish Japan's military association 
with the US, could raise the matter of 
combined US-Japan exercises, the first 
of which was held only two years ago. 
This would signal a hard line which 
could be progressively ameliorated to 
the extent of Moscow introducing a pro- 
posal that Japan partially demilitarise 
northern Hokkaido. 

The headquarters of Japan’s North- 
ern Army is based at Sapporo in Hok- 





| 
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disposed throughout the island. There is 
an air wing at Chitose, and continuous 
air and sea surveillance is conducted of 
the local region, and especially of the 
Soya Strait. The Japanese capability in 
the area is therefore considerable, and 
is made more potent by the presence ofa 
US tactical fighter wing and its elec- 
tronic security group that are based at 
Misawa at the northern top of Honshu. 
While it could not be realistically ex- 
pected that the US presence would be a 
bargaining card, Moscow might pro- 
pose a scaling down of Japanese assets 
close to its sensitive installations on 
Sakhalin. 

A proposal that could meet with at 
least some approval by Japan might in- 
volve an agreement by Japan to refrain 
from stationing its forces on Shikotan 
and Habomai were they to be returned. 
This could be linked with an implicit 
compact to forgo similar action should 
later negotiations involve Etorofu and 
Kunashiri. While such self-denial on 
Japan's part would not seriously affect 
its present and planned defence, it 
would be a most useful quid pro quo 
that would also have considerable at- 
traction internationally. 

It is inconceivable that Moscow 
would agree to re- 
turn any of the 
Northern territories 
without ensuring 
that its own strate- 
gic posture would 
not be adversely 
affected to a seri- 
ous extent. There 
is nothing that the 
Soviet Union could 

——" achieve in the way 
of withdrawal of passive detection mea- 
sures that at present monitor its military 
activities and especially the passage of its 
submarines through various choke- 
points, but it could, with some confidence 
of success, seek to minimise an increase 
in Japan’s overt defensive measures. 

The Soviet Union could also, with 
profit, raise the matter of port calls by 
US ships that are nuclear-capable. 
When the US carriers Midway and Carl 
Vinson called at Sasebo and Yokosuka 
Japan's official position was that since 
the US did not seek consultation con- 
cerning nuclear weapons before their 
arrival, then the ships were not carrying 
such weapons. Moscow could capitalise 
on this, if only as a propaganda point, 
but thus introduce another bargaining 
counter. 

Negotiations concerning Japan's 
northern territories may be long and 
complex, but it appears that Gorbachov 
has the will to begin talks. Much may 
depend on developments within the 
Soviet Union, but if Gorbachov re- 
ceives approval for his policies later this 
year it can be expected that one more 
wrong encompassed by his predecessors 
may be put right. 
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Splitting the 
difference 


Resistance forces wrangle 
over interim government 


By Husain Haqqani in Islamabad 


Agon resistance parties based in 
Peshawar have papered over their 
differences to announce the formation 
of an interim government, which will 
soon move its headquarters inside Af- 
ghanistan. Key portfolios in the 12- 
member cabinet have been taken by the 
Islamist groups — generally referred to 
as fundamentalists — confirming their 
pre-eminence in Afghan exile politics. 
But the allocation of portfolios followed 
intense haggling and some Afghan 
politicians as well as guerilla command- 
ers are still not satisfied with the provi- 
sional government's composition. 

Resistance strategy, backed by 
Pakistan, 1s for the interim government 
to establish itself inside Afghanistan as 
soon as a major city falls to the mujahi- 
deen. The Peshawar-based leaders be-. 
lieve that this would be followed by dip- 
lomatic recognition, especially from Is- 
lamic countries, which would in turn de- 
moralise supporters of the communist 
regime in Kabul. Despite their dissatis- 
faction with the Islamists’ domination, 
traditional Afghan leaders also acknow- 
ledge the importance of maintaining a | 
semblance of unity. Such unity, how- 
ever fragile, is expected to create the 
impression of an inevitable resistance 
victory in the Afghan civil war and will | 
probably lead to defections from the Af- | 
ghan army. 

Pressure from Pakistan and other Is- 
lamic backers has been a major factor in 


resistance politicians’ acceptance of |. 


sharing power in an interim arrange- 
ment. But Western governments are in- 
creasingly disturbed by the prospect of 
fundamentalists dominating a future re- 
gime in Afghanistan. 

The Islamists argue that their pre- 
eminence is a logical result of their role 
in fighting inside the country — a view 
not shared by Western diplomats. 
“Pakistan and [its] President Zia [-ul 
Haq] are ramming [fundamentalist 
leader Gulbuddin] Hekmatyar down the 
Afghans’ throat,” said one Western dip- 
lomat, though he acknowledged that 
the fundamentalists had borne the brunt 
of the war against the Soviets during the 
past eight years. Resistance sources de- 
scribe recent media reports about guerilla 
commanders disowning their exiled 
leaders as exaggerated and attributed 
these to differences between Pakistan 


and Western governments over who | ae 


should lead the Afghans in the future. 
Most major commanders, including 

































such independent-n 
Ahmad Shah Massoud of the Panjsher 
Valley and Mohammed Ismail of Herat, 
have reaffirmed their affiliation with the 
Peshawar-based parties. But their loy- 
alty is nominal and they continue to 
exercise autonomy. i 

. The interim government was intro- 
~ duced at a press conference attended by 
.all seven mujahideen leaders and ad- 
—dressed by interim president Ahmed 
Shah and current resistance spokesman 


-| Pir Saiyad Ahmed Gailani. While Shah 


belongs to one of the Islamist factions, 
Gailani is leader of the traditionalists 
' Who are often labelled moderates. Both 
emphasised the theme of resistance 
unity and insisted that there were no 
serious differences among the mujahi- 
deen leaders or between them and their 
commanders. 

The cabinet includes representatives 
of all seven resistance parties, though 
+ the key portfolios of defence, foreign af- 
(o fairs, interior and jihad (holy war) af- 
fairs, have gone to the four Islamist 
. groups. Eight of the 12 ministers are 
< Pushto-speaking ethnic Pathans, leav- 
. ing Persian speakers with less represen- 
tation than their proportion in Af- 
ghanistan’s population as well as within 
the fighters’ ranks. The choice of more 
. Pathan ministers reflects the fact that, 
— mitially, mujahideen control is likely to 
- be established over southern and east- 
. ern Afghanistan. 


| poe resistance is, at present, moving 
| into isolated garrisons and military 
. check-posts in the border region which 
. have been abandoned by the Kabul 
forces after the beginning in May of the 
Soviet withdrawal, under the terms of 
-the UN-sponsored Geneva agreement. 
Larger garrisons which have come 
under mujahideen pressure include Af- 
_ghanistan’s second-largest city, Kan- 
. dahar, and the town of Kalat in Zabul 
province. The Soviets have delayed 
their departure from the Kandahar area 
to assist. their allies in fortifying the 
city's defences. 

According to mujahideen leaders, 
the resistance is unlikely to launch 
major offensives on important cities and 
large garrisons until after 15 August, 
when halt of the Soviet troops are 
scheduled to have left Afghanistan. 

The interim government will also re- 
main dormant until that date which has 
been described by one expert as a 
"psychological watershed" for both the 
mujahideen and the Kabul regime. 
Once the Soviets move out of areas 
other than the immediate surround- 
ings of Kabul, the resistance will step 


| up military as well as political pres- 
|] sure. 


The mujahideen interim government 
is then expected to become the focus of 
diplomatic efforts for broad-based 
transitional arrangements which Pakis- 
tan failed to secure in the Geneva agree- 
ment. cO 
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Too many parties 


Opposition struggles to forge unity against Zia 


By Husain Haqqani in Islamabad 
A ose Pakistan's political parties 
seem unanimous in demanding im- 
mediate general elections following 
President Zia-ul Haq's dissolution of 
the government on 31 May, their differ- 
ences continue to work to the advantage 
of the president. Fifteen opposition par- 
ties attended an all-parties conference 
in Lahore in late June which ended with 
calls for opposition unity and demands 
for elections under the constitution. But 
instead of unifying Zia's opponents, the 
conference accentuated the division 
within their ranks. 

The conference was called by three 
leading politicians belonging to the 
nine-party alliance, the Movement for 
Restoration of Democracy (MRD). Its 
ostensible purpose was to expand the al- 
liance by including religious groups and 
the Pakistan Muslim League (PML) of 
ousted prime minister Mohammed 
Khan Junejo, in a broader anti-Zia coal- 
ition. 

But the participation of several 
minor parties in the conference led to its 
boycott by the main opposition group, 
Benazir Bhutto's Pakistan People's 
Party (PPP), a component of the MRD. 
Bhutto felt that the smaller groups 


would try to dilute the PPP's influence 
by insisting on parity of all parties, espe- 
cially in an electoral alliance. Instead of 
a large alliance including insignificant 
groups, the PPP is more interested in a 
pragmatic understanding with other in- 
fluential parties. 

Bhutto's strategy is to maintain the 
PPP as the focus of opposition to Zia 
while working out a tactical alliance 
with parties appealing to different con- 
tituencies. Bhutto recently met the de- 
puty leader of the orthodox Jamaat-e- 
Islami, ending more than two decades 
of acrimony between the two rivals, and 
reached what both parties termed ^7 
"understanding" on the Joint struggle 
demand elections. While the PPP is rec- 
ognised as the most popular party in the 
country, the Jamaat is acknowledged as 
the best organised, making their al- 
liance a formidable combination. 

The two parties could also accommo- 
date each other's candidates in a tacit 
electoral understanding as their areas of 
influence do not overlap. Bhutto is put- 
ting all her energies into preparing for 
elections. She is convinced that Zia has 
no option but to adhere to the constitu- 
tional obligation of holding polls within 






Friends drift apart 


Afghan pullout uncovers strains between US and Pakistan 


By Nayan Chanda in Washington 

s Soviet troops continue their with- 

drawal from Afghanistan, close 
US-Pakistan relations, which have been 
based largely on their common opposi- 
tion to the Soviet occupation, may be 
coming under strain. In addition to 
existing bilateral problems — for so 
long swept under the carpet because of 
an overriding common strategic objec- 
tive — their views on Afghanistan's fu- 
ture appear to be diverging. 

The US has made it clear that it is not 
willing to support the interim cabinet of 
an Afghan Government set up in 
Peshawar with Pakistani backing. Be- 
hind this caution are fears that the US 
may be dragged into a new involvement 
in Afghan civil strife by throwing sup- 
port behind an Islamic fundamentalist- 
dominated government that President 
Zia-ul Hag is promoting. In another 
move, the US announced the creation 
of a special position at the US Embassy 
in Pakistan to liaise with the Afghan re- 


sistance and provide Washington with a 
direct and independent assessment of 
the Afghan situation. 

While the administration has main- 
tained public silence about the an- 
nounced interim rebel government, its 
unhappiness has been apparent. At a 
congressional hearing Sen. Gordon 
Humphrey, a staunch backer of the 
mujahideen, unsuccessfully tried to 
force a senior US official to welcome 
publicly the formation of the cabinet. 
Michael Armacost, under-secretary of 
state for political affairs, who limited his 
prepared remarks to saying he hoped 
the Afghans would be able to "develop 
a process for selecting a government 
representative of Afghan society," 


bluntly told Humphrey that "they [the 
Peshawar-based mujahideen] haven't 
gone into business as a government." 
US officials argue against any pre- 
mature effort to form a government be- 
cause they think that the Peshawar- 





90 days of dissolving 
the government. 

After the PML's 
ouster from power and 
the Jamaat’s refusal to 
support him, Zia does 
not have the backing 
of any major civilian 
political group. Bhutto 
argues that the presi- 
dent is unlikely to rule 
exclusively with mili- 
tary might and without 
some sort of a civilian 
facade. Such a situa- 
tion would be unac- 
ceptable to liberals in 
the US Congress and 
could undermine cru- 
cial assistance. 

Evenifelectionsare 
not held or are organised without the in- 
tention of transferring power to the win- 
"rs, preparing to contest them would be 

‘ful from the opposition's point of 
view. It would provide the PPP and its al- 
lies an opportunity to mobilise support 
for an anti-Zia campaign — something the 
opposition has failed to do through its 
previous policy of boycotting elections. 


hutto's morale has been boosted by 

a Supreme Court ruling in her 
favour which struck down as unconstitu- 
tional a law designed to exclude the PPP 
from elections. The disputed provisions 
of the Political Parties Act required 
rior registration of parties with the 
Election Commission and gave arbitrary 


based group may become irrelevant as 
the situation develops in the interior of 
Afghanistan and deals are made. The 
US is also less sanguine than Pakistan 
about the imminent collapse of Presi- 
dent Najibullah. “It is possible that one 
fine morning we will find Najibullah is 

ie, But he may be around longer than 
one has thought,” said one official. 


fA etos sources said in private 
they were disappointed that Zia 
and the mujahideen had gone ahead and 
formed a transitional government, de- 
spite being discouraged from doing so 
by the US. The interim cabinet is seen as 
tilted in favour of the anti-Western fun- 
damentalists led by Gulbuddin Hek- 
matyar of Hezb-e-Islami. Apart from 
the consideration that it is too soon and 
also inappropriate to embark on such an 
effort outside the country, the adminis- 
tration is afraid that domination of the 
cabinet by the fundamentalists will in- 
crease disunity among the mujahideen. 
For several months before the begin- 
ning of the Soviet pullout from Af- 
ghanistan in mid-May, sections of the 
US administration as well as US press 
reports from Pakistan expressed con- 
cern about Pakistan's preference for the 
fundamentalists, who received the bulk 
of US-supplied arms. That concern 
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Bhutto: tactical alliance. 


powers to the register- 
ing authority. Now the 
PPP can contest the 
next elections if these 
are held on a party 
basis, while its mem- 
bers can run without 
being | discriminated 
against if Zia chooses 
to hold  non-party 
polls. 

The removal of the 
registration restriction 
has paved the way for 
influential local politi- 
cians in Punjab and 
Sindh to join the PPP. 
Although Zia has not 
given any clue as to 
when exactly he in- 
tends to hold elections, 
and under what ground rules, Bhutto 
has instructed her followers to prepare 
for an electoral contest. Zia has initiated 
moves to wrest control of the PML from 
Junejo and his colleagues, increasing the 
oigo d of a direct fight between the 

PP and a revamped PML. But the at- 
tempt to replace Junejo as party leader 
has started splitting the PML between 
loyalists of the former prime minister 
and patronage seekers. The latter sup- 
port Zia's control of the party — so long 
as it ensures their share of power. 

Opposition parties other than the 
PPP doubt Zia will hold elections within 
the constitutionally stipulated period. 
Rejecting the PPP's pragmatic ap- 
proach of accepting elections irrespec- 





seems to have mounted as Hekmatyar, 
current chairman of the Mujahideen AI- 
liance and a long-time friend of the 
Pakistan military, took an increasingly 
strident anti-Western posture and at- 
tempted to monopolise power at the ex- 
pense of more moderate groups. 

The concern, however, is not univer- 
sal. "The State Department is not too 
concerned about [Hekmatyar],” said a 
source, "because they feel that he is a 
Sunni and his brand of fundamentalism 
is less radical than that 
of [Iran's] Ayatollah 
Khomeini." State De- 
partment officials, 
nevertheless, believe 
there is a danger of the 
convergence of in- 
terest between the US 
and Pakistan fast dis- 
appearing. As one of- 
ficial put it: "When our 
objective was to get 
the Russians out of Af- 


ghanistan, US-Pakis- 
tan relations were in- 
separable . . . that is 


changing.” 

Long before the 
Soviets moved into Af- 
ghanistan, Washing- 
ton acknowledged Mos- 





tive of ground rules, smaller parties 
within the MRD insist that the opposi- 
tion should not compromise principles 
in accepting political realities. 

Most of these parties have no elec- 
toral strength and are recognised due to 
the leadership of one or two prominent 
individuals. They are referred to by cri- 
tics as tonga parties, meaning their en- 
tire membership can be seated in one of 
the single horse-driven carriages known 
locally as tongas. 

Although Bhutto reportedly consi- 
ders these alliance partners a liability, 
she is reluctant to take the PPP out of the 
MRD. At à time when there is need for 
greater opposition unity, such a move 
could frustrate political workers and de- 
moralise anti-Zia forces. 

The Pakistani opposition seems to be 
divided into two broad categories — the 
legalists and the pragmatists. The 
legalists refuse to accept any solution or 
development not based on the original 
1973 constitution and argue that be- 
cause of the extra-constitutional nature 
of Zia's 1977 assumption of power, elec- 
tions and political institutions organised 
by him have no legal basis. 

Supporters of the constitutional 
hardline insist that the opposition 
should confront Zia and seek a restora- 
tion of the status quo ante, including the 
president's own removal from office. 

The pragmatists maintain that politi- 
cal activists should become reconciled 
to Zia and the military's pre-eminence 
for the moment, and work towards grad- 
ual reassertion of civilian influence. gg 


cow's security concerns there and ac- 
cepted a neutral Afghanistan. How- 
ever, Pakistan and its fundamentalist 
friends among the mujahideen seem to 
have a more radical vision of an Islamic 
country that could threaten the stability 
of Soviet Central Asia. 

On the other hand, congressional 
conservatives have begun pressuring 
the administration to give recognition of 
sorts to the mujahideen by appointing a 
roving US ambassador to liaise with 
them. The State De- 
partment has tried to 
mollify the conserva- 
tives by announcing 
the appointment of an 
officer trained in Af- 
ghan languages to be 
special assistant to Ar- 
nold Raphel, the US 
ambassador to Pakis- 
tan. The move not 
only sidesteps the issue 
of diplomatic recogni- 
tion, but also address- 


es the US need to 
have broader and 
more direct contact 


with the resistance as 

their activities in Af- 

ghanistan expand. 
There has been 
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-eriticism within the administration that 


-the US has been too reliant on Pakistan 
- for its contact with the resistance and in 
its assessment of the Afghan situation. 
This reliance has led the US to support 
Hekmatyar, who has been accused of 
using his power more in factional in- 
fighting than against the Soviets. The 
| appointment of a high-level official to 
. .deal with the Afghan resistance and ref- 
ugees seems to be designed to establish an 
independent channel of communication. 

In the past eight years the need for 
the US and Pakistan to cooperate 
against the Soviets has led Washington 
to sidestep other contentious issues — 
clandestine nuclear-weapons develop- 
ment, narcotics and the restoration of 
democracy and human rights in Pakis- 
tan. Administration officials say it is in- 
evitable that as the Afghanistan issue 
recedes, the other problems will sur- 
face. 

The administration will take a 
| sharper look at Pakistan's nuclear pro- 
gramme when the next US president has 
to review the annual certification that 
Pakistan does not possess an explosive 
| nuclear device, in September 1989, Fail- 
ure to provide certification could lead to 
an aid cutoff. Similarly, failure to certify 
. that Pakistan is cooperating with the US 
. in curbing the trade in drugs, in March 
. next year, could lead to a 40% cut in 
aid, 


1 T has been a spate of stories in the 
| US press, clearly inspired by seg- 
ments of the administration, about 
. Pakistan's laxity in clamping down on 
. the country's flourishing drug trade. 
. Opium grown in Pakistan's North-West 
. Frontier Province and refined in several 
| hundred laboratories, is believed to ac- 
" count for a third of the drugs consumed 
 inthe US. 

The 1985 elections, despite limita- 
© tions, helped to stem congressional 
© criticisms about Pakistan being run by a 
military dictatorship. But Zia’s recent 
decision to dismiss parliament and ap- 
parent intention to postpone the next 
elections, has forced the issue of demo- 
cratisation to the forefront. The admin- 
istration has expressed concern about 
the move, and analysts say that a delay 
in fresh elections could jeopardise 
Pakistan’s position as the fouth-largest 
recipient of US aid. 

“Pakistan has a big enough reservoir 
of goodwill to carry it through until 
1989," says one congressional staffer, 
“but if elections have not been held by 
then, the aid package could be in serious 
trouble.” Sources said a similar ap- 
| proach to that used in dealing with 
. former president Ferdinand Marcos of 
the Philippines, might be adopted. 
Then, the military component of the 
. US-aid package was reduced, while 
the civilian. component was increas- 
ed, and this could well be applied 
. to Pakistan's annual US$650 million in 
aid. 
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Unruly schoolboys 


Opposition-inspired student unrest creates government dilemma 


By Manik da Silva in Colombo 


he indiscipline and unrest in Sri 

Lanka’s campuses for the past sev- 
eral months has now spread to second- 
ary schools with student demonstrations 
and class boycotts reported almost 
every day. The government accuses the 
militant Janatha Vimukthi Peramuna 
(JVP), the organisation responsible for 
much of the instability in the majority 
Sinhalese south of the country, of using 
school children to achieve political ob- 
jectives. 

The problem came to a head on 20 
June when a soldier opened fire at a 
group of student demonstrators the gov- 
ernment alleged was throwing stones at 
passing vehicles. A 15-year-old school- 
boy was killed and four others injured. 
Among the vehicles was a bus used to 
withdraw a group of state auxiliary po- 
lice after they had been deployed for 
security duties at provincial council 
elections in the south earlier in the 
month. A small escort detail of airmen 
and soldiers were returning to their base 
in the same bus after dropping the au- 
xiliary police when the vehicle was at- 
tacked. 

According to the servicemen, the 
bus driver had been hit on the head by a 
stone and he and the conductor had 
ducked for cover. One of the troops had 
been hit also and the soldier had opened 
fire. President Junius Jayewardene or- 
dered an immediate inquiry and state- 
ments of several witnesses have been re- 
corded. No official finding has yet been 
published and it is not clear whether the 
soldier had over-reacted. But what is 
clear is that the implications of the inci- 
dent and its possible fallout have not 
been lost on Colombo, and police and 
troops have been ordered to be most cir- 
cumspect in future dealings with student 
demonstrators. 

Recent travellers on the southern 
highway have seen student groups 
armed with catapults, clubs and wooden 
poles, stopping mostly state-owned 
buses and what they believe are govern- 
ment vehicles and pasting crudely 
scrawled posters on them. A Colombo 
journalist and a photographer who were 
stopped on 23 June at Hungama, 48-km 
south of Hambantota, an area where 
the JVP commands considerable sup- 
port, offered Sunday newspaper read- 
ers a graphic account of their experience 
at the hands of what they called a “kid- 
die mob.” 

They reported that despite a police 
station being just a few metres across 
the road, nothing was done to bring the 
students under control. It was clear that 
the police were under strict orders not 








to interfere with schoolchildren as any 
more shooting would aggravate an al- 
ready tense situation. 

Government MPs have been press- 
ing Jayewardene to do whatever possi- 
ble to reopen the universities quickly. 
Jayewardene, who holds the higher 
education portfolio, is on record as say- 
ing that the question of whether the uni- 
versities should be opened or stay 
closed was a matter for the vice-chancel- 
lors. Due to the situation on the cam- 
puses, most vice-chancellors had re- 
commended closure, he told a meeting 
of government MPs. The president ` 
convinced that the vast majority of ui 
versity students are keen on getting 
back to their books but are being held to 
ransom by a small group of activists. 
The government's dilemma is whether 
Or not to step in and get rid of the trou- 
ble makers, which would mean a direct 
conflict. 

Most United National Party (UNP) 
MPs believe that if the universities can 
be reopened, much of the sting in the cur- 
rent secondary-school agitation could 
be removed. Some of them feel that uni- 
versity students are responsible for 
sparking the demonstrations in the 
schools, while others have complained 
at a government group meeting that 
secondary-school teachers sympathetic 
to the JVP have been responsible for the 
agitation in many areas. Some MPs have 
even charged that the appointment of 
teachers by open competitive examina- 
tion, without consulting the MPs on the 
political allegiance of the appointer 
had created this problem. There is lit 








INDIA 


The whodunit 
continues 


Bofors may have lied after all 
on arms scandal payment 


By Rajendra Sareen in New Delhi 


T Bofors arms scandal has erupted 
afresh with the publication of docu- 
ments which appear to indicate that 
Bofors, the Swedish arms manufac- 
turer, lied to the Indian Government 
and a parliamentary committee in say- 
ing no commission was paid for win- 
ning a USSI.1 billion contract in 
1986. The contract was to supply 
India with 400 FH77B 155 mm towed 
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doubt that the opposition 
Sri Lanka Freedom Party 
(SLFP) and its supporters 
find the anti-government 
agitation useful in an elec- 
tion year and has been 
lending at least tacit sup- 
port tothe JVP. 

“For every one JVP 
mgri there are at 
east 10 SLFP sympathis- 
ers. Those against the 
UNP, most likely the arm- 
ed youth, will be encour- 
aged by the political ele- 
ments against the UNP,” 
Health Minister Ranjith 
Atapattu said at a recent 
meeting of UNP branches 
in his constituency in the 
deep south. Exhorting his 
supporters to come for- 
ward and work for the re- 
"ection of the govern- 

ent, he predicted that a poor showing 
by the UNP at the next elections would 
result in a bloodbath. 

In what appeared to be a reference to 
the dismal voter turnout in the provin- 
cial council elections, Atapattu said: "If 
we go on being frightened and do not 
come forward and vote, if by some 
chance the UNP performs poorly at the 
next election, the whole of the UNP 
cadre will be eliminated and a govern- 
ment hostile to us will take no notice." 


mong the measures the govern- 
mentis contemplating to get the uni- 
versities reopened is increasing scholar- 
ship and bursary payments made to stu- 
dents. Between 75% and 80% of the 
country's 20,000 undergraduates are 
either on scholarships or bursaries rang- 
ing from Rs 250-400 (US$9-14) a 
month. A parliamentary select commit- 
tee which recently reported on the 
"-rave and unsettled conditions" pre- 
iling in all the country’s universities, 


howitzers, ammunition and production 
technology. 

The documents, published by The 
Hindu newspaper, contradict the 26 
April report of a joint parliamentary 
committee, which was boycotted by op- 
position parties. The report concluded 
that there was no evidence a middleman 
was involved in the sale, backing Prime 
Minister Rajiv Gandhi's earlier asser- 
tion that he and the then Swedish prime 
minister, the late Olaf Palme, had come 
to an understanding that no agents 
would be used. 

The procedure for selecting the guns 
had been objective and the technical 
evaluation of the weapons systems 
“fair, thorough and flawless,” the re- 
port said. There was no evidence that 
commissions or bribes had passed 
hands. ; 

It did go on to say: “Bofors paid 
319.4 million krona (US$51.5 million) 
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said it was difficult to imagine the eco- 
nomic hardships the students would en- 
dure but for these scholarships and bur- 
saries. It urged the government to give 
whatever aid possible. 

The main demand of the university 
student activists, who in May were able 
to disrupt efforts to hold final examina- 
tions under unprecedentedly tight 
armed security, is that students in cus- 
tody for suspected subversive activity be 
freed. Originally as many as 77 under- 
graduates were in custody. Pressure 
mounted that they be either indicted or 
released and the government deputed 
Foreign Minister Shahul Hameed to 
look into the matter. Eventually 24 of 
those held were released. But the National 
Intelligence Bureau (NIB) recommend- 
ed their rearrest saying that they were 
again back in the centre of the agitation. 

The NIB also warned against freeing 
nine others whose release the students 
are trying to secure. The vice-chancel- 
lors have now agreed to stand surety for 


to three companies 
not domiciled in India 
as winding-up charges 
for terminating agree- 
ments but Bofors} 
refused to give details 
of these payments and 
their beneficiaries 
[to the committee] 
on grounds of com- 
mercial confidential- 
ity." 

But, according to 
Ihe Hindu, Bofors 
did pay a commission 
for winning the con- 
tract, and the bene- 
ficiaries were Indians. The payments 
were made through elaborate channels 
designed to conceal their true nature 
and "constituted a massive fraud on the 
Indian people and the decision-making 
process." In other words, the news- 
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students offered bail and a 
committee of government 
MPs, chaired by National 
Security Minister Lalith 
Athulathmudali, is going 
into this among other mat- 
ters relevant to reopening 
the universities. The po- 
lice are not at all happy 
about releasing student ac- 
tivists they are convinced 
will begin stirring fresh 
agitation. 

Jayewardene told a re- 
cent meeting of editors 
and publishers he sum- 
moned to discuss the re- 
porting of subversive acti- 
vity, that the back of the 
JVP would have been bro- 
ken by now but for the 
small number of automatic 
weapons they hold. Jaye- 
wardene also revealed that 
many of the firearms issued to candi- 
dates at the recent provincial council 
elections and others considered at risk, 
have been reported missing. According 
to figures tabled in parliament recently 
there were as many as 43 “political mur- 
ders” countrywide during the month end- 
ing 14 June. The month also saw the 
killing of four policemen by subver- 
sives. 

The security authorities have noted 
that the JVP, which attacked a large 
number of police stations nationally 
during its abortive 1971 insurgency has, 
during its current agitation, avoided as 
far as possible direct confrontation with 
the police. But late in June they at- 
tacked the homes of two police guards 
who had shot and killed two men who 
attempted to torch the provincial court- 
house at Bandarawela, in Uva province. 
The epe killings cost the lives of five 
people in the policemen's homes, includ- 
ing the fathers of the constables, both of 
whom were over 80 years old. oO 


peper said, Bofors 
ad lied to both the 
Indian Government 
and the parliamentary 
committee, 

The “winding-up 
charges” was a cover- 
up phrase for the 
commission, said the 
newspaper. A former 
local agent of Bo- 
fors, Win Chadha, 
was linked to the pay- 
ments ranging from 
less than 1% to 6% on 
items delivered to 
India. 

Although there is still no evidence as 
to who the ultimate beneficiary was, the 
fact that payments were made does not 
seem to be in dispute anymore. The 
payments were made to three com- 
panies which obviously served as con- 














. duits for slush money and investigations 
-should now focus on who the final reci- 
` pients were. 

= At present there is no evidence 
that Gandhi is linked with any of the 
three companies which received money, 

and the newspaper's documents do not 
indicate any irregularities in the deci- 
sion to award the arms contract to 
Bofors. 

The Bofors scandal has dogged Gan- 
dhi's footsteps since Radio Sweden first 
reported in April 1987 that bribes had 
been paid to senior Indian politicians 
and key defence figures in landing the 
contract. Opposition parties in India 
picked it up as a case of corruption in 
high places. 

New Delhi immediately denied the 
report and Defence Minister K. C. Pant 
told parliament that "if anv evidence is 
produced involving violations of the 
law, the matter will be thoroughly inves- 
tigated and the guilty, whoever thev 
may be, punished." Gandhi then said he 
and Palme had agreed no agents would 
be used and he assured parliament "that 
we will see that nobody however high up 
is allowed to go free." 


ut as more information on the af- 

fair came out of Sweden, allega- 
tions of corruption at the top level of 
government and suspicions of a cover- 
up swelled in India. This coincided with 
a worsening of relations between then 
president Zail Singh and Gandhi, with 
Zail Singh telling some political leaders 


prove corruption. 





light, and an application to seek the pre- 
sident's sanction to prosecute Gandhi 
for corruption similarly came to nothing 
for lack of prima facie evidence. Then 
the joint parliamentary committee of in- 
quiry was set up and was boycotted by 
Opposition parties. 

Why did Bofors lie? Part of the 
answer lies in Sweden's domestic poli- 
tics where the scandal is just as big as in 
India. The opposition conservatives are 
using it as a handy stick with which to 
beat the ruling Socialist Democratic 
Party. Bofors has been exporting arms 
through third countries to various parts 
of the world. Swedish law prohibits 


arms sales to areas of conflict and as | 


many of these sales would have been il- 
legal, commissions would have had to 
be camouflaged. 

New Delhi has said its agencies 
will resume its investigations in the light 
of the new information and it seems 
almost certain that the inconsistency 
between the published documents and 
the Bofors’ statements will be 
examined. Over and above that is the 


last year that documents existed to | 


If they did exist they never came to | 


public and opposition demand for the | 


identity of the beneficiaries of the com- 
mission. It looks as if the Bofors 
whodunit will continue to dominate the 
Indian political scene over the next few 


| New premier Muoin must deal withe economic crisis 


| declining public confidence in the communist party. Muoi has spent most of his 
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trade, chairman of the state pricing comniission, minister of construction and 


Tene a HH A I Hn T HIT TII In tt ig eremi nnnm an aae SV I Seer a n iiA A a A S rh T SP a a a a aa I a T manaa aaa a a aa A A tela etn A MM Cm CMM P TTA mA LY —————————RPRRDRR REPRE = €——— mA 
eee ——————— ees 


2 failure of the campaign to | 


had: weakened; * ‘No sma 


By Murray Hiebert! in Bangkok 


o Muoi, elected Vietnam’ s premier on 22 J une in the national assembly’: s 
first two-candidate. poll, will have to grapple with an economic crisis and 


career in economic jobs, rising to No. 3 in the politburo. He has survived longer | 
than most high-ranking officials in similar posts, many of whom have lost their. 
jobs over the past decade because of Vietnam's economic failures since the com- 
munist victory: in 1975. For the past year, Muoi has spearheaded a faltering 
party campaign to oust corrupt and incompetent cadres. 
Muoi, 71, narrowly defeated Vo Van Kiet, the former planning chief vho 
had served as acting premier since Pham Hung died last March, in the election 
for the premier's post. Kiet, 66, is popular in the former capitalist south be- 
cause of the flexible economic policies he introduced as mayor af Ho Chi Minh a 
City in the late 1970s and early 1980s; 2 
Some Vietnamese believe Muoi was chosen. ‘because he represented a | 
“bridge” between party leaders like Kiet who stress sec»Meweca 8 : 
the need for major economic A and others like ; 
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one Vietnam specialist, referri je 
subsidies to civil servants have: been cut and. their NN : 
standard of living has. dropped sharply, since the - Du Muoi: tough task. 
reforms were introduced: = | | 
Muoi joined the party at 22, and following the struggle for. independence I 
against France, he held a succession of government posts, including minister of 








vice-premier. He was elected as an alternate to the party politburo in 1976. 
In 1978, three years after the communist victory, Muoi took charge of intro- 
ducing socialist policies to the trade and industrial sectors in the former 
capitalist south, a policy which prompted a sharp economic crisis and an out- 


pouring of refugees. For the past decade, he has been Hanoi" S key contact in 


economic: relations with the Soviet bloc. 

Little is known about the views of the new premier, but his few recent. 
speeches suggest he supports economic reform. In a speech to the national as- 
sembly following his election, Muoi pledged to “thoroughly grasp the renova- 
tive spirit” of the reform policies adopted by the party congress in 1986... 

In the coming months, the new premier will have to deal with the troubled 
economy and declining public confidence in the party. The northern provinces. 
suffered from acute food shortages early this year, until the rice harvest began - 


ca few weeks ago. Officials say inflation is out of control, Averaging 6 60% nper 


month during the first quarter of the year. pedes o S 
The central committee plenum focused on the crisis within the party and th 
de med f of pars 
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‘This solemn promise, the cdtOnation jede Mo ARN 


of Thai Kings throughout history, 
His Majesty King Bhumibol 
Adulyadej on being i 
crowned Rama IX, 
uinth sovereign of 


ai y 


[hailand's Royal i : Am = aa 


House of Chakri. 
On that day, King . 
Bhumibol Adulyadej 
became heir to the 
aspirations and the cares Of the Thai 
people. It was indeed a heavy responsibility for the 
young monarch, who had succeeded to the throne 
on 2nd July, ps at the age of only eighteen. 
His Royal forebears of the 
Chakri dynasty by their diligence 
and farsightedness 
secured both the 
independence and 
cultural integrity of 
the Thai nation. 
— Sudra great Mus as King Mongkut 
(Rama IV) and King Chulalongkorn (Rama V) are 
today still honoured for the prosperity their reigns 
brought to the people of the Kingdom, and for 
the crucial part they played in the emergence of 
modern Thailand. 

The hopes and prayers of the Thai: nation have 
been answered in the forty-two years since His Majesty 
King Bhumibol Adulyadej ascended to the 
throne. His Majesty's devotion to his people has 
been tireless. He has travelled the length and  g 
breadth of his Kingdom, personally initiating X 
many projects, both large and small, to further 











the happiness and well-being of all his subjects. No 
village is too remote, no task too arduous. Thanks to 
his keen intellect and caring nature, he has developed 
a deep understanding of the daily lives of the many 
and diverse peoples who together make up the 
Kingdom of Thailand. 

On July 2nd 1988, His Majesty King Bhumibol 
Adulyadej becomes the longest-reigning monarch in 
the entire history of the Thai nation. Throughout the 
country, his people rejoice, not merely in celebration 
of this Royal milestone, but also with gratitude and 
pride. For the reign of King Bhumibol Adulyadej has 
been an outstanding period of achievement and 
advancement for the Thai nation. On this happy 
occasion, the people of 
Thailand salute d 
honour their bel 


King. It 












Mode eae 


A p 444 
STTTS Ro a 
- Pom PPR aet Aen 


aee 


A Joyous Era In The History O! — 





MNCAH/THA/8476 





$3 


1A Whitehorse" 





Jerry Frizzell. One of the 18,000 inhabitants of Whitehorse, but an important one. 
He's the SKF distributor, servicing the mining industry of North West Canada. 


What service is all about. 
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A /hi tehorse. 

This i is the capital of Yukon territory, North West 
Canada. It’s an important mining area for gold, silver, 
lead and zinc. Yet it is perhaps better known for the 
Klondike gold rush which started right here, 90 years ago. 

Today, Whitehorse is the base for Jerry Frizzell, 
sales representative of B.C. Bearing Engineers Limited, 
SKF's local distributor. 

“I spend around 50% of my time on the road. My 
area is about the same size as West Germany, though 
only 25,000 people live here." 

T give SKF customers the service they require, 
whether it is an emergency delivery or technical service 
regarding a specific application. After all, a bearing is no 
better than the service around it- especially out here.” 

So says Jerry Frizzell, but you'd. get the same 


from any one € | of his 7000 SKF distr 















butor col- 











ues 1, the same yeh to SKI 
re. E ven places you didn't know existed. 





erever and whenever you want: service, that’s _ 


what SKF F bearing a are all about. 


SKF employs some 45,000 people In every one of these areas, SKF has 
from 130 different nations. Manufactur- a leading position. 


ing takes place in 80 factories in 17 (7--—- 


countries. Jaroa Town P.O. Box 445, Singapore 9161. 
Apart from rolling bearings, SKF | T would like to know more about SKF. 

manufactures and markets cutting tools, | Name: 

grinding machines, linear motion pro- | Position: 

ducts, textile machinery components, Company: 

aerospace components, fasteners and | Address; 

other mass-produced precision products. 
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IN ORDER TO ENJOY as many 
events as possible at the 1988 Summer 
Olympics you'll need a card that's as 
flexible as the world's top gymnasts. 

Which means you'll definitely need 
your VISA, because not only is it the 
most widely accepted card in the 
world, but it's also the only card that 
will be accepted at the Games. 

You'll find VISA is the only card that 
will buy you last minute tickets at the 
Games, and also get you cash at over 
IO0 locations in Seoul, so you can make 
the most of local shopping bargains. 

And during the Games, if you need 
advice or information, the staff at our 








VISA — THE MOST WIDELY ACCEPTED NAME IN THE WORLD 








You'll find 
were just as 
flexible at 
the Summer 
Olympics. 





Its everywhere you want to be. 














Service Booths in downtown Seoul 
and at the main Sports Complex will 
be happy to help. 

They can also replace lost VISA 
cards and VISA Travellers Cheques, 
and help you with any other problems 
you may encounter in Seoul. 

VISA is also widely accepted 
throughout Korea. So whether you 
want to thoroughly explore one of the 
world s most fascinating civilisations, 
or simply enjoy the delights of a 
Korean barbeque, you'll find that 
your VISA card and VISA Travellers 
Cheques are the ideal travelling 
companions. 
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€ ECONOMISTS rarely induce the 
sort of excitement generated by football 
stars and pop singers, so it was rather 
touching when a Hongkong academic, 
like any groupie, recently allowed his 
critical faculty to disappear down the 
drain in a flush of admiration for an old 
monetarist warhouse. Steven N. S. 
Cheung, of the economics department 
of Hongkong University, recently circu- 
lated his colleagues with all the fervour 
of a fan: 


6 Dear Colleague, 
The Friedman Lecture 


Milton Friedman, Nobel 
laureate and panne the most 
famous economist of our genera- 
tion, is visiting Hongkong this au- 
tumn. There will be a rare opportu- 
nity to hear him speak on the even- 
ing of 24 September, at the Lyric 
Theatre of the Hongkong Academy 
of Performing Arts. The topic has 
yet to be chosen, and all sugges- 
tions, if made in good time, may be 
considered. 

We have decided to do some- 
thing meaningful to honour the oc- 
casion. Proceeds from the lecture 
will be used to found a prize in Eco- 
nomics . . . The scintillating bril- 
liance of Friedman’s spokesman- 
ship is a gift of the gods, and with 
the first class facilities of the Lyric 
Threatre also on offer, prices of 
$200, $400, $600, $800 and $1,000 
do not seem too extravagant. As far 
as possible, arrangements will be 
made for a random sample of pa- 
trons with $1,000 tickets to meet 
Professor and Mrs Friedman, at a 
reception before the lecture. 

I am writing to invite you to par- 
ticipate in this, perhaps the most 
exciting intellectual event ever to 
take place in Hongkong. 9 


It does not say very much either for 
Hongkong or for the university that a 
lecture by an economist can be de- 
scribed as “perhaps the most exciting in- 
tellectual event ever to take place” in 
the territory. Cheung, however, ap- 
pears to have a good grasp of the profes- 
sor's economic theories, offering $1,000 
ticket-holders a random chance of shak- 
ing the hands of the visitors. 

€ ANOTHER university audience, 
however, was denied its ration of intel- 
lectual stimulation last month. Har- 
vard's Centre for International Affairs 
was due to hear Brig.-Gen. Lee Hsien 
Loong, prime ministerial scion and Sin- 
gapore’s minister for trade and indus- 
try, speaking on a fascinating topic 
(some might even question its exist- 
ence). But matters of state intervened: 


Freedom of the Press: 


Singapore's version. 
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Brig. Gen. Lee Helen Loong 
eter for Trade end Industry, Singepers 
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Monday 
May 23, 1988 
Seminar Rm. 3, Coalidge Hall 





e SINGAPORE has an enviable repu- 
tation for cleanliness and tidiness. This 
has been achieved by a combination of 
public education and heavy fines on lit- 
terers (visitors to Singapore should be- 
ware of throwing cigarette stubs into 
gutters; they're liable to pay dearly). A 
couple of items in a recent edition of 
The Straits Times indicated the lengths 
to which the authorities are willing to go 
in order to catch other offenders against 
the sanitary code. 

On 23 June the newspaper reported 
that a man had been fined S$150 
(US$75) for urinating in a lift (the man 
was lucky; since he committed the of- 
fence the maximum fine has been raised 
to S$1,000). The court heard that the ac- 
cused had been arrested in a lift which 
had jammed. He had trapped himself: 
his action had caused the lift's "urine 
sensor to activate the jamming 
mechanism." The report continued: “A 
video camera automatically captured 
the activity inside . . . The video tape re- 
cording of the camera confirmed that 
the accused] was the culprit." I would 

ave thought that the sudden jamming 
of the lift could well have caused the cul- 
prit to repeat the offence, involuntarily. 

@ ON the same day, the newspaper re- 
ported that six men had been booked by 
undercover environmental health offi- 
cers for the crime of not flushing urinals. 
According to The Straits Times: “There 
was no escaping the ministry's officers, 
who will forward the men's particulars 
to the police. 

“Failure to flush the water-closet and 
urinal after use is considered a public 
nuisance under the Penal Code, Chap- 
ter 224. The penalty for committing à 
public nuisance is a fine of up to $200. 

"The officers . . . took turns going 
into the toilet and while washing their 
hands or pretending to use the urinal, 
kept an eye out for litter-bugs, vandals 
and other abuses. 

"The one man who would speak to 
the press said: ‘It’s terribly unfair. 
There were no signs reminding us to 
flush the toilet. You can't always re- 
member these things, especially when 
you're rushing through the day’. . . 

"The first warning that the ministry 
was to start a crackdown on anti-social 
toilet users came on Tuesday, when it 
announced stiffer fines for such culprits.” 

The Straits Times, which illustrated 
these stories with photographs of the 





"culprits," also ran an editorial support- 
ing the authorities’ hygienic efforts, plus 
a feature article entitled, “Environmen- 
tal Health Officers: The Unsung Heroes 
of a Dirty Job.” I trust these health offi- 
cers have their identity cards at the 
ready and are proficient in the arts of 
self-defence: if they spend their days 
peeping round public toilets, they are 
quite likely to be arrested themselves — 
or to poros an innocent member of 
the public into punching them in the eye. 
@ EVEN generous hospitality in Sin- 
gapore comes with an admonitory 
threat. Acting Health Minister Yeo 
Cheow Tong recently reported to par- 
liament that Singaporean diners-out 
were suffering from a disease which he 
diagnosed as the “Buffet Lunch Syn- 
drome.” He described this as a social 
disorder that strikes at meal times and 
involves heaping plates full of food from 
open buffet counters — far more than 
the most gluttonous could possibly eat. 
The costly leftovers then go to waste. To 
eradicate the syndrome, as Associated 
Press reported, a hotel restaurant put 

up a warning sign to drivers: 

PLEASE BE REMINDED 
EAT TO YOUR HEART'S 
CONTENT BUT ANY 
UNNECESSARY WASTAGE 
WILL BE CHARGED 
($10 PER 100 GM) 


e LEVITY seems out of place in such 
a serious, single-minded environment, 
but some laughter must have greeted a 
recent event which endeavoured to 
keep lady patrons happy with an un- » 
usual prize: 


YF BALL- BEARINGS FOR EVERY LIPS LR a 
" eiateet AA 


PREE 1 80X 
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€ AND then there was the Indian res- 
taurant in Singapore visited by S. G. 
Venkatramani which advertised its ser- 
vices as follows: 


JOM INDIAN RESTAURANT 
BUSINESS HOURS 
Monday to Saturday and Pubics Holiday 
OPEN ONLY FOR PRIVATE PARTS 
AND CATERING SERVICES 


@ SOME time ago, the REVIEW’s All- 
Asia Guide highly recommended the 
food at another of Singapore’s Indian 
restaurants, which proudly featured the 
quote above its entrance: 


| T FoM ATAI ABET AG 


| ' ONE OF THE BEST INDIAN RESTAURANTS ANY WHERE 
a 000 50 0 
| We w v f 





I wonder if it is still there? 


At Republic National Bank, 
private banking is a matter 
of spreading risk. 


Risk is a part of everyone’s life. 
Although you cannot evade it, 
you can avoid it by choosing a 
partner whose skill and com- 
mitment you can trust. 
Republic National Bank is a 
risk-averse institution. Our fun- 
damental principle is the pro- 
tection of customers’ assets. 

For this reason we are known as 


eat shaggy REPUBLIC 

Our private banking services NATIONAL BANK 
spread to 27 business centres OF NEW YORK 
around the globe. In each one (SUISSE ) S A 

you will find the partner on 

whose knowledge and judge- 

ment you may safely rely. $ 


Republic National Bank of New 
York. A matter of trust. A SAFRA BANK 


HEAD OFFICE: 2, PLACE DU LAC : 1204 GENEVA - TEL. (022) 28 18 10 - FOREX: (022) 290502 - BRANCH: 1, VIA CANOVA : 6900 LUGANO : TEL. (091) 238532 
IN THE FAR EAST, CONTACT: R.N.B. SINGAPORE -TEL. (65) 2240355 - R.N.B. HONG KONG : TEL. (852 -5) 266941 


NEW YORK ` MIAMI: LOS ANGELES - BEVERLY HILLS - CORPUS CHRISTI : MONTREAL - LONDON - PARIS - MONTE CARLO : LUXEMBOURG : MILAN - GIBRALTAR 
GUERNSEY | TOKYO NASSAU - CAYMAN ISLANDS. BUENOS AIRES - SANTIAGO - MONTEVIDEO : CARACAS : MEXICO CITY - PUNTA DEL ESTE: RIO DE JANEIRO : SAO PAULO 





FOCUS US TECHNOLOGY IN ASIA 
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the world might still be flat. 


New frontiers. Pioneering concepts that lead to the 
creation of new enterprises. Today, they're most likely to be 
found in the new world of high technology. And as always, 


the leaders will be those with the right funding— aggressive, 


farsighted and strategically focused funding. 

Even among the most successful companies, however, 
core projects may go underfunded or be deferred because 
of earnings considerations. Funding of these impor- 
tant projects through product development financing 
provides companies with a solution to their earnings 
dilemma and institutional investors with a unique 
opportunity to participate directly in the growth of 
US. technology. 

That’s where PaineWebber Development Corporation 


can be so effective. We're the national leaders in external 
funding of product development. Our track record is 
impressive. ..with over $550 million raised so far through 
R&D limited partnerships. Working with the recognized 
leaders in key areas of technology. Playing a catalyst role in 
biotechnology, advanced computer hardware and software 
sciences, microelectronics and other such core technolo- 
gies. Always seeking to ac celerate important projects 
without reducing a company S s near-term earnings. 
Committed to making winners out of the projects and 
companies we back. 

At PaineWebber, we've opened new worlds of opportu- 
nity for the institutional investor in product development 
financing. We invite you to learn more about them. 


PaineWebber 


Development Corporation 


1285 Avenue of the Americas, New York, New York 10019 


Tel. (212) 713-4717 


FAX (212) 582-5077 
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N/ Microprocessors sharpen America's technological edge 
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RISC has its rewards 


By Bob Johnstone in Tokyo 


apan may dominate the 
market for microchip 
memories, but when it | 
comes to microprocessors, 
tiny squares of silicon. used 
to run everything from per- 
sonal computers to rice cook- 
ers, the US still rules the 
rOOSI. ! 
Estimates put the US | 
share of the world micropro- 








cessor market — which this 
vear will be worth well over 
JS$5 billion — as high as 


20% . And, though Asia now 
accounts for nearly half of | 
that market, there are no 
signs that the Japanese are 
catching up with the Ameri- 
cans. 

Indeed, if anything, the 
gap is widening, as the two 
biggest players in the micro- 
processor business — Intel 
and Motorola — refuse to 
license their latest designs. 
Thus effectively shut out of 
the top end of the market, 
the Japanese have been thrown back on their own resources. 

They have come up with two approaches to the problem. 
One, adopted by NEC, is to produce compatible versions of 
Intel designs. This has run into legal hurdles. The other, 
adopted by Fujitsu, Hitachi and Mitsubishi Electric, is to de- 
velop original designs. This looks as though it is too late to be 
of much significance outside the (admittedly large) Japanese 
domestic market. 

One reason why the Japanese have trouble keeping up in 

icroprocessor technology is that it moves so quickly. While 
tney have been preoccupied with attempting to ape Intel and 
outdo Motorola, a new school of microprocessor technology 
— known as reduced instruction set computer (RISC) — has 
emerged. 

In the past few months, acceptance of RISC technology 
has snowballed dramatically. Suddenly, the microprocessor 
business has become a whole new ball game, with many of its 
players unfamiliar names. All, however, have one thing in 
common — they are without exception American. 

The good news about RISC for the Japanese is that, once 
again, they can license the technology. The bad news is 
that, once again, they are followers rather than leaders. 

Oddly enough, it was a request from 
Japan that led to the development of the 
microprocessor in the first place. Back in 
1971, Busicom, a now-defunct Japanese 
company, approached Intel with a design 
for a calculator. 

Intel was then just three years old. One 
of the fledgling company's founders was 
Bob Noyce, a co-inventor (Jack Kilby of 
Texas Instruments being the other) of the 
integrated circuit, the microchip as it be- 
came known. 

Before this invention, designers had to 
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Inside a RISC chip: many applications. | 
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assemble electronic circuits 
out of individual components 
— transistors, resistors, 
diodes and capacitors — then 
hook them up with wires. 
After it, entire circuits — 
wires and all — could be laid 
down on silicon wafers in the 
form of multi-layered pat- 
terns. 

But each integrated circuit 
was still capable of perform- 
ing only a single function: 
adding two electrical inputs, 
say, to produce a single out- 
put. Busicom's calculator de- 
sign called for the use of 12 
chips. Ted Hoff, an Intel en- 
gineer assigned to the pro- 
ject, thought that was too 
many and boiled the design 
down to just one — the 
world's first microprocessor. 

The significance of the 
new chip was that, coupled 
with another Intel invention, 
a memory which customers 
could programme with in- 
structions telling it what to do, it could be applied in an in- 
credible number of different ways. 

Today, it's hard to imagine machines without micropro- 
cessors. By the time you leave the house in the morning, you 
have probably come into contact (unwittingly) with at least 
half a dozen of them. For example, they might have rung 
your alarm clock, percolated your coffee, toasted your 
bread, and started your car. 

Many of these chips are not technically speaking micro- 
processors at all, but microcontrollers. The simplest ones 
— like Intel's 4004, the world's first commercially suc- 
cessful microprocessor — receive their instructions in 
four-bit chunks (a bit being a digital one or a zero, cor- 
responding to the presence or absence of an electric sig- 
nal, the on-off binary language to which machines re- 
spond). 

But there is only so much you can do with four bits. Next 
off the chipmakers' drawing boards came. more powerful, 
eight-bit microprocessors and based on them, an entirely 
new product emerged — the personal computer. The first 
significant machine was the Apple II, in 1977. 

Intel, by its own admission, slept through the early stages 
of the personal computer revolution. 
Then, in 1980, the company had a tre- 
mendous stroke of luck. One of its micro- 
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rocessors, the 16-bit 8088, was chosen by 
BM to be the core of its personal compu- 

51 ter. 
The personal computer has been 
phenomenally successful, racking up 
62 umpteen million sales in its various 
64 versions. However, just as the bulk 


of personal computers have been made 
by companies other than IBM, so the 
majority of the microprocessors which 











The 767 turns 
the great circle into 
solid gold. 


The Boeing 767 is opening a world This unique low-cosvlong-range com- also opening new routes to London 
of new routes and business oppor- bination enables airlines to increase The Boeing 767. Range capabilities 
tunities. the frequency of existing interconti- surpassed only by the Boeing 747. 

It has the lowest operating costs per nental services m and to open new Operating costs lower than any com- 
trip of any jetliner with comparable long-range services which would not petitor. For airlines around the world, 
range, including those still under be viable with any other airplane. it represents a golden opportunity. 
development. And it has the range to The 767 is already providing dailv ser- 

link Asia with Europe and North vice between North American cities 


America. and Paris, Manchester and Zurich. It's SO EINE 
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drive them have been made by companies other than Intel. 

The reason for this is that, in order to establish the 8088 
and its successor, the 80286, as industry standards, Intel 
licensed its designs to other WA uil notably Advanced 
Micro Devices and Fujitsu. (Such licensing, known as second 
sourcing, is a common chip industry practice. Customers pre- 
fer it because it offers them a wider choice of supply and 
lower prices.) 

With the announcement in 1985 of a new generation of 
IBM personal computers, the PS/2 series, however, Intel de- 
cided that enough was enough. Henceforth, there would be 
no more second sourcing; the only other company permitted 
to make the 80386, the 32-bit chip that powers the PS/2, 
would be IBM itself. Everbody else would have to come to 
Intel. 

While Intel had been establishing its microprocessors at 
the lower end of the small computer market, another US 
company, Motorola, had staked out the top end. 

A drawback with Intel chips before the 80386 had been 
the limited amount of memory they could use, which in turn 
restricted the size of programmes that personal computers 
could run. In 1983, Motorola came out with a 32-bit chip, the 
68000, which could draw on a much larger memory area. This 
in turn enabled entirely new types of machines to be designed 
“round it. 

The first of these was the Apple Macintosh. It was fol- 
towed by a slew of even more 
sophisticated products, not- 
ably engineering work sta- 
tions — powerful computers 
whose high resolution 
screens suit them to design 
work — from such com- 
panies as Sun Microsystems 
and A pollo. 

With its two-year lead 
over Intel, Motorola claims 
to own 60% of the world 
market for 32-bit micropro- 
cessors, selling more than a 
million of the chips in 1987 to 
500 customers worldwide. 
Asian customers include the 
South Korean Government, 
which is using Motorola 
chips to control parts of its 
new digital telecommunica- i. 
tions switches. y 

Like Intel, Motorola has 

'cted to go it alone with its 
32-bit microprocessors. The only other company permitted 
to make (but not to sell) the chips is Tohoku Semiconductor, 
Motorola’s Japanese joint venture with Toshiba. 

The decision by the two US companies not to license their 
new technology came as a shock to the Japanese. Particularly 
affected were Intel licensee Fujitsu and Motorola licensee 
Hitachi. 


from that of the rest of Asia. Whereas the dominant ap- 

plication in the rest of Asia is IBM personal computer 
clones, in Japan most microprocessors go into consumer pro- 
ducts such as video tape recorders, car stereos and air con- 
ditioners, and office products like copiers and facsimiles. 

Many of these chips are Japanese-designed four- and 
eight-bit microcontrollers. For anything more complicated 
— controllers for sophisticated machines like laser printers 
and, especially, computers — the Japanese are abliged to 
turn to US-made 16- and 32-bit products. 

Even NEC, Japan’s largest microprocessor maker (which 
claims around one-third of the domestic market) is forced to 
rely on Intel’s 80286 and 386 chips in its ponon computers. 
What makes this reliance particularly galling is that, whereas 
memory chips have become commodities, selling for a few 


T he Japanese microprocessor market differs significantly 
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dollars each, microprocessors are high-ticket items costing 
hundreds of dollars a copy. The 80386, for example, report- 
edly sells for almost US$250 even in volume. 

Attracted by such high prices, and sensing single-sourcing 
in the offing, in 1984, NEC began offering its V series micro- 
processors via a US subsidiary, NEC Electronics. Intel 
promptly sued, charging that the Japanese products violated 
the copyright on the microcode contained in its 8086 and 8088 
chips. 

Microondá is the instructions that the chips carry in their 
memories to tell them what to do. Intel claimed that micro- 
code was software, hence protectable by copyright; NEC, in 
its countersuit, claimed that it wasn't, and hence was protect- 
able only by patent (thus easier to finagle). 

The judge agreed with Intel, but before he could rule on 
whether NEC had in fact violated Intel's copyright, NEC's 
lawyers discovered that he was a member of a club which held 
all of US$80-worth of Intel stock, and he withdrew from the 
case. A new judge has been appointed, and the case resumed 
last month. But, given that, at preliminary hearings, the new 
judge professed himself quite unable to understand what 
microcode was, the proceedings seem likely to drag on for 
quite some time. 

This should not worry Intel unduly, since the threat of an 
unfavourable judgment 
should effectively continue 
to serve to discourage 
would-be purchasers of 
NEC's chips. Meanwhile, 
NEC has come up with a new 
strategy which dispenses 
with microcode altogether, 
by wiring the instructions 
into the circuits, beyond the 
reach of copyright protec- 
tion. 

Meanwhile, in Japan, 
Fujitsu and Hitachi had de- 
cided that, if they could not 
license American 32-bit 
microprocessors, they would 
design their own. In 1987, 
the pair teamed up with Mit- 
subishi Electric, and to- 
gether the three companies 
are working on three chips 
— known as the G-micro 
series — of varying price and 
performance, to address different market segments. 

The first of these chips is scheduled to go into production 
this autumn. In addition to using the new microprocessors in 
their own products, the three companies can look forward to 
a reasonably large market for them as the basis for a new per- 
sonal computer the Japanese education authorities have de- 
cided to sic for schools. l 

But it appears unlikely that G-micros will find many cus- 
tomers outside Japan. Intel and Motorola microprocessors 
have become the de facto standards for the personal compu- 
ter and work station markets, and for more powerful applica- 
tions, a new type of chip has emerged. 

The generic name for these new chips is RISC. The logic 
behind RISC is that as microprocessors grow bigger and 
more powerful, it becomes increasingly difficult to make 
them go faster. 

Chips like the 68000 and the 80386 consist of several 
hundred thousand transistors; some of the huge G-micro 
chips have getting on for a million. One reason that they need 
so many is that they have to support large sets of complex in- 
structions (thus the name CISC, for complex instruction set 
computer) in their microcode. 

The usual way to make chips work faster is to speed up the 
frequency at which their clocks — actually, minuscule crystal 


werful. 
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oscillators — tick. But the more transistors you have, the 
longer it takes to finish the execution of a complex instruc- 
tion. 

The goal of RISC chips is to have a small number of in- 
structions, all of which execute very rapidly — within a single 
tick of the clock. To achieve this, the instructions are 
simplified, wired into a relatively small (tens of thousands of 
transistors) processor which is coupled to a high-speed mem- 
ory. 

Speed is measured in million instructions per second, or 
MIPS. Today’s fastest commercially available RISC-based ma- 
chines run at up to 20 MIPS (which makes them three to five 
times faster than CISCs), and 40-MIP prototypes are on the way. 

Less complex also means easier to design, thus reducing 
the cost of entry to the microprocessor stakes, Not many 
companies can afford to match the US$100 million and 100 
man-years that Intel claims it took to develop the 80386. 
Whereas, judging by the number of new entries to the field, it 
would appear that almost anybody can afford to design a 
RISC chip. 

The RISC concept dates back to work done by IBM in the 
1970s. From there, it was picked up by two Californian uni- 
versities, Stanford and Berkeley. Each took a different ap- 

roach to implementing RISC, Stanford concentrating on 
pem to optimise software to run on the chips, Berkeley on 
how to optimise the chips themselves. 

In the past three years, this research has emerged in the 
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Chip test panel: phenomenal developments. 








form of commercial products. Pioneering the Stanford ap- 
proach has been MIPS Computer Systems, a Sunnyvale 
California start-up, while the standard bearer for the Ber- 
keley camp is Sun Microsystems, an aggressive maker of 
work stations based in Mountain View, California. 

Other major players in the RISC game include Advanced 
Micro Devices, VLSI Technology and, significantly, 
Motorola, which announced its RISC chip, the 88000, in a 
blaze of publicity in April. Since the beginning of 1988, RISC 
has progressed from being something of a curiosity to a dead 
certainty. 

"What's happened in the last 4-6 months is just pheno- 
menal," says Charlie Perrell, international vice-president of 
MIPS, “in terms of the recognition and acceptance and all- 
out enthusiasm for RISC." With a chip that is reckoned to be 
two to three times faster than any of its rivals, MIPS is now at- 
tempting to consolidate its lead before heavyweights like 
Motorola can catch up. 

In Japan, this has meant teaming up with some unusual 
partners. One is Sumitomo Electric, a large Osaka-based 
company without much of a track record in the computer 
business; another, still less likely, is another Osaka company, 
the tractor maker, Kubota. 

In addition to having paid US$22.5 million for a 20% 
stake in MIPS and a further US$2.5 million for technology 
rights, Kubota is planning to manufacture some computer 
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products for the US company. And, to encourage the spread 
of its design, MIPS will likely also license a Japanese com- 
pany to make its chips, to augment its three existing Ameri- 
can suppliers. 

Meanwhile, Sun Microsystems has already found a Japan- 
ese company to produce its RISC (or SPARC, as Sun prefers 
to call them) chips, namely Fujitsu. The Japanese company 
began making SPARCs last summer, and has recently an- 
nounced a second generation product. Sun’s ambitious goal 
is to drive processor performance over 100 MIPS by 1990, es- 
tablishing its design as the industry standard. 

To this end, the company has licensed its design to several 
other firms apart from Fujitsu, all of them specialists in a dif- 
ferent chip making process technology. It is up to each to im- 

lement the design as it sees fit, the payoff for Sun being that 
it can choose from among the various suppliers a suitable 
chip to fit each application. 

With RISC chips popping up left, right and centre, the big 
question now is, what sort of markets will there be for them: 
Personal computers would appear to be out, since the over- 
whelming requirement in that market is for software con- 
tinuity. That leaves two main possibilities. One is the embed- 
ded control market, in applications like cars and laser print- 
ers, where the speed at which the chip performs is more im- 
portant than the software it runs. 

Advanced Micro Devices sees RISC first gaining accep 
tance in the embedded market. Intel agrees, but does not see 
it going much beyond that market. 

The other possibility is the fast-growing supermini com- 
puter market. The key to success in 
this market is an operating system 
(the software which handles all a 
computer's internal chores) called 
Unix. 

First (— more than 20 
years ago at Bell Laboratories, 
Unix is now rapidly becoming an in- 
dustry standard. Computer users 
like Unix because, unlike most 
operating systems, it is not the 
property of a single company. The 
significance of this is that, since 
Unix software will run on most 
types of computer, users are free to 
buy whatever hardware they like 
(rather than the high-priced stuff 
the computer company wants to sell 
iy them). 

Unlike personal computer-type operating systems such : 
DOS, Unix is powerful enough to cope with several use! 
doing different things at the same time. This means that it can 
be "E for example, as the hub of an office computer net- 
WOTK. 

The market for Unix-based systems is beginning to take 
off in a big way. Since RISC chips like MIPS' can be tuned to 
run Unix software very quickly indeed, they look well- 
positioned to grab a big chunk of that market. Dataquest pro- 
jects that, by the early 1990s, the Unix market will be worth 
more than US$20 billion annually, with RISC-based systems 
accounting for 65% of it, up from just 3-4% today. 

Such bullish predictions need to be taken with a won of 
salt. Nonetheless, it now seems certain that RISC will play an 
increasingly important role in future computers. One indica- 
tion of this is the the degree of mainstream microprocessor 
manufacturer Motorola's commitment to the new technol- 
Ogy. 

According to Stephen Wong, Motorola's product man- 
ager for microprocessor development systems in the Asia- 
Pacific region, the US company is spending US$20 million on 
RISC this year. *We're very excited about RISC,” he says. 

The reason for the excitement, Wong explains, is that, "in 
Asia, in the next three years, manufacturers in some coun- 
tries, like Taiwan and Korea, will be developing high-per- 
formance supermini computers — all of them are preparing 
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for the computer age beyond IBM clones.” This trend, he re- 
ckons, represents a great opportunity for his company. Or, as 
‘Motorola’s publicity handout puns, “the greater the RISC, 
the greater the reward.” 

| But why can't Japan catch up? Given the success that the 
< Japanese have had in the past few years with other types of 
semiconductor, most notably memory chips, how come 
American companies still dominate the world market for 
microprocessors? 

It is certainly not because the Japanese cannot design 
them. Indeed, one of the designers of Intel's four-bit 4004, 
the first commercially successful microprocessor, was a Ja- 
panese, Masatoshi Shima. And Japanese companies can 
come up with the goods, too, witness NEC's V series, and the 
G-micro chips being jointly developed by Fujitsu, Hitachi 
and Mitsubishi Electric. 

So what's the problem? “The principal issue," explains 
Ron Whittier, Intel’s vice-president of marketing, "is 
software . . . today, we're in the third generation of machines 
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Fail-safe systems 
developed for 
intricate trading 


_ By Francis Pearce in Hongkong 
| T: Asia/Pacific regions’ bourses, accounting for 40% 








of the world’s stock exchange capitalisation, are gradu- 
ally becoming as competitive as those of the US and 
Europe — and in the process, becoming more like them: 
monitored with mounting severity, bound closer to technol- 
_ ogy, and in a state of functional flux. 
|. As competition between exchanges and between market 
players in the US and Europe increased, influence and size 
began to play a lesser role in the minute-to-minute dealings 
of stock exchange members. Technology began to provide 


| the edge. Now, the technology developed for and by ex- 


changes on the other side of the world is being exploited in 
Asia. 

While the aim of introducing vast computerised trading 
systems, linking client to broker, broker to exchange by 
video, and automating the back office routine is to increase 
efficiency, it carries a price. When trading is computerised, 
the floor of the exchange becomes an anachronism. When 
the white board gives way to the visual display unit and the 
runner is replaced by the high speed telephone link, the ex- 
change loses its value as a meeting place, and has to find a 
new function to justify its existence. 

Exchanges are doing so by providing vet more technol- 
ogy, aimed at integrated systems that make trading more effi- 
cient and less risky. Physically fail-safe systems are the keys- 
tone of stock exchange automation. They have to run with- 
out a single break in an environment where time really is 
money. They must be fast and powerful to handle the masses 
of complex transactions taking place on a heavy trading day. 

The type of computer that can be said to meet such criteria 
is the fault-tolerant online transaction processsing (OLTP) 
system. Fault-tolerance, or the ability to recover im- 
. mediately from a breakdown, is achieved by computer 
software, or hardware, or a combination of both. The key is 
to mirror a process in what would otherwise be a redundant 
part of the system and that is ready to take over the operation 
, atthe absolute moment a fault occurs. 
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a customer base with US$12 billion of DOS software . . . 








already designed and running on Intel architecture." Whit- 
tier adds that "the investments made in software are by far 
and away the biggest consideration in what architecture will 
be selected by our customers." 

In other words, if it's not a standard product, there's no 
software for it, so people aren't going to buy it. And to estab- 
lish a product as a standard, you have to be one of the first to 
the market — which the Japanese traditionally have not 
been. 

A second issue is the unequalled US capacity for innova- 
tion in system design, of which RISC is an excellent example. 
Nurtured in universities, such ideas get to the market quickly 
via small, venture-capital based start-ups. 

Nosuch mechanism for rapid transfer exists in Japan. The 
result is that companies must usually depend on their own 
corporate research laboratories. But there, according to 
Shinsuke Yoshizawa, a manager at Advanced Micro De- 
vices’ Japanese subsidiary, “the engineering environment is 
just not cut out to come out with unique ideas." u 


Online systems process information as it enters the sys- 
tem, rather than storing it in batches for processing, thus be*- 
ter suiting them to a dynamic trading environment. They a 
transaction processors — as opposed to the more generic 
data processors — because they are adapted to carry out 
functions such as trades where something passes from an 
initiator to a respondent: a buyer to a seller. 

Fault-tolerant systems are being offered by a growing 
number of computer manufacturers, as are OLTP systems, 
though one attribute does not necessarily go with the other. 
One of the pioneers of fault-tolerant (and OLTP) systems is 
the Californian company Tandem, which has among it clients 
the stock exchanges of Hongkong and South Korea. 

The Stock Exchange of Hongkong's trading support sys- 
tem was installed by Jardine Logica, a joint venture between 
the big Hongkong trading company Jardine Matheson and 
the British software developer Logica. Jardine Logica, 
created for the project, supplied Tandem NonStop multipro- 
cessor hardware and developed software for the exchange, 
providing a turnkey package that also included a teletext 
video transmission system and 800 Logica broker terminals. 
(Logica recently bought out Jardine's share in the company 
to create Logica Systems, which continues to develop and 
maintain the system.) 

Trading on the new exchange began in April 1986 follow- 
ing the merger of Hongkong's previous four exchanges. T^^ 
floor was retained as a concession to the more conservat 
members, but as the computer system's set-up underscores, 
brokers could just as easily trade from their offices if the ex- 
change rules allowed. A secondary computer site, also equip- 
ped with Tandem systems, but usually used for software de- 
velopment and maintenance, was established away from the 
exchange to ensure that trading could continue if the ex- 
change suffered a disaster such as fire or flood. This belt-and- 
braces approach extends to the computer system, but not to 
the floor. If the disaster recovery site was brought into ac- 
tion, terminals in the brokers' offices would come into 

lay. 

à În normal circumstances, the terminals are used only for 
teletext, but are capable of acting as interactive terminals to 
the computer. Despite the four-day closure of the Hongkong 
market in the wake of last October’s share price crash, the 
rules say that only a physical catastrophe should permit brok- 
ers to switch their terminals to Hongkong Telecom’s 
Datapak switching communications network. 

Instead, orders are placed and recorded on terminals at 
Exchange Square, the harbourside office complex which 


houses the stock exchange, where they are also used to pro- 


vide private information, in one mode, or to receive teletext 
in the other. Trades are conducted over an internal tele- 
phone system, while links to the rest of the world, and to in- 


ing basically the same software, so asa result we - 



















formation services such as Dow Jones and Reuters, are pro- 
vided by the computers. 

A half measure, in technological terms, though this re- 
lacement of the open outcry system may be, it has still 
rought huge improvements in efficiency. Daily turnover on 

‘the previous four exchanges topped at about HK$296.5 mil- 
lion (US$38 million). When the pre-crash market was at its 
hottest, the computers allowed volumes of 10 times that 
amount. 

Aiming at similar gains in efficiency, the South Korean 
exchange in Seoul is developing an automated trading system 
that will run on mainframe computers from Pennsylvania- 
based Unisys later this year. The computers will be linked to 
information systems running on Unisys and Tandem equip- 
ment. 

Unisys machines drive the stockmarket information sys- 
tem, which collects data on bids, offers and trades at trading 
post terminals on the exchange floor, and the stock turn- 
around system used by securities companies to manage cus- 
tomer accounts. Tandem equipment runs a stock price and 
information system with more than 600 enquiry terminals at 
securities offices in 20 cities. Tandem is also used for a sec- 
urities information service that integrates investment infor- 
mation held by the Korea Securities Computer Corp. ( Kos- 

m) for analysis. 

Koscom, established in 1977, is charged with overseeing 
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machines in Asia to employ reduced instruction set computer 
(RISC) techniques. A RISC machine is extremely fast at cal- 
culations. The speed comes from the fact that it is easier for 
the computer to carry out the same simple instructions 
thousands of times thàn to carry out a smaller number of 
more complicated tasks. 

Three years ago, Hewlett-Packard helped to start the 
RISC idea, which had previously stalled when computer 
technology was not sufficiently advanced to employ it, by 
basing its entire product development strategy on RISC in- 
stead of sticking to conventional complex instruction set 
computing. Other computer manufacturers have recently en- 
tered the RISC market, having seen how useful it could be in 
areas such as transaction processing. Japan has lost ground in 
this area, making the technology essentially all-American. 

The Hewlett-Packard 9000 model 840 minicomputers in- 
stalled at the SES replaced a system based on equipment 
from Japan's NEC. The NEC MS50 minicomputer drove an 
electronic display on the exchange floor and sent information 
to brokers' offices through a network of smaller Hewlett- 
Packard machines. In addition to these tasks, the replace- 
ment handles the SES Dealing and Quotation System, SES- 
DAQ. That, in turn, is linked to brokers via a private packet 
switched network, SESnet, that uses the same communications 
conventions (X.25) as Hongkong's 
Datapak. SESDAO eliminates the 
need for a display board, but, more 
significantly, it uses electronic scrip. 
Beginning with new share issues, 
the SES plans to make all settle- 
ments scripless within three years. 
Brokers will no longer have to col- 
lect physical scrip, cutting adminis- 
trative costs. 

To date, Japan has failed to 
seize any of the high ground of 
stock exchange automation, de- 
spite being the most highly com- 

uterised exchange in Asia. The 
e Tokyo Stock Exchange makes 
use of Japanese Hitachi mainframe 
computers to run CORES, the 
Computer-assisted Order Routing 
and Execution System introduced 
in 1982. In 1987, the system had the 
capacity to handle 350,000 orders 
accepted, 250,000 trades reported 
and 700,000 enquiries. This year it 
is being expanded to cope with ex- 
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computerisation at the exchange and the securities com- | 


panies. It is developing the Stock Market Automated Trad- 
ing System, which will be a go-between for the Unisys stock 
turnaround system, on which orders will be registered, and 
the Tandem stock price information display system. Such 
linking of disparate computer systems requires sophistication 
in the equipment and the people running it. On the other 
hand, linking discrete systems provides a measure of backup, 
and the network can be extended. 


(SES) uses a variety of computer systems, all of US 
origin. Late last December, US$10 million worth of 
computer equipment was moved to new stock exchange 
premises. Three different communications networks will be 
based on equipment from IBM, National Advanced Systems 
(NAS) and Hewlett-Packard. The IBM mainframe handles 
the exchange's back-office data processing, providing re- 
ports, contract notes and listings. The NAS system, designed 
to handle data in exactly the same way, is a backup. 
The Hewlett-Packard systems which will handle the trad- 
ing floor transactions are among the first Hewlett-Packard 


T: newly revamped Stock Exchange of Singapore 
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RE RR, pected growth of 40%. 

All but the 250 most active domestic stocks and 71 foreign 
stocks are traded on CORES. Top stocks are traded on the 
floor, and this summer the 100 less active of these will also 
be put on the computer system. About half the orders on 
CORES are matched automatically. Only when a buy order 
price and the last sale order price do not correspond is it 
necessary for the matching specialist clerks to intervene 
under the supervision of exchange staff. 

The main job of the exchange staff is to oversee and feed 
details of trading into other Hitachi systems for display on 
huge quotation boards on the walls of the exchange or termi- 
nals in brokers’ offices. Using CORES, members of the ex- 
change can place buy and sell orders from their office termi- 
nals, as well as receiving trading information. 

As the number of functions that a broker's terminal is ex- 
pected to perform increases, so does the need for “local intel- 
ligence" — the ability to carry out computer tasks at the ter- 
minal without using costly centralised computer time and re- 
sources. One solution is to attach a personal computer to the 
network of terminals so that information transferred from 
the main computer can be manipulated using the personal 
computer's power before being transmitted back to the 
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performance and long life reliability under a broad 
range of operating conditions. Dryers are built to 
require minimum maintenance and servicing. All 
dryers are fully automatic, self-contained units, 
shipped integrally mounted on a skid, prepiped 
and wired, ready to operate. 


Pneumatech’s product line includes: Regenerative 
desiccant dryers, non-cycling refrigerated dryers, 
air cooled liquids coolers, refrigerated. water 
chillers, air cooled and water cooled aftercoolers, 
coalescing filters, and automatic drain valves. 
Technology tranfers available. 


























































Technical representation throughout the Asia/Pacific region. Please 
direct inquiries to Gammex, Inc, P.O. Box 26708, Milwaukee, 
Wisconsin 53226, USA * Telex: 260371 * Fax: (608) 836-9201. 


GAMMEX RMI | Pat 


Your inquiry is invited: 






State Of Wisconsin — Asian Office 
18/F., Shun Ho Tower 
. 24-30 Ice House Street | 
- Central, Hong Kong 

















Serving the health care. MESE with advanced IEEQOOIIQIES since 1959. 
+ 1968 Gommex, inc. 
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These provide a hybrid solution and supply more compu- 
ter horsepower. They have local intelligence but can also 
draw on the resources of the processors that serve them with 
data and act as intermediaries to the main system. 

Sun Microsystems has recently entered the financial 
workstation market in Asia after three years in the US, offer- 
ing conventional and RISC systems. The company earns 
some US$50 million a year from financial workstations and 
competes mainly against offerings of personal computers and 
network-serving minicomputers from IBM, and workstation 
products from Digital Equipment Corp. 

Sun customers include the New York Stock Exchange, 
which uses its workstations to monitor trade movements to 
head off illegal trading. The London Stock Exchange uses 
Sun workstations for software development. 

According to Sun's director of marketing, Asia, Bruce 
Golden, Japan is embarking on technology transfer, buying 
equipment in the US and London and sending it back to 
Japan. Golden said trading in Tokyo was less competitive 
than on the London or New York exchanges, and was domi- 
nated by the top Japanese firms. “It is possible to have huge 
spreads on the Tokyo exchange and it can be very profitable 
without the technology. But they realise that this can last for 

nly another five vears at most, and that is why they are 
.ansferring technology.” 

The Kuala Lumpur exchange has a computerised clearing 
system running on IBM equipment. It has also begun using a 
shares information system broadcasting to. brokers. Data 
entry staff on the exchange floor type information into the 
Digital Equipment-based system. A Digital Equipment Vax 
minicomputer has replaced the American Wang com- 





uterised clearing system at the Securities Exchange of Thai- 
and, and US technology is favoured for the automation of 
the Manila and Makati exchanges in the Philippines. 


Wisconsin is a state with a highly developed economy. Located in the heartland of the United States, the diversified 
economy produces nearly $62 billion in manufactured goods, and more than $5.1 billion of agricultural outputs. The 
State of Wisconsin offers a wide range of advanced technologies and products, as illustrated by the following com- > 


panies: 


system. The alternative is to use workstations. 
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| lic confidence in nuclear power. It was damaged still furthe 










NUCLEAR POWER 
US reactor design 
dominates Asian 





industry 
ne classic example of US technology that has taken | - 
O firm root in Asia in general, and Japan in particular, is ee 
nuclear power. Specifically, a Westinghouse design | _ 
known as the pressurised water reactor (PWR), has become | 
the dominant nuclear power plant, both in Asia and 
worldwide, e 
Work began on Japan's first PWR, Kansai Electric | _ 
Power's Mihama #1, just over 20 years ago. Mihama #1 was | 
completed in 1970, just in time to provide power for an inter- | 
national exposition in Osaka. It was the dawn, it seemed, ofa: 
new era for the Japanese power industry, Two years later. 
however, things began to go seriously wrong with Mihama 
#1 and its sister reactors. In 1974 Mihama #1 was shut down 
and remained out of commission for nine vears. 0 O EW 
Beset by problems, Japan’s remaining PWRs limped 
along in the late 1970s at just over 40% of capacity. On the 
other side of the country, Tokyo Electric Power was havin: 
similar problems with its boiling water reactors (designed by 
General Electric), The problems seriously undermined pub 
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Donohue & Associates Inc. — Consulting engineers in pollution control and waste management. 
Dorner Mfg. Corp. — Supplier of advanced conveyor systems for industrial and manufacturing precision assembly. =q- 
Pneumatech, Inc. — Manufacturer of moisture separators; removing moisture from compressed air is crucial to | 


many industrial processes. 


Gammex, Inc. — A high-tech manufacturer of precision laser instruments that increase medical accuracy and speed, . | 


for the benefit of patient and hospital. 


These companies are only a few examples of Wisconsin industrial strength. Wisconsin companies maintain a strong |- 
presence throughout Asia. Wisconsin is ranked first in the U.S. in the biotechnological research, with superior edu- : v 
cation and research facilities forming a strong high-tech base. Conventional industries, such as autos, castings, food | 
processing, paper, and steel, to name only a few, are active marketers of their advanced products to many countries 


outside of the U.S. 


For information on any Wisconsin companies, and available products and services, please contact: 


Mr. Chung-Man Ng 


Director — Pacific & Asian Operations 


Dept. of Development 

State of Wisconsin 

18/F., Shun Ho Tower 

24-30 Ice House Street 

Central, Hong Kong 

Tel: 5-245181 . Fax: 5-8105490 


Tix: 72091 FAREX HX 
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when, in 1976, it came to light that an accident at Mihama 
three years earlier had gone unreported. 

. This was the opportunity the opposition had been waiting 
for. They called for an end to nuclear power generation while 
there were still only a few reactors in operation. At one 
point, criticism became so severe and the problems so 
numerous that the president of Kansai Electric was reported- 
ly ready to abandon nuclear power. 

Clearly, if nuclear energy was to have a future in Japan, 
drastic action would have to be taken. It was, with a 
thoroughness that says much for the single-minded way the 
Japanese approach technology in general. 

Above all, the action was a joint effort. The government 
called in the utilities and the manufacturers of nuclear plants, 
and together they drew up a programme of improvement and 
standardisation, divided into three phases, the last of which 
ended two years ago. Proof of its success is that today in 
Japan there are 16 PWRs operating (of a total of 33 nuclear 
power plants), five more are being built and three more are 
planned. 

These reactors now run at effectively 100% capacity, have 
fewer unplanned shutdowns than PWRs in any other coun- 
try, and each year expose their workers to just a tiny fraction 
of the minimum allowable dose of radiation. New plants are 
being built in record time — 60 months or less from site exca- 


were at their bleakest. In the 1950s, the Japanese had felt that 
their dependence on imported fuel would be reduced by de- 
veloping nuclear technology indigenously. Ultimately, it was 
hoped, Japan would become self-sufficient in energy, thanks 
to nuclear power in the form of fast breeder reactors and a 
closed fuel cycle. 

Opposition was initially stiff, but once fears that nuclear 
power might used for military purposes had been allayed, the 
way was clear for the development of nuclear energy to begin 
— on condition that it was 10096 safe. 

In other countries, checks and inspections of reactors are 
carried out relatively quickly during refuelling. In Japan, reg- 
ulations are stricter, requiring an extremely thorough exami- 
nation and preventative maintenance which takes 2-3 months 
à year to perform (which explains why the capacity factor is 
effectively, rather than actually, 10096 ). 

Should a problem occur during operation, the reactor is 
obliged to shut down immediately. The regulations stipulate 
that it is not allowed to restart until the problem had been un- 
derstood and the cause eliminated. 

At first, the Japanese had to import their reactor techno- 
logy. In the early stages, it looked as though the British gas- 
cooled reactor design would be adopted, and indeed Japan's 
first commercial reactor — a 125mW model which went into 
operation at Tokai north of Tokyo in 1966 — was of this type 

Subsequently, however, the Japanese opted instead fo. 
US-designed light water reactors on the grounds that they 
would be cheaper to run 





vation to start-up — within 
or under budget. 

In addition to clearing 
up the problems that beset 
the first generation of Ja- 
panese light water reac- 
tors, the government's 
programme has also pro- 
duced blueprints for -a 
new generation of light 
water reactors for the 
coming century. These, 
it is claimed, will work 
better than their predeces- 
sors in almost every re- 
spect; they will moreover 
make Japan a world leader 
in nuclear power technol- 
Ogy. 

One remarkable thing. 





Unloading spent fuel: strict precautions. 


and less hazardous in the 
event of a severe earth- 
quake. At this point, 
utilities and plant builders 
divided into two camps, 
Tokyo Electric Power, 
Hitachi and Toshiba 
plumping for General 
Electric's boiling water 
reactor; Kansai Electric 
(which serves Osaka and 
Kyoto) and Mitsubishi 
Heavy Industries going 
for Westinghouse's pres- 
surised water reactor. 

The Japanese thought 
they were paying for 
proven technology. As it 
turned out, however, they 
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though, is that the Japan- 
ese ever went in for nuclear power in the first place. After all, 
had they not within recent memory been the victims of 
atomic bombs? Well, ves they had. But the Japanese are an 
exceptionally curious, not to mention competitive lot, and 
they were loath to be left out of any major technological en- 
deavour. 

A Japanese delegation attended the first International 
Conference on the Peaceful Uses of Atomic Energy in 
Geneva in 1955. One of the delegates was the then 36-vear- 
old Yasuhiro Nakasone, who went on to become the chair- 
man of the Japanese Atomic Energy Commission, which was 
formed in 1956. He remained a leading promoter of nuclear 
power through stints during the 1970s as minister of the two 
organs most concerned with its development, the Science 
and Technology Agency, which handles nuclear research, 
and the Ministry of International Trade and Industry (Miti) 
which handles its commercialisation. 

One of Nakasone's earliest and most important achieve- 
ments was to make sure that the potential benefits of nuclear 
energy were widely discussed in Japan. Of these, the most at- 
tractive was the prospect of reducing dependence on fossil 
fuels, of which Japan has proportionately far less than any 
other industrialised country. 

The oil crises of the 1970s came as a profound psychologi- 
cal shock to Japan, and gave the Japanese a powerful motive 
for persevering with nuclear power even when its prospects 
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had bought a pig in a poke. 
When things started to go wrong, they quickly found th: 
running to the Americans for help took too long and some 
times produced unsatisfactory answers. Instead, they were 
forced to go back to the basics to determine and eliminate the 
causes of the problems themselves (see box). 


y doing so, the Japanese had several factors working in 

their favour. For one thing, they were fortunate in that 

the nuclear regulatory body, Miti, was also responsible 
for promoting the development of the nuclear power indus- 
try. For another, as is usual in Japan, government and indus- 
try cooperate closely — Miti does not need to order com- 
panies to do something, it merely issues "administrative 
guidelines," which are almost always complied with. 

In addition, Japanese utilities — especially those serving 
Tokyo and Osaka — are relatively large, thus (unlike the 
smaller US power companies) can afford to shut their reac- 
tors down for extended periods. They are also private com- 
panies, which regard their plants as financial assets intended 
to generate a profit (though not, it should be said, at the ex- 
pense of the health of their workers — for Japanese com- 
panies are nothing if not paternalistic). 

In 1975, Miti embarked on a 10-year plan for the improve- 
ment and standardisation of light water reactors. To do the 
necessary research, in 1976 Miti established the Nuclear 
Power Engineering Test Centre (whose four laboratories in- 


7 JULY 1988 e FAR EASTERN ECONOMIC REVIEW 





Headquarters Hotel Seoul Summer Olympics '88 
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The Shilla Hotel Salutes the 161 Most Important Reasons 
the World Needs the Olympics 





Imagine. 
This year in Seoul, Korea, 161 nations will be 
united under one flag. 
The Olympic flag. 
Imagine. 

For 16 days in September and October 
politics, ideologies, inflation, trade disputes, 
racial prejudice and religious differences 
will take a backseat to an ideal. 

The Olympic ideal. 

The Shilla Hotel is proud to be a part of this 
historic moment. 

Proud to be the official IOC Headquarters Hotel 
for the 1988 Summer Olympic Games. 
Imagine, this September 161 nations 
will prove peace is still a workable idea 
even if it's only for 16 days. 

But, it is a start. 


x 
Kovel Shilla 


202, 2-Ga, Jangchung-Dong, Chung-Ku, Seoul, Korea 
Tel: 233-3131, Cable: HOTEL SHILLA, C.P.O. Box: 7000, Tlx: SHILLA K24160, Fax: 233-5073 


A Member of ThéJeading Hotels of thé Workf" 
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There's nothing wrong with pure, unrestrained 
power. As long as it’s on your side. 

Maybe that's why the Macintosh? II personal 
computer is making so many friends in business. 

Especially with people who are used to 
computing at full throttle. 

Now, to help you appreciate the power of 
Macintosh II, glance right. 

This will give you a good idea of what you d 
be seeing if you had one sitting on your desk 
in living colour. 

(Bear in mind, this is only the tip of the 
iceberg. With Macintosh II, you can choose from 
over 16 million colours.) 

Thanks to our new MultiFinder™, the 
Macintosh multitasking operating system, the 
windows on screen aren't decorative. Each programme 
is fully functional. 

Which means you can cut and paste from 
one to another without breaking stride. No exiting. 
No restarting. 

As for the programmes on screen, they were 
chosen to make a point. That being, Macintosh Il 
gives you access to the most sophisticated software 
in business today. 

Like HyperCard™, Apples revolutionary way 
of letting you create inter-related "stacks" of 
information — in this case, a calendar linked to 
phone books and client records. 

And Fourth Dimension, an entirely new way 
to organize databases graphically. 

As for a spreadsheet function, we're not just 
running the powerful Macintosh programme, Excel. 

We're also running Lotus 1-2-3, of MS-DOS 
fame. The idea is that you can now use Macintosh 
II to transfer your existing 1-2-3 files, so that you 
can use Excel for a more powerful analysis and 
graphic exploration. 
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Western US Central US Eastern US 


‘oundry Projections 

Standard $354 .621 $247 558 $374,854 
Single Alloy $424 .965 $324,251 $532,421 
-= 3 step process $147,632 $59,874 $148,857 
= 4 step process $187,356 $37. $282,154 
Multi Alloy $487,626 $394. 

- 3 step process $184,321 $97,536 
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Going a step further, Macintosh II can easily 
work hand-in-hand with MS-DOS computers on an 
office network. 

In fact, with six 32-bit expansion slots, it's 
open to just about everything. Whether it's the 
ability to run alternate operating systems, address 
gigabytes of memory, talk to a mainframe or tie 
into Ethernet. 

Running the whole show is Motorola's 
thundering 68020 processing chip. 

As standard equipment, theres also a math 
co-processor. So now, rather than being blindingly 
fast, you can be ridiculously fast. Faster, even, than 
the hottest 386 computer". 

And Macintosh II has a built-in hard disk that 
holds up to 80 megabytes — with the quickest access 
time to any hard disk ever tested by /nfoWorld. 

But it's important to note that despite its 
superpowerful attributes, Macintosh II is, by no 
coincidence, a Macintosh. 

Offering one consistent, graphical way of 
working from one programme to the next. And in 
the process, offering an excellent means of cutting 
training costs substantially. Just like its close relative, 
the expandable Macintosh SE. 

If you re not content with the powers-that- 
be, you might sit down in front of a real live 
Macintosh Il. 

To do that, you need only visit an authorized 
Macintosh reseller for your own hands-on 
demonstration. 

The world may not immediately change. But 
you should feel a significant shift in the balance of 
power. 


EA 


— 
Thepowertobeyour best. 


Far East Regional Head Office — Hong Kong: Apple Computer 
International Lid. 58442400. Far East Distributors — China: Atoctec 
Systems Lid. (852) 5-221131 Sum Business Machines Ud (852) 5-255803 
Guam: Marianas Electronics 472-6208 Hong Kong. Apple Com, 
International Lid. 58442400. India: Raba Contei (P) Lid. 11-651565 
Indonesia. Votra (Singapore) Pte Lid. 65-2801688 Korea. Elex Computer. 
Inc. 2-783-0401-5 Malaysia: Unipbone 34572033 Pülistan: Business 
Automation 528077 Pbilippimes Distributor DPS! 28189343 

Singapore: Diversitec 468-3888 Taiwan: Yung Foong Universal 27130173 
Thailand: Sabaviriya System Co. 2-2360295 


Inc. Excel and MS-DOS are registered trademarks of Microsoft Corp. Lotus and 1-2-3 are registered trademarks of Lotus Development Corp 
ors are also avatlable from Apple and otber manufacturers * This, according to benchmark data reported by InfoWorld in its June 8, 1987 issue 


Just a few of our business centers. 


e Akron-Canton, Ohio 

e Albany, New York 

e Albuquerque, New Mexico 

e Allentown-Bethlehem- 
Easton, Pennsylvania 

e Anchorage, Alaska 

e Atlanta, Georgia 

€ Auckland, New Zealand 

e Austin, Texas 

e Baltimore, Maryland 

e Bangkok, Thailand 

e Bangor, Maine 

e Beijing (Peking), PRC 

e Billings, Montana 

e Birmingham, Alabama 

e Boise, Idaho 

e Boston, Massachusetts 

e Buffalo, New York 

e Burbank, California 

e Burlington, Vermont 

e Calgary/Banff, Canada 

e Cancun, Mexico 


e Cedar Rapids/lowa City, lowa 


e Charleston, South Carolina 
è Charlotte, North Carolina 


CHICAGO 


e Chicago, Illinois 
e Chicago, Illinois 


— O'Hare International Airport 


e Cincinnati, Ohio 

e Cleveland, Ohio 

e Colorado Springs, Colorado 
e Columbia, South Carolina 

e Columbus, Ohio 

e Cozumel, Mexico 

e Dallas/Ft. Worth, Texas 

e Dayton, Ohio 


DENVER 


e Denver, Colorado 

e Des Moines, lowa 

e Detroit, Michigan 

e El Paso, Texas 

e Eugene, Oregon 

e Fairbanks, Alaska 

e Fargo, North Dakota 

e Fort Lauderdale/ 
Hollywood, Florida 

e Fort Myers, Florida 

e Fresno, California 

e Grand Rapids, Michigan 

e Great Falls, Montana 

e Greensboro/High Point/ 
Winston-Salem, 
North Carolina 

e Gunnison, Colorado 

e Harrisburg, Pennsylvania 

e Hartford, Connecticut/ 


e Hong Kong 


HONOLULU 


e Honolulu, Hawaii 


e Houston, Texas Int'l Airport 


e Huntsville, Alabama 
e Indianapolis, Indiana 















e Jackson, Mississippi 
e Jacksonville, Florida 
e Kahului, Maui, Hawaii 
e Kansas City, Missouri 
e Klamath Falls, Oregon 
e Knoxville, Tennessee 


e Kona, Hawaii 


e Las Vegas, Nevada 

e Lihue, Kauai, Hawaii 

e Lincoln, Nebraska 

e Little Rock, Arkansas 
e Long Beach, California 


LOS ANGELES 


e Los Angeles, California 
è Louisville, Kentucky 
e Madison, Wisconsin 


e Manchester, 


New Hampshire 
e Manila, Philippines 
e Medford, Oregon 
Springfield, Massachusetts e Melbourne, Australia 
e Memphis, Tennessee 
e Miami, Florida 
e Milwaukee, Wisconsin 
e Minneapolis/St. Paul, 


Minnesota 


e Moline, Illinois 
e Monterey, California 


MILES NO.1 












You never know where business will take you. But if it's 
anywhere in America, you'll always know exactly how to 


get there. 


Just fly United. Because United serves more of the U.S. 


than any other airline. 


It all starts with convenient service to the States from 13 
cities in Asia and the Pacific. Including nonstop flights from 
Tokyo, Osaka, Seoul, Hong Kong, Sydney and Auckland. 

The next time you travel to America, fly with the airline 
whose gateways and hub cities lead to business centers both 


large and small. 


Call your travel agent or United. And fly the friendly skies. 


e Nashville, Tennessee 
e Nassau, Bahamas 
e New Orleans, Louisiana 


NEW YORK 


e New York, New York 

e J.F. Kennedy Airport 

e LaGuardia Airport 
e Newark, New Jersey 
e Norfolk/Portsmouth, Virginia 
e Oakland, California 
e Oklahoma City, Oklahoma 
e Omaha, Nebraska 
e Ontario, California 
e Orange County, California 
e Orlando, Florida 
e Osaka, Japan 
e Palm Springs, California 
e Peoria/Bloomington, Illinois 
e Philadelphia, Pennsylvania 
e Phoenix, Arizona 
e Pittsburgh, Pennsylvania 
e Portland, Maine 
e Portland, Oregon 
e Providence, Rhode Island 


® Rapid City, South Dakota 
® Reno/Tahoe, Nevada 
® Richmond, Virginia 
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MILES NO.2 


e Raleigh-Durham, North Carolina 


e Rochester, New York 
e Sacramento, California 
(Metropolitan Airport) 

e Saginaw/Midland/ 
Bay City, Michigan 

è St. Louis, Missouri 

e Salt Lake City, Utah 

e San Antonio, Texas 

e San Diego, California 


SAN FRANCISCO 


e San Francisco, California 

e San Jose, California 

e Santa Barbara, California 

e Sarasota/Bradenton, Florida 
e Savannah, Georgia 


SEATTLE 


e Seattle-Tacoma, Washington 

e Seoul, Korea 

e Shanghai, PRC 

e Singapore 

e Sioux City, lowa 

e Sioux Falls, South Dakota 

e Spokane, Washington 

e Sydney, Australia 

e Syracuse, New York 

e Taipei, Taiwan 

è Tampa/St. Petersburg/ 
Clearwater, Florida 

€ Tokyo, Japan 

e Toronto, Canada 

e Tucson, Arizona 

è Tulsa, Oklahoma 

e Vancouver, Canada 


WASHINGTON, D.C. 


e Washington, D.C. 
e Washington, D.C. 

National Airport 
e Dulles Airport, D.C.-Virginia 
e West Palm Beach, Florida 
e White Plains, New York 
e Wichita, Kansas 


Routes and schedules are subject to change 


UNITED 


UNITED RESERVATIONS AND INFORMATION 


e TOKYO (03) 817-4411 € OSAKA (06) 271-5951 e NAGOYA (052) 571-5488 

e SEOUL (02) 757-1691 € BEIJING (01) 5128888 @ SHANGHAI (021) 553333 

€ HONG KONG (05) 810-4888 e TAIPEI (02) 735-8868 € MANILA (02) 818-5421/25 
e SINGAPORE 220-0711 € BANGKOK (02) 253-0558 

€ KUALA LUMPUR (03) 2611433 @ JAKARTA (021) 361707 

e AUCKLAND (9) 793-800 e SYDNEY (2) 233-1111 € MELBOURNE (3) 602-2544 
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clude one at Tadotsu, on the southern island of Shikoku, 
which runs the largest earthquake simulator in the world). 

The plan's main goal was to increase the capacity factor of 
light water reactors. Its other goals included: 
» Shortening plant construction time by increased use of 
prefabrication and modular construction. The use, for exam- 

le, of giant mobile cranes able to hoist hundreds of tonnes 
as meant that reactor vessels can now be manufactured in 

fewer modules, reducing on-site installation time by several 
months. A good example of prefabrication is preshaped 
pipes, which need far less on-site welding. 
» Shortening inspection time, by designing more spacious 
plants that were easier to inspect, that did not, for instance, 
require inspectors to crawl under valves to reach the mS. 
as had been the case with the first generation of reactors. To 
help anticipate such problems, plant manufacturers con- 
struct 1:25-scale engineering models. 
» Reducing the amount of radiation to which workers were 
exposed (utilities compete among themselves for whose 
workers are exposed to the least). Radiation exposure 
peaked in 1976, and has been declining ever since, due to im- 
provements in plants and inspection procedures. 

The Japanese also set out to improve on Westinghouse's 
€ For example, in the original reactors, extensive use 

d been made of austenitic stainless steel. Though this type 
-. Steel is more resistant to ordinary corrosion than ferritic 
stainless steel, it is also susceptible to stress corrosion. By 
taking this factor into ac- " 
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du 


count at the design stage, 
the Japanese were able to 
ensure that places suscep- 
tible to stress corrosion 
were easy to repair. 

They also applied cold 
water to the inside of 
pipes during welding, 
causing compressive stress 
on the inside of the weld 
instead of the usual tensile 
stress. Since the former, 
unlike the latter, is im- 
mune to stress corrosion, 
this has greatly reduced 
damage to the inside of 
pipes. 

But improvements in 
design and good work- 
manship represent only 

e side of the Japanese nuclear power industry's success 
aury. Equally, if not more important is, having built the 
plants, how the Japanese go about running them. For, as 
Akira Sugawara, sies duscipt of Miti's nuclear power 
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Control room: long training period. 


safety adminstration division, points out, “design is a matter 
of technology — but in operation, the cultural weight is quite 
high.” 


epresentatives from seven US utilities who toured 
Japanese nuclear power plants a couple of years ago 
came to a similar conclusion. They concluded that “the 
differences between nuclear power operations in Japan and 
the US were as much cultural as technical.” 

In support of this conclusion, the delegation noted that 
“there is virtually no turnover [of labour] in Japan's electric 
utility industry . . . as a result of lifetime employment, invest- 
ments in employee training and cross-training reap high re- 
turns. Many employees gain broad knowledge about their or- 
ganisations and are qualified to perform numerous jobs. 

"A family relationship exists at Japanese utilities . . . 
[which] nurtures a strong employee commitment to the com- 
pany and a big-picture point of view. Employees rethink 
their work and question procedures to ensure that overall 
company — rather than personal — goals are achieved." 

Another point that impressed the Americans was 
the closeness of the relationship between the plant 
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and its manufacturer and maintenance contractors. 

A visit to Mihama confirms the Americans’ conclusions. 
Picturesquely located at one end of a small bay in the middle 
of which is a tourist beach, Mihama is today a showcase 
which bears no scars of its troubled past. Outside the plant 
are meticulously-kept flower beds; inside, in the control 
room, meticulously-arranged flower bowls. One of the first 
things to catch the visitor's eye is a sign bearing the letters 
TOC, which stand for total quality control. 

A company-wide effort introduced in 1980, the TOC sys- 
tem is taken very seriously at Mihama. As Kenji Okada, 
manager of nuclear power operation at the plant explains, 
"we have five shifts, with 14-15 people to a shift, and each 
makes its own quality control circle." 

The accumulated results of years of such activities are 
everywhere in evidence. In the control room, for example, 
all switches are colour-coded by level of importance. An 
orange indicator beside a warning light means that if this 
warning goes off, it must be reported to the shift supervisor 
immediately. 

The biggest task for operators is checking, making rec- 
ords, confirming that pumps are in working order. The 
plant's diesel generator must be run once a month; but it 
must not be left running. To prevent this happening. the 
generator's switch has a special perspex cover which must be 
opened to pull out the 
switch. It cannot be closed 
while the switch is in the 
pulled-out position, enabl- 
ing the operator to tell at 
a glance whether the 
generator is running. 
Other critical switches are 
similarly covered. 

But are such examples 
trivial? Miti's Sugawara 
says: "If a big accident 
happens, there may be 
three major failures re- 
sponsible; behind them, 
there may be 30 lesser fail- 
ures; and behind them, 
300 even smaller failures. 
We believe that b 
eliminating the 300 small- 
er failures, we can prevent 
the one big one. That is the Japanese way." 

Could a Three Mile Island or Chernobyl accident happen 
in Japan? Yes, say the critics, because obedient operators 
will faithfully carry out stupid orders. No, says Sugawara, be- 
cause the division which has the ultimate say in the Japanese 
system is the power plant itself. 

All plant operators at a Japanese nuclear power plant 
start at the bottom and work up the ladder. It takes about 10 
years to become a shift supervisor, and during that time train- 
ing is continuous. The result is that experience is not limited 
to one part of the operation; juniors expect their seniors to 
know every nook and cranny of the machine. 

Operation at Mihama #3 has been suspended only three 
times in 10 years of service. Such extremely low failure rates 
are something to be proud of, but they also pose an unex- 

ected problem, as Okada, the operation manager at 
Mihama explains: “In a sense, our level of technical know- 
ledge has dropped, because we don’t have enough accidents 
to pi operators’ skills in dealing with them.” 

For all this success, several question marks hang over the 
future of nuclear power in Japan, including finding new sites. 
Protests by the anti-nuclear movement and groups of local 
residents and fishermen have meant that the utilities have not 
been able to get licenses to build on new sites. 

A second, and potentially more serious problem for the 
industry's immediate future, is overcapacity. Opponents of 
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nuclear power claim that even at peak periods, there is al- 
ready more than 30% excess generation capacity in Japan — 
and therefore no need to build more plants. 

Demand for electricity has not grown as rapidly as Miti ex- 
pected, causing the ministry to lower its forecasts for nuclear 
power generation in 2000 from 62 million kW to 50 million 


kW (the current figure is around 25 million kW, with a 
further 18 million kW on the way from new light water reac- 
tors. However, the new estimate still represents a doubling in 
present capacity and an increase in the ratio of nuclear gener- 
ated power from the current 25% to 40%. 

This ratio increase means the introduction of adapat- 
ed technology for the new generation of light water react- 
ors. 
ly to generate a static “base” load, the next generation will 
be required to “follow” the load dynamically — that is, to 
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While current reactors run more or less continuous- | 


start up quickly and respond rapidly to changes in demand. 

Mitsubishi's design for an advanced PWR is based on a 
mechanical spectral shift type reactor originally proposed by 
Westinghouse. In such a reactor, the spectrum of the neut- 
rons emitted during fission — the core's output of energy — 
can be controlled by varying the amount of moderator (the 
material used to slow the neutrons down). 

Shigeyoshi Ogura, general manager of Mitsubishi's 
APWR development office, says that after extensive testing 
at the Nuclear Power Engineering Test Centre's Takasago 
laboratory, all design objectives have been met. Although 
the technology is all dressed up, however, it has as yet 
nowhere to go. "We are ready to sell," says Ogura, "but no 
sites are ready." 

In the long term, Ogura has little cause for concern. Given 
the amount of effort the Japanese power industry has put into 


| getting PWRs to work efficiently, it seems highly unlikely 


that it will give up on them now. — Bob Johnstone 
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sequently in Mihama #2. This came as 
a nasty surprise to the Japanese, who 
had been inclined to blame poor work- 


'.manship in Mihama #1’s US-made 


generator as the cause of the leaks. 
Since Mihama 72's generator was en- 


tirely made in Japan, however, this ex- 


«use was no longer tenable. 


Westinghouse explained that. the 


-< pinholes-were caused by stress-corro- 


sion cracking. The Japanese were not 
satisfied with this explanation because 


"they had found oxide film around the 


pinholes, and suspected that it. might 


"have been caused by the phosphoric 


acid used as a water treatment in the 


^ secondary system. 


|... that the repeated drying of the tube’s . 
|. surface as the secondary water boiled. 
WAS. allowing the phosphoric acid — inga 
. which did not vaporise along with the —:. 
pou — -to ) condense and concentrate. -th 








Mitsubishi performed an experi- 
ment to test this hypothesis. It trans- 
pired that what was happening was 
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ered that radioac- " ec 


d lea ito the steam generator. — 
: The reactor vas immediately stopped. | 
. and the leaky tube replaced. 
Res 1974, more leaks | from |. 
.— “pinholes. in the tubes were found to 
shave occurred i in Mihama #1 and sub- 












due: not "necessarii | 10 
performance. ‘The so-called. plu 


ratio is highest at Mihama #1, where. 


over 25% of the tubes have been plug- 
ged (the next highest is 15%). Although 
this ratio approaches the acceptable 
limit, the authorities reckon that the 
plant will still manage to complete its 
30-year term of service without any re- 
duction in output... 

Another. problem that was first 
noticed in Japan at Mihama was col- 


lapsing fuel tubes. This happened be- 


cause, after burning, uranium fuel pel- 
lets. shrink and densify, sometimes 
causing other pellets in the fuel stack to 


get stuck in their cladding tube. A gap. 


opens up between pellets, allowing the 
high external pressure to collapse the 
tube. 


-Part of the remedy here was to pres- E 
surise the inside of the tube, thus re- 
ducing the. pressure differential. The " 
other part. was s to ? develop - by se 










elect- now that it was actually 
ibution . experience, because uring those years, — 
ing we wer able almost. to eliminate the a 
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"A i ‘second problem with fuel rads 


was bowing. This was undesirable be- 


cause, in extreme cases, bowing could . 
"bring rods into contact with each other, . 
hampering heat removal and causing - 
| excessive local heating, ultimately tead- l 
be pice to fuel failüre.- ds "on 


utility insisted that the breakage had 
been caused by mishandling during re- 
moval of the fuel assembly. In fact, a 
small clearance had opened up within 
the. core between the rods and the 
heavy steel baffle plate. - 


The clearance was found to have re- 
sulted from the emergence of residual. 
stress created during the manufacture — 
of the baffle plate. The solution was to- 
get rid of the stress by hammering the 
-position closest to the clearance. To de- 
tect clearances, Kansai Electric. de- 
veloped a special measuring gauge. 


Looking back on this catalogue of 
problems, Yoshitsugu Mishima, who 


was chairman of the Nuclear Regulat- 
-ory Commission's reactor safety advis- 


ory committee 1968-79, says he thinks 
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uU. A third i prctien ath fuel coda; the E 
pein ng z one which caused all the furore because _ 
tor’s. . Kansai Electric failed to report it, was 
breakage. In April 1973, two. broken. ; 
fuel rods were discovered i in a periodic - 
inspection at Mihama #1. Initially, the 
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The great 
debate: cable 








versus Satellite 
A 


sia’s 11% growth in demand for telecommunications 
equipment and services is higher than in any other 
region of the world, Jacqueline Ganim, Asia/Pacific 
managing director of the US company Nynex International, 
sees the growth as a demonstration of the growing recogni- 
tion of the significance of telecommunications to developing 
economies. 





"As the service sector overtakes manufacturing as the - 


major source of revenue and employment, telecommunica- 
tions emerges as one of the most important revenue 


_ generators,” she says, adding that telecommunications costs 


ire 1096 of the operating costs of US commercial banks, and 
.ome 5596 of retail sales in the US are contracted by tele- 
phone. 

Asia is beginning to move in the same direction. In- 
donesia's network is being improved; telecommunications 
spending in the Philippines is on the rise; Malaysia has install- 
ed a completely automatic mobile telephone system, and 
satellite communications links are in place around the re- 
gion. E 
Three Asian countries — Japan, South Korea and Taiwan 
— rank among the world's top 20 telecommunications spend- 
ers. This year Japan will spend US$24.1 billion on telecom- 
munications, 13% more than 1987. South Korea will spend 
US$1.8 billion, a rise of 20% , while Taiwan will outlay USS1 
billion, a rise of 28% on 1987, . E 

Fuelling this growth is the trend towards globalisation of 
markets, particularly financial markets, itself partly a result 


' of the development of cable and satellite communications. 


The US is spearheading developments in cable communi- 
cations. American Telephone and Telegraph (AT&T) is 
boosting the capacity of its transoceanic cable networks. 
These form part of AT&T's nascent Worldwide Intelligent 
Network (WIN) which in 1987 carried 75 million telephone 
calls a day, of which 2.6 million were international. 

By 1990, according to AT&T deputy director F. P. Fahey, 
WIN will stretch over a 40,000-km route, including Europe, 
Hongkong and Japan. This year a fibre optic cable will be laid 
between California, Hawaii, Guam and Japan at an esti- 
mated cost of US$600 million. This 11,500-km cable will be 
able to handle 40,000 calls simultaneously, Fahey told dele- 
sates to the Communicasia telecommunications conference 
in Singapore last month. 

“With the Pacific link in place, joined by an extensive 
fibre network and the Atlantic link, complete fibre connec- 
tivity from Europe to Asia will be in place," Fahey said. The 
Pacific link will be extended to connect Guam, the Philip- 
pines and Taiwan by mid-1989. The fibre optic cable will be 
able to carry 20,000 calls, the same as the Far East link, which 
will tie Hongkong, Taiwan and South Korea. Beyond 1990, 
there are plans for a South Pacific link, an Asean link and a 
second Japan-US cable. 

The South Pacific network will have three segments. Aus- 
tralia will be linked to Guam by the Western cable section, 
known as PacRim West. Hawaii and New Zealand will be 
joined by PacRim East. The third cable, Tasman-2, will run 
between Australia and New Zealand and is scheduled to 
begin service in 1991. The Asean link will run between Singa- 
pore, Malaysia and the Philippines. 

The cables are laid by consortia. The PacRim links, for 








example, will be planned and laid. bya group including || 
TL . l és; l l EENE: 





AT&T, British Telecom, Australia’s Overseas Telecom- 


munications Commission, Japan's Kukoshi Denshin Denwa. | 


Co., New Zealand's Telecom Corp., Teleglobe Canada, the | 
US company MCI, and Hongkong's Cable and Wireless. ol 

Telecommunications partnerships interweave like coaxial | |. 
'able. Cable and Wireless has its own plans for a competing | 


fibre optic Global Digital Highway (GDH), forming al- | 
liances as and when required. One such agreement in the US. | 
is with Nynex, which is one of the seven divested Bell Tele- 


phone operating companies formerly attached to AT&T. E 
Cable and Wireless’ GDH link from Hongkong to Brie. | 


tain will employ the Intelsat satellite, using earth stations in. | 


Japan and Hongkong, according to Barry Moule, Cable and | 


Wireless director of marketing in the US, who adds: "While | 


there are attractions in completing this round-the-world net- | 
work by cable, the viability of such a route is questionable." | 
The decision is likely to add to the debate on the eco- | 


nomics of Asia-Pacific underseas cables. At Communicasia, | 
Bruno Miglio, a scientist with the US company Hughes Air- | 


craft, was critical of fibre optic cables as a regional telecom- | 


munications medium, saying: "Despite all the partisan | 
clamour for fibre optics, satellites generally have a clear eco- | 


nomic advantage, at least for long-distance transoceanie | 
routes.” E 
Miglio based his comments on cost per circuit year, amea- | 


sure derived from the ratio of the annual investment required. | 
for either medium to the number of circuits required in each. | 


network link in a given year. Miglio made calculations forthe | 
Pacific as a whole and for the Western subregion running 
from Japan down to Australasia. The model assumes 11% 
annual growth in traffic along two-way duplex circuits. — — 
The US-Japan link's cost per circuit year is US$88 millio 
— the initial investment spread over 25 years and financed at 
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8.5% a year — divided by the total Pacific traffic. In 1995 this 
is expected to be 24,000 circuits, giving a cost per circuit year 
of US$3,665. 

The cost per circuit year of a satellite is established by 
finding the ratio of annual revenue requirement and traffic 
flows. If a satellite is required to earn US$50 million during 
its 10-year life, with the same number of duplex circuits as the 
Japan-US cable, the circuit year cost would be US$2,100. 

If half the circuits were given over to the satellite and half 
to the cable, the satellite’s circuit year cost would be 
U$S$4,200 compared to US$7,330 for cable. On the shorter 
links in the Western Pacific subregion, Miglio said, satellites 
maintain an advantage on most routes with circuit year costs 
varying from 35-67% of cable when half the traffic is given to 
each medium. 

Miglio did concede that for short runs with high traffic 
levels, such as Hongkong-Philippines and Philippines- 
Taiwan, cables do well. “But for all other routes the shorter 
distances and lower investments of the cable runs are 
not sufficient to bring circuit costs below those of satel- 
lite.” 

Miglio estimated circuit year costs for 1995 for satellite 
links between Japan and Hongkong at US$4,080, compared 
to USS11,600 for cable. Using the same model, the circuit 
year cost of a Philippines-Hongkong cable in 1995 would be 
US$3,360, compared to US$4,400 for satellite. 

supporters of the satellite argument point out that Intel- 
sat gave international data communications its initial 
momentum in the early 1970s. AT&T reckons that data com- 
munications traffic — essential to the globalisation of mar- 
kets — is growing at 15-20% a year, though voice calls are 
still in the majority. 

Intelsat provided the first international data. It used a 
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technology that glories in the title of single channel per car- 
rier, pulse code modulation/phase shift key, multiple acce: 
demand assignment equipment, abbreviated — mercifully - 
as SPADE. 

The SPADE system allowed data to be transmitted at a 
rate of 56,000 bits of data a second (56K-bit/sec) between the 
Atlantic, Pacific and Indian oceans. As such'it allowed the 
blossoming of connectivity between computer networks in 
North America, Europe and the Far East. 

Besides entry into the Pacific satellite market mooted 
over the last year by US companies such as Panamsat, Orion 
and IRI, Intelsat is being given additional capacity to expand 


i rather difficult. However, in areas 


Dishing up reliable 
telecommunications 


where telephone conversation is not 
possible anyway, the alternative of con- 
versation via computer terminals holds 
appeal. 

While small dish groundstation 


i n countries such as India, Indonesia 
and China where geography and 
economy combine to hobble good tele- 
communications, relatively cheap and 
reliable data communications can be 
provided by small dish satellite 
links. 

The Indian Ministry of Telecom- 
munications recently ordered a net- 
work of 1,000 small dish groundsta- 
tions at a cost of US$6.5 million. The 
earth stations — built by the Califor- 
nia-based Contel ASC subsidiary 
Equatorial Communications Co. — 
will be used to form a remote area busi- 
ness network. As well as providing 
telex links to remote areas, the network 
will be used by Indian Railways and 
the government to link their com- 
puters. 

The deal follows the establishment 
of NICNet, a network of 160 micro 
earth stations and 200 microcompu- 
ters, by the Indian National Informa- 
tion Centre earlier this year. NICNet is 
expected to grow eventually to some 
5,000 earth stations. Signals from the 
earth stations will be bounced off Intel- 
sat to link government computer 
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centres and all state capitals and major 
cities. 

Intelsat is also used for one-way 
transmissions by the World Broadcast 
Service (WBS), a joint venture between 
Equatorial's sole Asian distributor, 
Equatorial Pacific International Co. 
(EPIC) and Hongkong’s Cable and 
Wireless. The satellite, in geostation- 
ary orbit, beams to an area stretching 
from Nagasaki to northern England. 

Among users of the WBS earth sta- 
tions is Xinhua, which has been able to 
send up-to-date news in Chinese 
characters to embassies within the 
satellite’s footprint. A second uplink 
for WBS is promised, using another 
satellite to provide coverage to the 
western Pacific including Australia 
and New Zealand. 

Australia’s Overseas Telecommuni- 
cations Commission has bought two 
groundstations for two-way data com- 
munications throughout the Indian 
and Pacific oceans, replacing such ear- 
lier links as high frequency radio, 
courier services and the post. While 
voice can be transmitted, the system 
does render normal conversation 


transmission speeds vary from 50- 
19,200 bits per second, transmission is 
usually at the 1,200 bits per second 
rate, considerably slower than trans- 
mission on larger dish systems. How- 
ever, the small dish systems offer the 
benefit of low initial cost relative to 
cabling or larger dish systems, together 
with ease of installations and high relia- 
bility. 

The US already has some 35,000 
small dish earth stations. The 1.8 m- 
diameter dishes can be installed in 
about 30 minutes and provide 99.95% 
network availability — higher than 
any cable network — according to 
EPIC. 

Says Michael Blair, senior executive 
vice-president of EPIC: “Fibre optics 
can provide backbone communications 
between major centres when you have 
large quantities of communications, 
but there is not the traffic density in 
most Asian countries for remote areas 
to warrant the installation of fibre op- 
tics. They require satellite communica- 
tions. It will be 100 years before some 
of the more remote areas of China get 
fibre optics.” — Francis Pearce 
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Fibre optic cable: argument over costs. 





international data transmission and telecommunications in 
the region. 

The delay in the US space programme that followed the 
explosion of the space shuttle C hallenger prompted satellite 
owners to find other means of putting their craft into space. 
In September 1987 China launched a Long March II carrier 
with a satellite of its own on board, and, for the first time, a 
piggybacking foreign satellite carrying two micro-gravity ex- 
perimental devices for the French company Matra. Accord- 
ing to China Daily, the operation was followed by applica- 
tons from 10 companies, including some from the US 

China is using fibre optic cabling and satellites as pi art of a 
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US$40 billion modernisation of its telecommunications sys- 
tems scheduled to continue until the end of the century. On 
the ground, AT&T has been competing with other suppliers, 
notably European suppliers such as L. M. Ericsson and Nix- 
dorf, for pole position in the switching markets. The prize is a 
foothold in the integrated digital services network (IDSN) 
that China will eventually use to carry voice, image and data 
traffic digitally. Although that goal is still years away — 

Singapore and Japan look likely to be first with IDSN as a 
public offering, while China is struggling with basic infra- 
structural problems — it is nevertheless a realisable one. 

Dr S. S. Kamal of California-based Spar Aerospace, 
which specialises in private satellite networks, said: “Integ- 
rated digital networks are not a luxury for first world coun- 
tries. lgnoring IDSN is a luxury no country can afford.” In 
Asia, Spar’s clients include The Asian Wall Street Journal, 
and the Indian and Indonesian telecommunications au- 
thorities. 

Key users of international networks, such as investment 
bankers, build their strategic advantage on a communica- 
tions infrastructure, according to Nynex vice-president for 
science and technology Casimir Skrzypczak, who told dele- 
gates at Communicasia: “The infrastructure usually includes 
major nodes throughout the world, interconnected via trans- 
mission links of various speeds and types. Current link 
speeds range from 9.6K-bit/sec to 45M-bit/sec [45 million bits 
per second] and the transmission medium can be copper, 
microwave, satellite or fibre. 

"When US investment banking houses open offices in 
London and Tokyo, they specifically recognise the need to 
support the interconnectivity of those offices with highly reli- 
able, highly interconnected telecommunications networks. " 
— Francis Pearce 
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Making it is one 
thing, selling 
it's another 


By Michael Westlake in Hongkong 
A: many developing nations it seems to be taken for 








granted that, having bought and learned to maintain 
various examples of aircraft and associated equip- 
ment designed and manufactured overseas, at some stage the 
local industry will have developed sufficient competence to 
strike out on its own — and that it will then become a proud 
symbol of national progress and of independence, achieving 
international recognition by selling its products overseas. 
Alas, though the desire is in many ways perfectly logical, 
the national wallet cannot stretch far enough, nor technical 
education spread wide enough or fast enough, to bring all of 
the subsidiary and supporting industries along at the same pace. 
The first part of the result is often a design team of un- 


China's Y7: development of Soviet design. 





doubtedly excellent competence being forced to lower its 
sights and create perfectly good plans for a training aircraft 
and then a small airliner set up to satisfy a very limited 
domestic requirement while making the most of limited local 
resources — and which is virtually unsaleable elsewhere. 

The second part of the result is that inconsistent quality 
control, both in materials being supplied from domestic 
sources and in the production line itself, produces machines 
which are deficient even when compared to the original de- 
sign specifications. They are thus uncertifiable elsewhere in 
addition to being unsaleable. 

And to add insult to injury, their deficiencies make them 
uneconomic to operate even in local terms — but the domes- 
tic airline or air force is forced to act as the major or only cus- 
tomer as à national flag-waving exercise, thus crippling the 
airline's attempts to upgrade its image among foreign tourists 
and its balance-sheet by purchasing more expensive but 
more economic and reliable aircraft from overseas. 

The history of aviation is littered with examples which can 
be seen to fit this pattern, either wholly or partially, many of 
them in the now developed world as well as in the developing 
nations. 
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But is there any way to break the pattern and to achieve all 
of the presumed national objectives of development of tech- 
nical education, industrial upgrading, fulfilment of military 
and civil aviation needs and expansion of overseas markets? 
Or is there a valid argument that, as technological develop- 
ment is necessarily hugely expensive and absorbs money 
which might be spent on other national needs, the money 
should be spent instead on pressing social items such as hous- 
ing, self-sufficiency in food and medicine, and the like? 

Even in the most simplistic terms, the answer to both 
questions must be a firm no. Taking the second question first, 
selling primary produce or materials overseas as a means of 
earning foreign exchange to pay for social needs such as 
housing and education in turn requires heavy expenditure on 
armed forces using foreign-made equipment and expertise to 
defend sovereignty. If the time comes when foreign elpis no 
longer welcome, local industries will be unable even to main- 
tain the foreign equipment, let alone increase its capabilities 
— as witness some Gulf states, particularly Iran. 

Again in answer to the second question, if a country sets 
up an education system to help to produce domestically a 
new generation of leaders in all fields, such an exercise is 
futile if there are no jobs for the new graduates — or if there 
is no similar desire to upgrade the local economy. 

In short, there is and must be a synergy between educa- 
tional, industrial and economic development in any nation, 
with individual nations having to adapt each sector to its 
needs at the planning stage — i.e., before the needs occur. 
Thus, paying attention to social needs alone will produce a 





nation of comfortable technological illiterates, with many 
potential markets permanently closed to them on both na- 
tional and personal levels — and a permanent need for for- 
eign help in coping with even the most basic technical mat- 
ters. 

As to the first question, the hard no needs a little qualifi- 
cation because every nation's needs and resources are differ- 
ent, though it seems unlikely that all the presumed desires 
can be satisfied at the same time. Imports of technology are 
inevitable at some stage of educational, industrial and eco- 
nomic development, and it can be argued that in fact they 
never stop in one form or another. 

To take some examples from the developed world, the 
cost of developing top-of-the-line military and civil aircraft is 
now so high that only the US, the Soviet Union and to a lesser 
extent France can afford to do so alone, and even their indus- 
tries face problems with defence budget reductions and soar- 
ing research expenses. 

Europe has found a partial answer in joint ventures of one 
kind or another — the Airbus group of Britain, France, West 
Germany, Spain and associates Holland and Belgium pro- 
ducing airliners; the Eurofighter group of Britain, Germany 
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and Italy designing a new fighter; the Panavia group of the 
same three partners producing the Tornado multi-role 
fighter, and other groupings with similar intentions. 

But aviation is a niche market, even at the top end — as 
witness the wide range of models offered by Boeing, McDon- 
nell Douglas and Airbus, and within this range lies a further 
series of different variations of each product designed to fit 
particular requirements. 

For a developing country, it is therefore an attractive idea 
to design and build an aircraft to fit exact needs using local re- 
sources as much as possible — or to compromise, and assem- 
ble locally a foreign-designed machine as a means of learning 
production quality control at a level acceptable overseas, 
with the intention of later going on to become involved in the 
design of new machines. 

Both these routes in one form or another have been cho- 
sen by various Asian countries at different times. To take just 
three examples: China, with its various locally assembled and 
now domestically produced and much modified versions of 
Soviet military and civil aircraft as well as its assembly and 
eventual limited co-production of MD82 airliners; India, 
with various locally designed and manufactured training and 
an attack aircraft, as well as locally assembled British 

awker Siddeley 748 airliners and European and Soviet 
" "ters, and Indonesia, with its CN235 small airliner co-de- 
red and built with Spain. 

One obvious question is; how many new trainers and 
small airliners aimed primarily at local niche markets can be 
sold either at home or abroad? The answer seems to be not 
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Indonesian CN235: certification problems in the US. 


many, as Japan found to its cost with its technically excellent 
YS11 turboprop airliner some years ago. Japan's aircraft in- 
dustry also labours under the constraint of being unable to 
sell military aircraft overseas, and though its aircraft industry 
is now producing the XT4 intermediate jet trainer — roughly 
equivalent to the British Aerospace Hawk and the Dassault- 
Breguet/Dornier ir ps Jet — it is looking to the US for its 
next step, which will take the General Dynamics F16 as the 
basis for development of a new fighter. 


part from the size of the market for a particular type 
of aircraft, there is also the question of internationally 


acceptable certification for overseas sales, a problem 

which both China and Indonesia need to solve. China has 

sought US Federal Aviation Authority (FAA) certification 

for its locally built Y7, a version of the Soviet Antonov 

An24, but despite help from Boeing with the bureaucratic re- 

quirements, there are problems with the quality control of 
materials which may prevent this being granted. 

Indonesia also faces FAA hurdles regarding certification 

of the locally built CN235, though for different reasons, The 

Spanish-built version of the machine has received FAA 


FAR EASTERN ECONOMIC REVIEW e 7 JULY 1988 





US TECHNOLOGY IN ASIA 


clearance, but the FAA is still not prepared to attach its name 
to the Indonesian-built machines because, it is claimed, it is 
not completely happy with the documentation of the produc- 
tion process. And in any case, there is not yet a bilateral US- 
Indonesian airworthiness agreement in place to permit such 
certification, though given Indonesia’s previous prowess 
with assembling West German BO105 helicopters and 
Spanish CN212 airliners, clearance may not be too long in 
coming. 

But a bigger question remains unanswered: having assem- 
bled and/or co-produced and even co-designed small military 
trainers/fighters and regional airliners, what next? The 
answer almost has to be joint ventures and sub-assembling — 
joint ventures such as the Chinese-West German MPC75, in 
which China is involved in the full process of design, manu- 
facturing, marketing and after-sales support with Mes- 
serschmitt-Bolkow Blohm of a 75-90 seat, state-of-the-art 

rop-fan airliner; and sub-assembly such as China (again) is 
involved in with several foreign companies, most notably 
producing vertical tailfins for Boeing 737 airliners, wing sec- 
tions for the French/Italian ATR42 airliner and various 
hatches and doors for other overseas manufacturers. 

Making whole aircraft is high-profile work, sexy in terms 
of public relations and, to continue the analogy, something of 
a symbol of a nation's masculinity. But, for a developing na- 
tion, the risk attached is that of being stuck at an inter- 
mediate level of imported technology with mere co-produc- 


tion work, or of having to re-invent the wheel if going it 
alone. 

But with both full joint-venture and sub-assembly work, 
especially as a risk-sharing partner in a project, there is an in- 
centive for both sides to get it right first time — plus the obvi- 
ous promise of higher levels of work in the future if all goes 
well. The downside is that both may be seen as perpetuating 
dependence on foreign sources and thus as offensive to na- 
tional pride. 

But in truth, there is little real independence in aircraft 
manufacturing — Boeing, for instance, has 250 non-US 
suppliers providing parts and sub-assemblies of all levels 
from sheet-metal work to complete sections of aircraft. It 
took Japan's industry 15 years to achieve the level of full 
partnership with Boeing in the 7J7 programme, which has 
since been postponed and may yet be cancelled. But this is 
the luck of the game — the point is that, given time, depen- 
dence on imported technology can be turned into a two-way 
street. The essential ingredient is patience, and a willingness 
to commit precious resources to a future industrial and eco- 
nomic return — not jumping headlong into limited projects 
which turn into traps. 
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COMPUTERS 
Asian sales a 


boost to US 
manufacturers 


By Francis Pearce in Hongkong 


oreign sales for US companies making computers 
and their components have become an increasingly 
important source of revenue. In the case of many of the 
largest corporations, the rest of the world contributes more 
than half their income and sales growth is fastest in Asia, al- 
beit from a low base. The combined economies of Hong- 
kong, South Korea, Singapore and Taiwan are smaller than 
California's, but their long-term potential is enormous. 

US computer companies began to focus more acutely on 
Asia in 1986 when the domestic US market slowed down. 
From 1972-85 computer hardware sales in the US enjoyed a 
compound annual growth rate of 18%. According to a report 
by the US Department of Commerce (DoC), the value of 
hardware shipments in 1986 dropped 4% . The Asian compu- 
ter market as a whole remained steady, and most of its con- 
stituent markets improved. 

The value of US hardware shipments in 1987 rose by 876 
and the DoC has predicted a further rise of 10% this year. 
The prediction was, however, based on information gathered 
before last October's stockmarket crash and on the basis of 
an expected 3.5% growth in US GNP, after allowing for 
inflation; while the National Association of Business 
Economists puts it closer to 2% . This means that the US com- 
puter market is more likely to grow at 6-876. By contrast, 
most Asian computer markets are 
expected to grow 15-20%. 

Bank of America senior 
economist Eric Nickerson, 
coauthor of the bank’s Economic 
and Business Outlook, predicts a 
13.8% growth in US exports this 
year. California, home of Silicon 
Valley, will export 21% more tech- 
nology this year, according to the 
bank, with half of the state’s total 
exports destined for Asian markets. 

US computer software com- 
panies are also paying closer at- 
tention to Asia, and the number 
of software companies establish- 
ing regional or local offices is 
growing. In 1985, for the first 
time, there were more people in 
the US involved in creating 
software than in building 
hardware. As hardware compo- 
nent prices fell and product stan- 
dardisation grew, it was software 
that began to give computer ven- 
dors their competitive edge. 

With the spread of computing, 
the smaller categories of compu- 
ters and the hardware to run on 
them provide the fastest market 
growth. Personal computers are 
now practically a commodity. In 
Asia, especially, cost and skill 
levels act as an extra catalyst to 
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personal computer sales. Until recently, however, US 
software companies have generally been wary of introducing 
their technology to the local market for fear of piracy — the 
bootlegging and illegal copying of programmes. 

Only the most elementary of computer skills are required 
to copy most personal computer programmes. It is common 
for computer discs to be passed around an office and their 
contents copied. Indeed, copied software is often given away 
with pirated computer systems, and the software vendors 
argue that each reproduction means a lost sale. 

Partly under pressure from the US, and partly to protect 
their own fledgling software industries, the main computer 
markets in Asia have all enacted or proposed legislation re- 
cently that will result in greater protection for US software 
technology. 

Although the scope of some of these laws is too narrow for 
complete comfort, the fact that they are on the books is en- 
couraging US software vendors to enter the market. In South 
Korea, where the market research organisation Interna- 
tional Data Corp (IDC) estimates that the computer market 
will grow 20% this year, an Ordinance of Software Protec- 
tion Legislation has been passed. The law applies to coun- 
tries that reciprocate protection, which includes the US, but 
demands that software authors furnish details of the contents 
of their programmes. Few companies would feel relax: 
about handing over proprietory technology, but this wou 
afford them some measure of legal protection about software 
plagiarism in the future. 

Taiwan extends copyright protection to US software 
under provisions of the 1946 standing Treaty of Friendship, 
Commerce and Navigation. Other foreigners have to register 
their software. The protection lasts for 30 years and penalties 
for infringement include jail sentences of up to five years. 
Taiwan has a fast-growing software industry of its own to pro- 
tect. 

Last year for the first time, Hongkong customs officials 
secured criminal convictions for copyright infringements fol- 
lowing raids on computer shops and warehouses throughout 
the colony — raids carried out at the request of lawyers work- 
ing for US software companies. While there were some com- 
plaints about the lightness of the 
resulting sentences, an important 
legal precedent was set. 

In Singapore, too, the first po- 
lice raids to follow the enactment 
of new copyright laws took place 
last September. The raids were 
carried out at the request of 
Apple Computer which charg- ^ 
that a Singapore company had 
fringed copyright on software 
embedded electronically in the 
circuits of microcomputers. The 
case was settled out of court in 
March. 

Singapore's intention to base 
its economy on high-technology 
industry prompted it to bring in 
copyright legislation protecting 
solvinte, developed both locally 
and abroad. In Thailand, by con- 
trast, existing legislation prevents 
software protection so that be- 
nefits. of new technology can be 
spread as widely as possible. The 
line between copyright and pa- 
tents is blurred in Thailand and 
the 1979 Patent Act excluded 
software from protection so as to 
open access to inventions con- 
nected with such basics as agricul- 
ture and medicine. 

Thailand's National Assembly 
began discussing amendments to 
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the country’s copyright legislation 
earlier this year. Three amend- 
ments had been tabled in Novem- 
ber, each proposing extensions of 
copyright to US products. Pres- 
sure from the US has included 
the threat of removing trade 
privileges given to Thailand under 
the Generalised System of Prefer- 
ences. 

Meanwhile, new Malaysian 
legislation provides a rather limit- 
ed — and, many US companies 
feel, inadequate — level of pro- 
tection. An amended version of 
the country’s 1969 Copyright Act 
was made into law last December, 

rotecting software written by 
Viniaysian citizens or employees 
of companies registered in 
Malaysia. Protection extends to 
foreign software only if it is 
copyrighted in Malaysia within 
30 days of being released in its 
country of origin. Software is 
normally released to different 
markets progressively to allow 
for the training and marketing 
needs of distributors and sub- 
sidiaries, making the 30-day win- 
dow far too narrow for most US 
vendors. 

US companies have also expressed concern about provi- 
sions in the bill that allow the Malaysian Government to copy 
software and pay what it considers “adequate compensa- 
tion.” The IDC pointed out that the bill was expected to force 
software pirates underground, transforming a thriving legal 
business into a thriving illegal business. 

Balanced against doubts over intellectual property rights, 
the easing of regulations governing company ownership has 
made Malaysia more attractive to US high-technology 
investors. The 1986 recession spurred the government into 
providing tax breaks for investment and export as well as re- 
search and development. Up to 51% foreign-equity owner- 
ship of high technology companies is allowed and manufac- 
turers that export more than 80% of their output may be 
wholly foreign-owned. 


alaysia had a total of 1,547 computer installations at 
the end of 1987. Of these, 1,022 were small-scale sys- 
tems and 493 were mid-sized machines. Annual 
growth of Malaysia’s computer market is estimated at a 
maximum 9% . The computer industry federation, Persuatan 
Industri Komputer Malaysia, estimates that the market was 
worth US$150 million last year and will grow by 10% this 
year. 

Many of the Malaysian incentives mirror efforts made in 
Singapore to attract foreign high-technology investment. 
Both nations offer pioneer status to companies whose pro- 
ducts are seen to offer high added value, such as computer 
software companies. Pioneer companies get five years 
exemption from corporate tax. Among those attracted to 
Singapore have been Apple Computer, which has invested 
US$38 million in the last seven years, and opened a US$12.5 
million factory in April. Others include Data General and 
the General Motors computing subsidiary Electronic Data 
Systems. 

A similar five-year tax holiday, starting from the first year 
of profitability, is offered to electronics companies in 
Taiwan, along with tax breaks for research and development, 
and duty free imports of production equipment. Among 
those to have set up in Taiwan are computer terminal maker 








ircuit board test, Malaysia: market incentives. 





Wyse Technology and disc drive 
manufacturer Miniscribe. 

Since the Alien Business Law 
came into force in 1972, entry to 
the Thai market has been re- 
stricted, but US companies are 
able to circumvent this to have 
100% foreign ownership by 
exploiting the Teaty of Amity and 
Economic Relations. The alterna- 
tives are to enter a joint venture or 
to open branches of foreign com- 
panies, 

Many of the major players in 
the South Korean computer mar- 
ket are wholly owned subsidiaries 
of foreign companies such as 
IBM, Unisys, Fujitsu, Control 
Data and Wang. There are also 
some joint ventures, such as 
Samsung Hewlett-Packard. US 
hardware companies such as 
Texas Instruments are moving 
away from joint ventures and 
where possible, setting up st 
sidiaries in South Korea. 

The South Korean market is 
estimated to be growing at a rate 
of about 20% a year. Excluding 
single-user personal computers, 
more than 2,500 systems have 
been installed in the country. 
While South Korea has its own 
manufacturers, foreign vendors 
dominate the large- and medium-scale markets, with IBM 
taking the lead in virtually all sectors except government and 
education, Honeywell-Bull and Digital Equipment Corp., re- 
spectively, have the highest penetration in these areas. The 
market looks ripe for growth this year following the removal 
of restrictions on computer imports in January. Following a 
pattern set in 1982, the growth of the local industry is set to 
outpace that of computer systems exports. 

According to the IDC, Taiwan has more than US$1 bil- 
lion worth of computer equipment installed, and the market 
is growing at 20% a year. More computers are used in the 
manufacturing sector than in any other part of the economy. 
Wang equipment has the lead in this sector. 

Hongkong has an installed base of some 3,500 computers 
not counting microcomputers. As a computer market, Ho 
kong is growing at a slightly slower pace than South Korea or 
Taiwan. IDC estimates that the market for small-scale sys- 
tems is growing at 18% a year, while medium-scale systems 
are growing at 15% annually and small systems at 1196. IDC 
predicts an overall growth rate of 15% for the Hongkong 
computer market up to 1990. 

In Singapore, the growth rate for small systems is 15%, 
compared to 10% for medium-sized computers and 11% for 
large scale systems. According to IDC, at end-1987, Singa- 
pore had 2,253 installations. IBM has the largest share of the 
Singapore market, with 22% compared to Hewlett-Pack- 
ard's 16% of the cumulative installed base. NEC has 12% 
and Wang 8%. 

Despite their existing dominance, US computer com- 
panies are facing competition in Asian markets, and not just 
from Japan. In countries such as South Korea, local manu- 
facturers are playing a double game. When Texas Instru- 
ments recently tried to establish a wholly owned chip manu- 
facturing plant in South Korea, plans were initially blocked 
by the government. Texas Instruments was able to get per- 
mission to build and run the plant only by promising technol- 
ogy transfer. Such transfers help provide the local capability 
for South Korea to continue to grow as a source of compo- 
nents and complete systems to US computer makers and to 
compete in international markets. " 


DAVID HAYES 
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HARDWARE 


Hongkong hits 
the booming 
export trail 


By Stephen Morgan in Hongkong 
| n the various computer shopping centres of Hongkong, 











and the city’s small electronics workshops, a new high- 

technology industry is thriving — and it is not software pi- 
racy, though that seems to be alive and well despite efforts of 
the Hongkong Government and industry to curtail rampant 
distribution of illegally copied software. 

Over the past year or so, trade statistics show that local 
computer whiz-kids have launched themselves on the inter- 
national computer hardware market with a vengance. Most 
of the machines use imported computer chips, made in high- 
technology equivalents of the family-run garage or workshop 
of yesteryear. 

But the operation is not simple assembly — that would not 
be classified as a genuine local export by Hongkong's Census 
and Statistics Department. The combined value of computer 
systems, along with computer peripherals such as printers, 
exported from Hongkong in 1987 was HK$1.818 billion 
(US$233 million), up 51.8% from HK$1.198 billion in 1986. 

Imports and re-exports of computer systems and compu- 
ter processor units (cpus) and peripherals still dominate the 
trade figures, with a combined value of HK$2.311 billion. 
But locally made systems and cpus have grown rapidly, in- 
creasing three-fold over the past three years. From a low of 
HK$352 million in 1985, Hongkong exports of systems and 
cpus grew 71.3% in 1986 to HK$603 million and another 
85.7% to HK$1.120 billion in 1987, marginally less than re- 
exports of HK$1.191 billion. 

(Exports of computer peripherals were more modest in 
growth terms, from HK$474 million in 1985, these grew 
25.5% in 1986 to HK$595 million and another 17.3% to 
HK$698 million in 1987.) 

More significant than growth alone is the market for local- 
ly made cpus. In value terms, three-quarters of all exported 
computer systems and cpus went to five developed countries 
— the US took HK$271.1 million (24.2% ), West Germany 
REVIEWCHARTS by Ricky Hui 
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HK$296 million (26.5% ), the Netherlands HK$109.8 million 
(9.8%), Australia HK$86.2 million (7.7%) and Brite’ 
HK$83.8 million (7.5% ). 

Imports of computer systems and T to Hongkong over 
the past three years have declined each year in numbers and 
expendi in value, though some of the reported changes are 
more probably due to statistical quirks — the way in which 
microcomputers, cpus and other digital processing equip- 
ment were reported was changed in 1986, and pre-1986 fig- 
ures do not seem to be stricly comparable with more recent 
statistics. 

Nearly all major makers of computers recorded dips or 
static levels in Hongkong's imports of their products in 1986, 
with the exception of South Korea which increased its sales to 
Hongkong 1,185% to HK$96.9 million (in 1987 imports col- 
lapsed to HK$24.6 million). 

US-made systems have performed strongly over the past 
year, with imports rising 18.1% in value to HK$437.2 mil- 
lion, well ahead of Japan — the second major supplier — 
which declined 5.9% to HK$243 million. Singapore and 
Taiwan have both gained a larger share of Hongkong's com- 
puter imports — increases of about 20% to HK$40.8 million 
and HK$38.2 million respectively. 

The US now holds the major share of the market for com- 
puters and cpus, accounting for 42.576 in 1987, followed by 
Japan with 23.7%. 

Imports of computer peripherals almost doubled in 19: 
reaching HK$2.097 billion, after two years of zero growth. 
Japan had the major market share, accounting for 45.296 
(HK$947.6 million) of total imports in 1987, compared with 
the US share of 21.8% (HK$459.5 million), and in third 
place, Singapore with 13.8% (HK$291.5 million). But the ac- 
tual number of units imported from Japan — some 798,421 
— was nearly 10 times the number from the US and five times 
that of Singapore. Imports from Taiwan maintained steady 
growth, rising 16.4% in 1986 and 20.6% in 1987, to reach 
HK$77 million. 

But as in the past, Hongkong’s entrepót trade flourishes 
in the age of high technology as it did during the times of tea 
cippers and opium runners. 

e-exports of computers and peripherals have both grown 
significantly in the past year. Computer and cpu re-exports 
rose steadily from HK$594 million in 1985 to HK$1.191 bil- 
lion in 1987, while peripherals recovered from the 1986 dip of 
HK$490 million (after re-exports of HK$641 million in 1985) 
to HK$1.094 billion in 1987. Not surprisingly, the main reci- 
pient of these re-exports has been China. 

Over the past two years, China has accounted for 67% of 
total systems and cpu re-exports (HK$610 million and 
HK$802 million respectively) and 57-59% of peniphena 


| (HK$281 million and HK$647 million respectively). 
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FINANCE, THERE'S 
ONE BANK THAT 
SEES BOTH SIDES OF 
THE PICTURE. 


Standard Chartered is represented 
in strength and depth across the world. 
Which is why, in trade finance, 
you'll find few banks better placed to 
help you at both ends ofthe transaction. 
But we have much more to offer 
than the breadth of our network. 

Just as important is the depth of 
our experience. With experts in fields 
which range from international finan- 
cial instruments to local financial con- 
ditions, we can help you identify the Bria ete ch 
real opportunities while avoiding even — EE 
the less obvious pitfalls. | A UT 

Consider also that all Standard 
Chartered offices share sophisticated 
and comprehensive telecommunica- 
tions systems, and you'll see immediate 
benefits in terms of speed - both in 
decision-making and in cash trans- 
mission. 

In short, a service which starts 
with the right advice and ends with 
the right contract. 

So when you're next moving into 
a new market, or expanding further 
into an existing one, take the broader 
view. 
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D 





‘an 


"ow 





oe 





































ARTS & SOCIETY CHINA 


Tá 
Fang’s plea to comrades: 
what about the thinkers 


By Robert Delfs in Peking 
f Mii aat Fang Lizhi, China's 
most prominent dissident, kept a 
low profile during recent abortive at- 
tempts by students at Peking University 
to organise new, nationwide demon- 
strations in support of democracy. None 
of the wall posters put up by students 
mentioned Fan who, on 4 May, had 
briefly appeared on campus for an infor- 
mal discussion of modernisation and 
democracy during a celebration mark- 
ing the university's 90th anniversary. 

But the man Chinese leaders blame 

' à wave of pro-democracy student 

monstrations in late 1986 and early 
1987 is becoming well known outside 
China, though he is not necessarily well 
understood. The cover of The Atlantic 
Monthly's May issue proclaims Fang to 
be “China’s Sakharov — A Democrat in 
the People’s Republic.” 

Calling Fang China’s Sakharov illu- 
Strates a curious limitation of the for- 
eign media in its coverage of China. The 
Chinese words for “reform” and “open- 
ing,” gaige and kaifang, have acquired a 
shifting range of connotations over the 
past decade since China, under the 

eadership of Deng Xiaoping, began its 
modernisation drive and opened the 
country to trade and development with 
foreign capital and expertise. 

But China’s gaige and kaifang — un- 
like the more recent Soviet phenomena 
of perestroika and glasnost, or “restruc- 
turing” and “openness” — have not, nor 
will they likely, become household 

rds. Therefore, it is perhaps inevita- 
_-- that the foreign understanding of 
Fang will take place in a box with a Rus- 
sian name on it. 

Like Sakharov, who was responsible 
for the development of the atomic bomb 
in the Soviet Union, Fang is an eminent 
scientist. Also like Sakharov, Fang is a 
dissident who has shown immense cour- 
age in the face of official condemnation 
and suppression. Both have come to 
symbolise to the outside world the di- 
lemma of human rights in socialist so- 
ciety. 

Fang himself does not reject the 
comparison with Sakharov. "If it means 
that I stress the special responsibility of 
intellectuals with a high level of know- 
ledge in the process of social develop- 
ment," Fang has reportedly said, "then 
I accept this term.” 

Fang’s recent statements denying the 
existence of a specific Chinese path to- 
wards modernisation — “You cannot 
have modernisation with Chinese 
characteristics, just as you cannot have 
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physics with Chinese characteristics," 
Fang told Peking University students 
during the 4 May celebrations — echo 
Sakharov's contention in the 1960s that 
the socialist and capitalist systems 
would converge. 

Fang explicitly identifies himself 
with the tradition of Galileo and Isaac 
Newton, whom he views as scientists 
speaking out for truth against or- 
thodoxy. Eminent scientists Albert 
Einstein and Robert Oppenheimer too, 
Fang says, spoke out on controversial is- 
sues of broad social and political impor- 
tance far beyond their specific academic 
fields. 

There are resonances here of an ar- 





chetypal Chinese figure; the virtuous 
censor who was compelled by his own 
conception of truth and virtue to criti- 
cise and instruct the emperor himself. 
But Fang's adherence to the defence of 
truth against orthodoxy, per se, has lit- 
tle to do with democracy as it is most 
commonly conceived — that is, demo- 
cracy as participatory government by all 
the people, without class distinctions. 
"China's greatest tragedy is that its 
intellectuals have not acquired their de- 
served status and that they lack an inde- 
pendent mentality,” Fang told the 
Shanghai World Economic Herald in an 
interview at Shanghai's Jiaotong Uni- 
versity on 16 November 1986. “It is ob- 


vious,” he said, "that in a developed so- 
ciety it is not individuals but knowledge 
which is most authoritative. Those who 
have acquired more knowledge will gain 
more recognition from society. Intellec- 
tuals, as a whole, are bound to be the 
leading force of social progress." 

"[n present-day society," Fang con- 
tinued, “knowledge and information 
represent the most advanced productive 
forces. Since intellectuals are the mas- 
ters of these forces, it is natural that in- 
tellectuals are the leading force of so- 
ciety." 

These statements, from the man now 
regarded as the foremost proponent of 
democracy in China, are profoundly 
elitist by any standard not merely 
Maoist egalitarianism. The idea that a 
particular social class occupies a 
privileged place in society by virtue of 
its special relationship to the underlying 
forces of history is, of course, the es- 
sence of Marxism. But Fang departs 
from Marx in that he believes that the 
drivers of the engine of mod- 
ern history are intellectuals, 
not industrial workers. 

Fang himself does not dis- 
pute that he has, in à sense, 
turned Marxism upside down. 
"Yes," he reportedly said, "in 
this sense I do follow Marx. 
The principle is the same. 
Marx saw workers as the most 
important class in society. | 
would put intellectuals first." 


qe arguments are by no 
means tangential to the 
core of Fang's thinking. 
Fang's advocacy of "complete 
Westernisation" may have 
been most threatening to 
the Chinese Communist Party 
(CCP) critics who drove Fang 
from the party and his post as 
vice-president of Anhui pro- 
vince's University of Science 
and Technology in early 1987. 
But in his speeches at univer- 
sities in 1986, Fang paid more 
attention to what he views as 
the special role of intellectuals 
in society and the status of universities 
than to anything else. 

Fang's advocacy of intellectuals, 
however, is in fact highly courageous 
and far more controversial than may be 
immediately apparent. Behind a pre- 
sent dispute over pay, and the treatment 
and work conditions of intellectuals at 
Chinese universities lies a political 
minefield. 

The “rehabilitation” of intellectuals 
to their present official status as a com- 
ponent of the working class was itself 
controversial when first proposed by 
Deng in July 1977. During the Cultural 
Revolution, intellectuals were  stig- 
matised as the "stinking ninth [last] 
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category” of perceived enemies of the 
socialist state. 

A national CCP work conference on 
education in 1971 concluded that educa- 
tional institutions in China had been 
dominated by a "sinister line propa- 
gated by bourgeois intellectuals" and 
that "being basically bourgeois in their 
world outlook, the major- 
ity of intellectuals were [in- 
trinsically] bourgeois." 

These judgments, thereaf- 
ter referred to as the "Two 
Appraisals," bore then 


Dr chairman Mao 
edong's personal im- 


primatur and, as a result, 


became the key issue in a 
olitical struggle between 
Deis and the  "what- 
everist" faction led by Hua 
Guofeng. 
Following his reinstate- 
ment to the party central 
committee in 1977, Deng 
argued successfully that, 
despite Mao's approval, the Two Ap- 
praisals were non-Marxist and that 
those who engage in labour, whether 
mental or physical, are equally workers. 
Deng also volunteered to take personal 
responsibility for the consequences of 
rehabilitating the educational establish- 
ment, a pledge which no doubt played a 
role in Deng's decision to back conser- 
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vatives after the student demonstrations 
in late 1986 and early 1987. 

It was Deng's conclusion — that 
mental labourers are equally labourers 
and thus part of the working class — 
that Fang rejects. "Why should intellec- 
tuals be treated as [only] the hair which 
must be attached to a certain piece of 
skin [the  proletariat]?" 
Fang asked in the World 
Economic Herald inter- 
view. It is because “the cur- 
rent leadership stratum in 
China is absolutely 
obedient to the order is- 
sued by the higher level 
[Deng] and has not recog- 
nised intellectuals as a 
leading force for social pro- 
gress,” Fang said, pointing 
out: “They do not even rec- 
ognise the independent so- 
cial status of intellectuals as 
a whole.” 

The very words Deng 
used to argue for the social 
rehabilitation of intellectuals touches 
on the ultimate political sensitivity 
of the problem of intellectuals. To 
any educated Chinese, the distinc- 
tion between “those who work with 
their minds and those who work with 
their hands" inescapably brings to 
mind Mencius' famous dictum: “Those 
who use their minds, rule. Those 


who use their muscles are ruled." 

In orthodox Chinese communist his- 
toriography, landlords were China's 
traditional ruling class. Non-communist 
historians, however, stress the domi- 
nance of the scholar-officials, and the 
path to wealth (in the form of land) 
through education and success in the 
examination system, which in turn led 
to government service. 


N either Fang nor his critics admit the 
resonances of Fang's arguments 
with China's traditional social structure. 
Attacking Fang's “hair” and “skin” 
thesis, one commentator in the Jingji 
Ribao insisted that “intellectuals have 
never been an independent class. As a 
social stratum, they may adhere to this 
or that ‘skin.’ . . . Since the interests and 
objectives of the working class are pre- 
cisely those of the intellectuals, there 
should be, and is, no problem of 
separating the ‘hair’ from the 'skin'." 
Fang also denies that his ideas im] 
anything like a revival of the dominar 
of intellectuals in traditional Confucian 
society. Like his communist critics, 
Fang dismisses the scholar-officials, 
whose role he believes was merely to ad- 
vise the emperor and rationalise his per- 
sonal rule. In Fang's view, the scholar 
officials were not an independent class 
and did not exercise the true function of 
intellectuals — using science to validate 
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truth — which Fang believes did charac- 
terise the social role of intellectuals in 
Europe after Galileo. 

Nor does he trace the lineage of 
his own thinking to 19th and early 20th 
century Chinese advocates of demo- 
cratic reform such as Liang Qichao or 
Kang Youwei, whose writings were im- 
portant influences to Mao 
and other founders of the 
communist party. Galileo 
remains Fang’s most im- 
portant role model. He 
does consider as important 
the 1919 May 4th Move- 
ment, however, and its 
twin advocacy of science 
and democracy as begin- 
ning the movement of inde- 
pendence for intellectuals. 

Fang does appear to share 
with early Chinese promot- 
ers of Westernisation and 
political modernisation the 

iic assumption derived 
—.m traditional Chinese 

olitical thought that there is an under- 
* ying harmony of interests in society. 

Thus Fang does not appear con- 
cerned that the interests of intellectuals 
as a class might conflict with other social 
groups. "The decisive factor in deter- 
mining the stability of people's lives and 
the development of society lies in 
whether the intellectuals as a group 
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have the awareness of democracy and of 
themselves to conscientiously strive for 
their rights," Fang said at Jiaotong Uni- 
versity. 

Fang believes that the suppression 
and persecution of intellectuals under 
communist rule in China may be related 
to Mao's fears that intellectuals would 
claim and exercise a tradi- 
tional right to rule as a 
class. 

"The position of intel- 
lectuals is different in the 
Soviet Union," Fang says, 
"because Stalin under- 
stood the role of intellectu- 
als to technology . . . Mao 
understood this, but he 
also understood [their po- 
tential] role in political af- 
fairs. That is why Mao 
forced intellectuals into 
their low position in society. 

If viewing Fang as a 
straightforward advocate 
of democracy is simplistic, 
it would be a serious mistake to assume 
that he would, given the means, merely re- 
create China’s present authoritarian 
party rule with intellectuals in charge. 
“Even if the society came under the 
leadership of intellectuals, it would still 
be necessary to have an independent 
group or community to monitor govern- 
ment. One-party rule, even by a good 


party, is not the answer,” Fang has re- 
portedly said. 

But Fang does not necessarily reject 
one-party systems per se. Fang cites 
Sweden and Japan as examples of 
societies where single parties have held 
power for long periods, but where all 
opinions can be expressed freely. 

Fang has spoken repeatedly and 
eloquently on the need for broad human 
rights, particularly academic freedom 
and the freedom of speech. He has 
never suggested that freedom of speech 
should be restricted to intellectuals. 

Rather, he believes that intellectuals 
are the only social stratum capable of 
utilising free speech meaningfully. 
“Free speech must be for the intellects 
als,” he has said, because “intellectuals 
know more things about society. Even 
the natural scientists [as opposed to so- 
cial scientists] know more [than non-in- 
tellectuals].” 

Fang also believes that the strength- 
ening of the social role of intellectuals as 
a class will come about through a natu- 
ral alliance with a middle class emerging 
from the ranks of private businessmen 
and operators of private and collective 
rural industries. Such a coalition of 
brains and economic dynamism, Fang 
says, could grow strong enough to force 
the government to make concessions in 
the direction of — what Fang terms — 
“democracy.” 
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Unholy row over the 
martyrs of Vietnam 


By Murray Hiebert in Bangkok 


he Vatican's canonisation of 117 

Vietnamese saints on 19 June has 
strained relations between Hanoi and 
the Roman Catholic Church in Vietnam 
at a time when the country's communist 
officials had taken steps to ease tensions 
with the Catholic minority. The canoni- 
sation also highlighted differences 
within the Vietnamese Catholic com- 
munity. 

Pope John Paul II announced last 
July that he would canonise 96 Viet- 
namese, 11 Spaniards and 10 French- 
men who died in Vietnam in the 18th 
and 19th centuries to “reinforce the 
faith" of Vietnamese Catholics and pro- 
vide the "heroic church" in Vietnam 
with "examples to follow." The 117 new 
saints are believed to be the largest col- 
lective canonisation in the history of the 
Catholic church. 

Hanoi denounced the canonisation 
mass for months before it took place. At 
a meeting of Vietnamese bishops in 
May, Nguyen Quang ie head of the 
state's Commission for Religious Af- 
fairs, charged that anti-communist 
exiles from Vietnam had “grossly politi- 
cised" the canonisation and were using 
it to "promote their dark political in- 
trigues." 

Hanoi claimed it did not oppose the 
canonisation itself. What Vietnamese 
officials said they were unhappy with 
were the procedures used for setting up 
the ceremony, the date chosen for the 
mass and some of the people selected 
for sainthood. 

During the May meeting, Huy 
charged Cardinal Trinh Van Can, 
Hanoi's archbishop, with agreeing to 
the canonisation “without prior discus- 
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sion within the. Vietnamese church nor 
consultation with the state." 

Cardinal Can told the meeting that 
the canonisation had become a “compli- 
cated issue" and admitted that it might 
cause "misunderstandings." In an at- 
tempt to find a compromise, he had 
suggested that the bishops send a dele- 
gation to the Vatican to propose that the 
canonisation be postponed until Sep- 
tember. 

Vietnamese officials opposed the 19 
June date because it marked the an- 
niversary of the founding of the South 
Vietnamese army which was defeated 
by the communist forces in 1975. 

Hanoi was also upset with the choice 
of some of the 117 Catholics. Vietnam- 
ese officials claim that many of the 
Catholics were executed for their politi- 
cal activities, not their religious beliefs. 
“The history of Catholicism in Vietnam 
is closely associated with that of aggres- 
sion . . . by French colonialism," the 
Vietnam News Agency 
(VNA) charged in early 
June. 

The commentary 
cited the example of one 
of the martyrs, Ho Dinh 
Hy, a high-ranking offi- 
cer in the court of King 
Tu Duc who was charged 
with high treason and 
executed in 1857. Hy ap- 
penny defied the 

ing's order prohibiting 
officials from contacting 
foreign missionaries and 
converting to Catholi- 
cism. According to 
VNA, he "passed na- 





tional secrets to the enemy . . . thus 
creating conditions for the French army 
to attack and conquer Vietnam." 

In at least some areas of Vietnam, of- 
ficials asked Catholics not to celebrate 
the canonisation on 19 June. Radio 
Hanoi reported that Bishop Huynh 
Dong Cat of Nghia Binh province in 
central Vietnam sent a letter to his dio- 
cese asking them not to organise special 
masses in order to avoid "misun- 
derstanding.” “We will celebrate and 
solemnly hold canonisation masses on 
another day that is approved by the ad- 
ministration," the radio quoted the 
bishop as saying in his letter. 

Hanoi does not have official ties with 
the Vatican, but unlike China, Vietnam 
has not cut relations between its Catho- 
lic community and the Holy See. 

Recent visitors to Vietnam reported 
that the canonisation issue created ten- 
sions within the Catholic community. 
Members of the Association of Patriotic 
Catholics, a pro-government organi 
tion, openly supported the state's opp . 
sition to the canonisation. But more 
traditional Catholic leaders quietly told 
visitors that Hanoi should not have in- 
terfered in an internal affair of the 
church, particularly since the process 
was already begun in 1900. These Catho- 
lics also insisted that most of those 
canonised were martyred for refusing to 
renounce their Christian faith, and not 
executed for political crimes. 

Relations between the Catholic 
church and the Vietnamese Govern- 
ment have often been strained since the 
communist victory 13 years ago. But in 
the past year, communist party chief 
Nguyen Van Linh has taken some steps 
to improve relations with the country's 4 
million Catholics as part of his campaign 
to introduce more democracy and free- 
dom. 

In May last year, Linh met the coun- 
try's bishops and admitted that officials 
had made mistakes in their treatment 
Catholics. Shortly after the meeting, 1... 
church was allowed to open a seminary 
in Ho Chi Minh City but the city's arch- 
bishop still complains that the au- 
thorities insist on approving students 
and candidates for ordination. 

In another attempt to improve rela- 
tions with the country's 
religious community, 
Hanoi in February re- 
leased 25 Christian and 
Buddhist military chap- 
lains, who had been de- 
tained since the defeat of 
the south Vietnamese 
army in 1975, from the 
Nam Ha_ re-education 
camp south of Hanoi. 
Catholic priests in Viet- 
nam also report that 
interest in the church 
has been growing in re- 
cent years, particu- 
larly among young peo- 

A 


ple. 


7 JULY 1988 e FAR EASTERN ECONOMIC REVIEW 





Whose side are you on? 


Unlikely Liberators: The Men of the 100th and 442nd by Masayo Umezawa 
Duus. Hawaii University Press, Honolulu. US$29.95. 


ecently, newspapers in the US con- 

tained angry letters from Ameri- 
cans voicing outrage over a new senate 
bill to offer an apology and a tax-free 
payment of US$20,000 to each of the 
60,000 surviving Japanese Americans 
who were rounded up and interned for 
most of the Pacific War. 

The letters asked readers to re- 
member Pearl Harbour and the Bataan 
Death March, and that Japanese 
treachery created rage and suspicion 

' ich justified the relocation program- 

‘and wholesale denial of the constitu- 
uonal rights of 120,000 Japanese 
Americans. 

Only a small minority of the letter- 
writers recall the salient fact that though 
the FBI investigated thousands of re- 
ports of sabotage and espionage attri- 
buted to Japanese Americans, not a 
single conviction was ever handed 
down. More than that, while the 
families of many of them were penned 
in camps in the remote reaches of 
Wyoming and North Dakota, no fewer 
than 33,000 Japanese American men 
and women served with uncommon dis- 
tinction in the US armed forces. 

The irony of Nisei fighting for a na- 
tion that was confining their parents be- 
hind barbed wire is never far from 
the pages of Masayo Duus' Unlikely 





: 





Liberators, a splendidly researched and 
written account of the men of the all- 
Nisei 100th Battalion and 442nd Regi- 
mental Combat Team. 

In December 1941, there were few 
Asian Americans in the US armed 
forces. It was conventional wisdom that 
men of Asian extraction were not to be 
trusted with combat duty and so the few 
Chinese and Japanese Americans in 
uniform were liable to be assigned to 
duty in the kitchen or laundry. 
in 1942, as the US faced the necessity 
of totally mobilising its manpower, am- 
bivalence crept into the War Depart- 
ment's thinking. Consideration had to 
be given to inducting Japanese Ameri- 
cans into the army. A Pentagon com- 
| mittee investigated the ramifications of 
such a move and presented its report to 
the chief of staf fi m September 1942. 
Flatly opposing the formation of a Ja- 
anese American unit, it concluded: 
“The lone fact that these individuals are 
of Japanese ancestry tends to place 
them in a most questionable light as to 
their loyalty to the United States.” 
Gen. George C. Marshall, the chief 
of staff, disagreed. He was convinced 
that a Nisei unit would combat J apanese 
propaganda that the war in Asia was ra- 
cial in its origins; moreover, such a unit 
would enhance the US Army’s image. 








The general’s views were persuasive 
and the training and deployment of Ja- 
panese Americans went ahead. 

The 442nd Regimental Combat Team 
(including the 100th Battalion) was 
lauded by Gen. Mark Clark as the “most 
decorated unit in the history of the Unit- 


ed States.” 
ment's men received decorations in the 
course of the war, but the cost was 
high. In a 21-day campaign in the Vos- 
ges district of France, the 2,900-man re- 
giment lost 161 in combat and suffered 
2,000 wounded. 

Duus argues that the exemplary con- 
duct of the 442nd derived from the fact 
that the Japanese Americans, especially 
those from Hawaii, came from the same 
tight-knit communities. "Shame on the 
battlefield would mean shame for their 
families. It would follow them for the 
rest of their lives." Nisei also found it 
necessary to go the extra mile to prove 
themselves in a country that doubted 
their patriotism and all too often treated 
them and their families as aliens. “This 
strong sense of purpose was armour 
against the tensions and fears of the 
battlefield,” Duus says. 

Unlikely Liberators reveals how 
swiftly the military reacted to the con- 
duct of the 442nd by revising theirearlier | 
and unflattering image of the Japanese 
Americans as combat soldiers. Before 
the first Nisei were despatched overseas, 
Marshall had asked Gen. Eisenhower 
whether he wanted the first Japanese 
American unit. “No, thank you,” Eisen- 
hower replied. Within a few months, 
Marshall later testified, “everybody 
wanted them.” — John H. Boyle 
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BUSINESS AFFAIRS 


ECONOMIC RELATIONS 


Australia and New Zealand opt for full free trade 





AU and New Zealand are 
poised to sign an agreement provid- 
ing for full free trade in goods and what 
ministers claim will be the most com- 
prehensive agreement in the world so 
far in free trade in services. But the 
"closer economic relations" the agree- 
ment is intended to promote will not, 
ministers say, undermine the outward- 
looking trading stance of both coun- 
tries, a criticism levelled at the pending 
full economic integration of the EC in 
1992. 

Nearly six months of work by offi- 
cials reviewing the existing closer eco- 
nomic relations trade agreement (CER) 
culminated on 20-21 June in an accord 
on the principles of an ex- 
panded agreement. The ac- 
cord was drawn up by three 
ministers from each country, 
meeting near Christchurch, 
and will be signed by prime 
ministers Bob Hawke of Aus- 
tralia and David Lange of 
New Zealand in Canberra in 
August. Some details have 
still to be approved by the re- 
spective cabinets but both 
sides say problems are un- 
likely. 

As widely expected 
(REVIEW, 19 May), the new 
agreement brings forward to | 
July 1990 the deadline of 1995 
set for free trade in goods 
when CER was signed in 
1983. As part of the process 
of creating a single merchan- 
dise market across the Tas- 
man Sea, the two teams 
agreed to recommend that 
their governments waive anti- 
dumping actions against each other. 

Acceleration of the move to free 
trade reflects the reality that a growing 
commitment in both countries (but 
especially in previously more protec- 
tionist New Zealand) to unilaterally 
lowering trade barriers had already 
made the CER timetable out of date. In 
addition, most of the items left outside 
CER in 1983 — principally steel, gar- 
ments and motor vehicles — have since 
been included. 

The last of the excluded items, dairy 
products, seems to have proved the final 
obstacle to an agreement on accelerated 
progress. The Australians, with domes- 
tic dairy producers already nervous as a 
result of having been told by their gov- 
ernment that they would have to meet 
international competition in 1992, 
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baulked at the idea of facing the world's 
most efficient dairy industry two years 
earlier. 

But the New Zealand delegation in- 
sisted on a single target date for all sec- 
tors. To sugar the pill, the New Zealand 
Government has pledged that trans- 
Tasman dairy trade will be conducted 
fairly and sensitively. This pledge is ac- 
ceptable to the New Zealand Dairy 
Board, which controls all dairy exports, 
as it does not want to win Australian 
market share only to face displaced cut- 
rate Australian products in third 
markets. 

The agreement goes well beyond 
simple full free trade. Ministers ap- 
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proved, almost without discussion, 
mechanisms for harmonising customs 
procedures, quarantine arrangements, 
business and competition law and tech- 
nical barriers to trade. They also agreed 
to dispense with trans-Tasman export 
bans (the only existing one applies to 
copper scrap) from the date the single 
market comes into force. 

But they could manage only rather 
awkward compromises on two of the 
thorniest issues from New Zealand's 
point of view — industry assistance 
programmes and government purchas- 
ing preferences for domestic produc- 
ers. 

The two countries will eliminate sub- 
sidies on exports to the other — that is, 
market development grants and the in- 
dividual exporter programme in the 
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Barriers fall Down Under 


By Jim Eagles and Colin James in Wellington 


case of New Zealand and bounties, mar- 
ket development grants and conces- 
sional export finance in the case of Aus- 
tralia. But domestic assistance remains 
untouched, leaving New Zealand ex- 
porters disadvantaged in competing in 
the Australian market, particularly in 
textiles and printing. The best New Zea- 
land could obtain was an agreement by 
Australia not to introduce any new 
bounties without consultation to iden- 
tify other options. 
New Zealand, which does not give ` 

producers preference in governme 

urchasing, also remains disadvantaged 
in Australia. The Australian Govern- 
ment treats New Zealand companies as 
if they were Australian in its 
purchasing policy, but state 
governments treat New Zea- 
land companies as foreign. 
The Australian Government 
cannot force the states to 
change, but will press them to 
allow New Zealand free ac- 
cess to the national purchas- 
ing arrangement (under 
which all states treat all Aus- 
tralian companies equally), 
but not oblige New Zealand 
to give Australian companies 
preferences against suppliers 
from third countries. 


There was considerable 
enthusiasm for the agree- 


ment in principle to introduce 
free trade in services by 1 
start of next year. This w: 
considerably further than the 
previous international ben- 
chmark, the Canada-US free- 
trade agreement, which con- 
tains a list of what services are 
included. By contrast, the trans-Tas- 
man arrangement includes all services 
except for those specified on a negative 
list. 


1987 


he negative list is already small. By 
the end of the ministerial talks, Aus- 
tralia’s list had 13 items and New Zea- 
land’s nine and some of these overlap- 
ed. Although details have not been re- 
lensed. sources told the REVIEW they 
cover mainly highly regulated areas 
such as telecommunications, postal ser- 
vices and aviation. The list is expected 
to be narrowed further before the pro- 
tocol is signed in August, partly by re- 
ducing some of the items to sub- 
categories (for instance, in aviation) 
and partly by the two governments de- 
ciding to rely on domestic regulation 
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rather than trade barriers to 
protect, for instance, . their 
postal services. 

The most significant unre- 
solved area is whether to allow 
a free flow of investment, an 
issue which is not p 
pressing since at present eac 

ives investment from the other 
avourable treatment. New 
Zealand, which has the more 
open investment environment, 
wants to formalise that arrange- 
ment; the Australians are more 
cautious, partly because of a 
treaty with Japan which does 
not permit the more favourable 
treatment of another country 
that completely unrestricted in- 
vestment by New Zealanders would en- 
tail. The eventual outcome is likely to 
be unrestricted investment except in a 
few sensitive areas, such as television 
oadcasting and newspapers. 

In the knotty area of mutual accept- 
auce Of professional qualifications, the 
two countries have agreed to reach 
an agreement by the time the trade in 
services is freed. 

The extended CER agreement is far- 
reaching and, in the expectation of 
some analysts, will accelerate the al- 
ready considerable integration of the 
Australian and New Zealand 
economies. But there are no proposals 
to develop the agreement into a customs 
union. The extension to CER is essen- 
tially outward-looking. 

This is partly because neither coun- 
try, but particularly smaller New Zea- 
land, is prepared to give up the 
policymaking independence a customs 
union, with a common external tariff, 
would entail. But it is also partly be- 
cause both countries, again particularly 
New Zealand, are pursuing policies 
amen at opening their economies to the 
vrld. 

A move to a customs union could 
be counterproductive to the Gatt’s 
Uruguay Round negotiations, by which 
both countries have put great store in 
their attempt to get freer trade in ag- 
ricultural products. 

In fact, the two governments are 
considering waiving the requirement in 
the original agreement for each country 
to give the other a 5*6 tariff preference 
over third countries. If approved, this 
would allow tariffs to be reduced or 
eliminated on a range of third coun- 
try products — 302 in the case of New 
Zealand, rather fewer for Australia. 

The agreement will be reviewed in 
1992 and possibly extended further. 
Meanwhile, attention is turning to the 
longer-term possibility of extending it to 
include third countries or developing 
other trilateral or multilateral agree- 
ments. 

The National Farmers Federation in 
Australia has suggested forming a for- 
mal trade link with South Korea. A 
study is under way by the New Zealand 
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ange; Hawke: sweeping away restrictions. 





Government into the possibility of a 
free-trade arrangement with Canada, a 
suggestion which has met some positive 
response at a non-official level in 
Canada because it offers a relatively 
low-threat counterweight to the agree- 
ment with the US. 


> Michael Malik writes from Sydney: Of- 
ficially Australia holds a very puritani- 
cal attitude towards the notion of usin 
a special trade relationship with the U 
to counter other groupings. However, 
there is a belief that if Washington were 
to press the issue, Canberra might be 
prepared to go beyond the CER and 
consider some trading pact with the US. 
The suggestion of a bilateral trade 
agreement was raised early this year by 
US Special Trade Representative 
Clayton Yeutter during à visit to Can- 
berra. He made no specific proposal but 
said that if no progress was made in the 
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Uruguay Round, the US might 
make some specific suggestions 
to Australia next year. 

Australian Foreign and 
Trade Minister Bill Hayden, in 
response, refused to speculate 
on such an idea as Australia was 
committed to a multilateral lift- 
ing of trade barriers. 

An official of Hayden's 
ministry told the REVIEW that 
though the matter was raised 
during the talks with Yeutter, 
“it just is not an issue.” The gov- 
ernment had made no investi- 

ation into the suggested link, 
e added. 

But analysts see enormous 
advantages to Australia in the 
removal of bilateral trade barriers, and 
the performance of Hawke in Washing- 
ton when he addressed a joint session of 
Congress on 23 June could well be seen 
as someone attracted, but playing a little 
hard to get. 

While espousing the unlikely cause 
of the removal of world trade barriers, 
Hawke made much of the unfairness of 
US trade policies to Australia — a com- 
petitor in wheat, beef and other agricul- 
tural commodity markets with the US. 

At the same time, Hawke em- 
phasised that Australia was not just à 
friend but an ally. He pointed out his 
government was determined to stick to 
the Anzus treaty which links the two 
countries militarily. 

When Hawke said that he believed 
such a military alliance should be a two- 
way street, before going on to criticise US 
trade policies, he might well have been 
dropping a hint about trade as well. El 


Flush with funds 


Speculative capital floods into South Korea and adds to inflation 


By Mark Clifford in Seoul 


s much as USS4 billion in specula- 

tive funds is expected to flood into 
South Korea this vear, drawn by the 
country's high real interest rates and 
expected currency appreciation. This 
surge of hot money confounds eco- 
nomic policymakers, who are worried 
that the added liquidity will increase in- 
flation and create further pressure for 
currency revaluation by boosting the 
current-account surplus. 

Shadowy capital flows are notori- 
ously difficult to calculate with any ac- 
curacy. The best guide is the "errors and 
omissions" line on the current account, 
which swung sharply into the black last 
year after being in the red for most of 
the past 30 years. But hot money can 
also enter the country in the form 
of remittances, tourism and invoice 
padding. 


Korea University professor Euh 
Yoon Dae, an adviser to the Ministry of 
Finance (MoF), estimates that at least 
US$2.7 billion in speculative funds en- 
tered South Korea last year, against 
only US$500 million in 1986. Predicta- 
bly, the inflow of speculative capital 
mirrors the dramatic turnaround in 
South Korea's trade performance. In 
1985, when South Korea last ran a cur- 
rent-account deficit, Euh estimates that 
"sii flight was nearly US$900 mil- 
ion. 

Euh believes that the actual amount 
of hot money flowing in could be much 
higher than his estimate because of in- 
voice padding. Over-invoicing on ex- 
ports and under-invoicing on imports 
are key ways of moving capital into the 
country. South Korea's terms of trade 
have improved dramatically, indicating 





that its exporters have either been mov- 
ing to sell higher-profit goods more 
quickly than most analysts have thought 
or that there is a good deal of specula- 
tive capital tucked into the trade fig- 
ures, Euh says that as much as one-third 
of last year’s US$9.8 billion current-ac- 
count surplus may actually be specula- 
tive capital. 

Whatever the exact amount, it repre- 
sents a dramatic turnaround from two 
years ago when the political debate 
centred on capital flight. In early 1986, 
the US bank Morgan Guaranty Trust 
provoked political uproar with its esti- 
mate that USSI2 billion left South 
Korea between 1976 and 1985 through 
capital flight. The government, pointing 
to the US$5.7 billion total “errors and 
omissions" for the period, said it was 
less than half Morgan's estimate. 

The reason for the turnaround in 
money flows is simple. South Korea has 
some of the highest real interest rates in 
the world, double-digit economic 
growth and a currency that is expected 
to appreciate by about 15% a year. Real 
interest rates for government notehold- 
ers are about 10%. Including currency 
appreciation, investors who manage to 
get their funds into won investments are 
looking at a low-risk, real return of 20- 
25% in dollar terms. With booming 
stock and real estate markets, the re- 
turns can be even higher. 





di imt i 
Seoul's booming real estate market. 


The South Korean Government 
could at a stroke end the flow of unde- 
clared capital and dramatically lower 
rates for borrowers by liberalising capi- 
tal flows. For the flip side of high in- 
terest rates attracting speculative — 
tal is the high cost of borrowing for 
domestic corporations. While their 
gross profit margins are high, report- 





Get your Australian 


Investment into 


ereat shape! 


MALIBU, The Living Building - Gold Coast Australia 


The ultra-luxury high-rise development, MALIBU, is brilliantly positioned in 
the Gold Coast's most sought after residential area. 


MALIBU, has magnificent views of the Broadwater and Pacific Ocean, and is 
within walking distance of the beach and the heart of Surfers Paradise. 


The Biggest Choice: 


e Large 139m?/1500 square feet, 2 bedroom apartments 

e Extra Large 176m^/1900 square feet, 2 bedroom apartments 

e Deluxe 315m^/3400 square feet, 3 bedroom apartments with family room 

e Ultra-luxurious 473m^/5100 square feet, Penthouses with private pool, 
sauna, bathroom and barbeque (798m /8600 square feet in total) 
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QUEENSLAND 
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apartment, MALIBU is now selling on à 
fixed price contract with interest paid 
on deposit. MALIBU has Foreign 
Investment Review Board approval. 
For further information, phone 
Tony Bamberry direct at 
exclusive marketers, MAX 4, 
CHRISTMAS, on telephone s 
61-75-323-638, fax no. 
61-75-386-893, or fill in y 
the coupon for our. A 
unique Audio Á 


ed earnings are slim, in large part be- 
cause of the high interest rates they 
pay. 

South Korea is in fact moving to 
liberalise the won, which is designed to 
be a fully convertible currency some 
time in the 1990s, when the country in- 
tends to apply for membership of the 
OECD. But with speculative capital dis- 
torting trade figures and adding to 
pressure for continued revaluation, 
policymakers may be forced to speed up 
the pace of reform. 

The MoF, in announcing à new 
series of measures designed to curb the 
inflow of hot money in March, com- 
plained that “such undesirable inflows 
of foreign exchange added to the in- 
creasing current-account surplus, ‘and 
only served to aggravate the existing 
friction with trading nations, and to in- 
crease pressure for the appreciation of 
the won.” 

For now the MoF is fighting a rear- 
guard action, trying to halt the inflow: 
money through administrative regula- 
tions. These now require that all trans- 
fers from abroad of more than 
US$5,000 be reported to the tax office. 
The amount used to be US$30,000. 


They also limit won holdings by non- 
resident foreigners to low-interest bank 
deposits and restrict non-resident won 
ia egy om i purchases to Won 10 
million (USS1: 


699), oO 
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Road works ahead 


Traffic congestion is choking China’s cities 


By Tai Ming Cheung in Hongkong 


ntiquated transport networks in 

China's big cities are struggling 
with more people and vehicles on the 
move. The numbers of passengers using 
public transport and road vehicles have 
grown so fast in recent years that con- 
gestion is acute. 

China's urban planners have prom- 
ised to alleviate the transport crush. 
Subways are being planned, built or ex- 
panded, and officials are planning ways 
to move jobs nearer where people live 
Sull, the traffic grows, propelled by a a 
wealthier and more mobile population 
than in the past. 

More cars, buses, trucks and bicycles 

* coming onto the streets each year. 

‘ban motor-vehicle growth rates in 
China are among the highest in the 
world — 16% a year for Peking and 
20% for Canton. Since 1949, Peking's 
motorised traffic has increased 100 
times to 380,000 vehicles, and 13-fold in 
Shanghai, while each city’s roads have 
expanded only 12- and five-fold respec- 
tively. 

Changes in modes of transport are 
compounding the congestion problem. 
Bicycles and buses were once the only 
available and affordable w way of getting 
around, Urban Chinese now want more 
speed and comfort, and more goods 
are being moved around inner-urban 
areas as well. For this reason, motor 
vehicles will become increasingly im- 
portant. 

Most of the 270,000 cars in use are 
imported, but domestic car production 
is planned to rise from last year's level of 
A 000 to more than 150,000 

1995, Production of mini 
and light trucks is also to ex- 
pand, from 143,000 last year 
to 350,000 in 1990, 

For moving people 
around cities, bicycles and 
buses remain the main trans- 
port. With cars beyond the 
income of most Chinese, 
owning two bicycles is a sign 
of affluence. Last year, the 
9.87 million people of Peking 
city and its counties added 
500,000 new bicycles to the 
roads — making a total of 6.8 
million bicycles (one for 
every 1.2 persons over the 
age of 10). 

China has 20 times more 
buses on the road than it did 
in the early 1950s, but passen- 
ger numbers have increased 
65-fold. An estimated 
200,000 more buses will be 
needed nationwide before 
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the end of the century just to keep pace 
with demand. 

A major culprit in snarling up traffic 
is the mix of bicycles and motor vehicles 
on urban roads. Where there are no 
bicycle lanes or restrictions, bicycles 
spill over into the path of buses and 
other vehicles. 

Inadequate investment in urban 
roads and public transport is the 
main reason transport networks are 
over-burdened. Recent growth rates 
for motor vehicles have been in the dou- 
ble-digit range, yet urban roads have 
only increased 39% in the past eight 
years. 

China's central authorities tradition- 
ally regard road building as a local con- 
cern, and have neglected their develop- 
ment. Since 1949, less than 3% of infra- 
structure spending was for roads. 

The gap between the capital allo- 
cated and that needed is huge. The 
Ministry of Communications wanted 
Rmb 30 billion (US$8.1 billion) for 
highway construction in the 1986-90 
Seventh Five-Year plan. It only re- 
ceived Rmb 200 million. 


| addition, a huge influx into cities 
of temporary residents — peasants, 
traders and domestic tourists has 
further strained public facilities. Trans- 
ients or people without urban residence 
papers make up 10% or more of the 
population in big cities. Peking has 


more than 1 million of them. 
Subway systems offer the best solu- 
tion to the traffic nightmare, but only 
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Buses and bicycles compete in Peking's rush hour: inadequate investment. 


Peking and Tianjin have working sys- 
tems, and both are inadequate. Shang- 
hai has begun building its own, but in- 
dustry experts are sceptical that it can 
meet the first-phase completion date of 
1992. Project financing. especially for- 
eign capital, has not been finalised, 
and flooding has become a major prob- 
lem. 

Peking recently received a Y 19.2 
billion (US$152.9 million) soft loan 
from Japan's Overseas Economic 
Cooperation Fund to upgrade and ex- 
pand its network with two new lines in 
preparation for the 1990 Asian Games 
which the city is hosting. It is also study- 
ing a light rail system for outer parts of 
the city. Canton has also begun examin- 
ing a 43-km subway-network proposal, 
but any decision to build is several years 
away. 

Other efforts to relieve pressure in- 
clude moving workers’ residences 
nearer to their places of employment, 
encouraging more companies and in- 
stitutions to move from central areas to 
the suburbs, developing local consum- 
er and business centres, staggering 
workdays to spread traffic movement 
over longer periods of the day, and con- 
trolling bicycles by centralised traffic 
monitoring systems and tighter road 
regulations. Shanghai's authorities have 
banned motor vehicles registered else- 
where and all trucks over eight tonnes 
from using city roads between 7 a.m. 


and 7 p.m. 
However, these measures do not ad- 
dress the fundamental problem of 


adapting old cities to the traffic de- 
mands of an expanding and modernis- 
ing economy. The costs of congestion are 
high: time is lost in commuting, goods 
are delayed and industrial productivity 
undermined. Even with planned i 

provements, moving about will re- 
main a headache for China's urban 
dwellers. oO 
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Finding congenial hosts 


Japan builds a bigger share in Asian manufacturing 


.| By Carl Goldstein in Bangkok and Singapore 


he search for cheaper production 
ik bases has led to a near tripling of 
- Japan's worldwide direct overseas in- 
vestment in just two years. Outward in- 
vestment rose from US$12 billion in the 
year ending March 1986, to better than 
US$33 billion for year ending last 
March. Those figures exclude portfolio 
investment and some real estate pur- 
chases. 
The biggest slice has gone to the US 
and the European Community. But 
Asia is the fastest growing target for 


zl Japan's direct investment. In the year to 


—| the end of March, Asia’s share shot up a 
108% to US$4.86 billion, according to 
= Japan's Ministry of Finance statistics. 


<|. This followed a 62% rise the previous 


» The surge of investment has helped 


. fuel higher levels of economic growth in 
M] Asia's newly industrialised countries 


(NICs), as well as parts of the Asean 
bloc. 

The biggest "push" factor for Japan- 
ese businesses responding to the chal- 
lenge of the stronger yen is size. Japan's 
big exporting powerhouses were the 
first to begin shifting production, as pro- 
fit margins were first squeezed and then 
erased by currency shifts. Many already 
had substantial overseas involvement, 
both in sales and production. For some, 
like consumer electronics giant Sony 
Corp., it was a matter of bringing the 
proportion of overseas production more 
in line with the company's sales profile 
(REVIEW, 16 June). 

By early 1987, asthe yen approached 
the 150:1 mark on its way up, smaller Ja- 
panese companies started to consider 
moving offshore. Many were the sub- 
contractors and component suppliers 
that Japan's biggest companies rely on. 


TA preferred offshore location 


ud Thailand provides the perfect climate for making Yamaha skis 


e T he sports division of Yamaha Corp., 
whose products range from motor- 


. cycles to musical instruments, is making 


snow skis — in Thailand. 
The strong yen and high production 


«|. costs at home drove the Japanese corpo- 
“| ration to expand production offshore. 


^| Thailand was chosen because the first 
. two preferred locations, China and the 


og Philippines, presented too many dif- 
^| ficulties. 


Today, in a factory 45 km southeast 


m of Bangkok, some 150 young Thais — 


most in their first industrial job — are 
turning out women's skis. The Baht 150 
million (US$5.9 million) project aims to 
be making 260,000 pairs of skis a year by 
1990, according to Yamaha Sports 
(Thailand) president Motoharu Nuka. 
Yamaha Corp. had estimated sales 
in the financial year to the end of March 
of X460 billion (US$3.52 billion). The 
Yamaha group is best known for its 
motorcycles and pianos, but it also 
makes a whole range of musical instru- 
ments, audio equipment and boats. The 
sports division has factories making ten- 
^f nis rackets in Singapore and golf clubs in 
=- Kaohsiung, Taiwan. 
T The Thai ski venture was established 


M adjacent to a sister company which 


makes motorcycles. Yamaha still pro- 
duces skis in Japan. However, because 
Skis aimed at women are relative- 
ly inexpensive, they were consider- 


-[ ed better suited to overseas produc- 


—— 





tion than the higher-priced models. 

The choice of Thailand for the ski 
venture was the outcome of an 18- 
month search. Some 15 countries were 
considered, aecording to Nuka. These 
included Singapore, Taiwan, Malaysia, 
the Philippines, Sri Lanka, China and 
Indonesia. China was the company's 
first choice, and Nuka and a colleague 
even spent 10 weeks there on an 
exploratory mission in late 1986. Ulti- 
mately, China was scratched from the 
list in part because of problems with the 
Paris-based Coordinating Committee 
for Multilateral Export Controls 
(Cocom) which vets hi-tech transfers to 
communist countries. Cocom rules limit 
dual-use technology or materials ex- 
ports. The carbon and boron fibre com- 
pounds used to make skis are similar to 
those used in certain military hardware. 


Vu also had concerns over the 
well-known problems many other 
foreign companies had experienced in 
China: disputes with joint-venture 
partners, added taxes, unpredictable 


costs, and foreign-exchange problems. 


The Philippines was the second pre- 


ference. It was finally discounted be- 
cause of the political climate. The kid- 


napping of the Japanese manager of 
Mitsui and Co.’s Manila branch took 
place while Yamaha was considering in- 
vesting in the Philippines. — 

So in late 1986, Yamaha chose Thai- 


When major customers shifted product 


lines to plants in Singapore, Hongkong, 
or Thailand, the smaller suppliers had 
little choice but to follow. 

Others were independent manufac- 
turers in their own right. They did their 
sums, concluded that wages and other 
costs were lower outside of Japan and so 
justified the inevitable trauma involved 
in a major corporate shift. 

The pattern of investment depended 
on a whole complex of factors. Chief 
among them was the relative size of the 
labour component in production costs. 
The level of technology was also a fact- 
Or. 


ot all economists or government 

planners are convinced that Japan- 
ese investment is an unqualified bless- 
ing host. Yet potential nations have en- 
tered into a sort of bidding war, with 
each trying to top the tax and other in- 
centives offered by its neighbours. 

For the most part, though, the riv^' 
incentives tend to cancel each other oi 
Thailand's promotional privileges, Sin- 
gapore's Pioneer Status, Malaysian, 
Taiwanese, or South Korean tax holi- 
days — all offer similar benefits. More 
important, from the investors' point of 


land. Thailand's state Board of Invest- 
ment (Bol) approved the project in less 
than two months, and under the direc- 
tion of six expatriate company officials 
the venture began production in Nov- 
ember 1987. 

The Bol has worked hard to make it 
easy for Japanese businesses to invest in 
Thailand. The board has responded to 
requests from prospective Japanese in- 
vestors by employing more Japanese- 
speaking staffers. The Japanese Gov- 
ernment has seconded an official of the 
Japanese International Cooperation 
Agency to the Bol, to serve as a bridge 
between visiting Japanese businessm ^ 
and the Thai bureaucracy. 

Not surprisingly, all of Yamaha's 
skis are exported. This means the com- 
pany qualified for the full range of Bol 
promotional privileges, including a five- 
year tax holiday, exemption from pay- 
ing tariffs on imported raw materials, 

rofit repatriation benefits and reduced 
infrastructure costs. 

The inexperience of the Thai work- 
force has not been an insurmountable 
problem, according to Yamaha offi- 
cials. More than 2,000 people applied 
for the 150 available jobs. Yamaha's 
headquarters in Shizuoka prefecture 
south of Tokyo sent some 30 senior 
workers from Japan to train the Thais to 
manipulate moulds, pour liquefied com- 
pounds, and bond together the several 
layers making up a single ski. 

More than six months later, only a 
handful of the Japanese expatriates re- 
main, and they are to return home soon. 
Yamaha expects to recoup its invest- 
ment within four years. — Carl Goldstein 














view, are questions such as: how much 
does labour cost; does the country offer 
a stable political environment; how well 
developed is the infrastructure? 

For example, last year China en- 
joyed the largest increase in Japanese 
investment. Chinese workers are ver 
cheap to employ. Depending on local- 
ity, a worker can cost as little as 27 US 
cents an hour. China also represents po- 
tentially a vast domestic market. 

But, in China, the investor also must 
reckon with low productivity, hidden 
costs and poor infrastructure: transport- 
ation, communications, and power 
supply are all underdeveloped. 

ongkong, which saw a doubling of 
investment from Japan, boasts excellent 
infrastructure and a stable political and 
economic environment — at least for 
now. The bureaucracy is reasonably ef- 
ficient and honest. The territory prom- 
ises expatriate executives a comfortable 
standard of living. Perhaps most impor- 
tant, it serves as the gateway to China. 

On the down side, Hongkong is 
jpiagued by a worsening labour short- 
age; vagos for production workers aver- 
aged US$2.11 an hour last year, much 
higher than in many nearby countries. 
During the past two-three years, 





or Teraoka Seiko Co., setting up its 

first foreign-based factory was a DUE 
step. The medium-sized company (198 
sales: ¥16 billion, or US$127 million) 
had never before considered going into 
production overseas. Its only experi- 
ence abroad was a small joint venture 
in India for which it supplied semi- 
knockdown kits for local assembly. 

Teraoka had 40% of the Japanese 
"^rket for electronic weighing-scales, 

type used by supermarkets and 
omer retail stores, as well as for indus- 
trial scales for weighing and counting 
tiny electrical components. 

Increasingly, however,  Teraoka 
faced strong pressure from competitors 
at home, At the same time, the com- 
pany's plans for penetrating interna- 
tional markets were threatened by the 
strong yen. 

The solution: establish a factory in 
Singapore and make it the centre for fu- 
ture international sales efforts. The 
final decision to invest in Singapore was 
made in October 1986, as the yen fluc- 
tuated between 150 and 160:1. 

Six months later, Teraoka Weigh- 
System Pte began production with 86 
workers and three Japanese executives 
in a newly built factory in one of Singa- 
pore's industrial suburbs. “The [Singa- 
pore] government officials we worked 
with said it was a new speed record for 
setting up shop," said Y. Shimoda, the 


director of the wholly owned subsidiary. 
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Weighing the pros and cons 


For Teraoka Seiko, Singapore offers the right balance of incentives 


Thailand has emerged as a 
favourite for Japanese 
companies. Wages are 
practically as low as in 
China, with a Bangkok- 
area minimum wage of 
about 36 US cents an hour. 
Workers are plentiful and 
willing, while transport 
and communications are 
adequate and improving. 
Even the country s domi- 
nant Buddhist culture is a 
plus, as Japanese business 
people say they find it a 
more congenial place to 
live than in Muslim 
Malaysia and Indonesia. 

Most important, Thai- 
land seems to have out- 
rown its earlier history of 
requent military coups 
and communist-led pea- 
sant rebellion. It 
plagued by the kind of intractable com- 
munal violence or rivalry that threatens 
Malaysia, or that has already brought 
ruin upon Sri Lanka. 

Singapore offers foreign investors an 
unrivalled infrastructure, an efficient 
bureaucracy, and investment incentives 





investment. 






(USS billion) 
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It also took less than 24 hours from 
the time Teraoka's main production 
machinery arrived at Singapore's con- 
tainer terminal, until the equipment ar- 
rived on the shop floor. 

This kind of speed is one of the things 
foreign companies expect in Singapore. 
The government bureaucracy, though 
quick to pounce on real or perceived 
transgressions, is generally considered 
efficient and honest. 

The new venture required an initial 
investment of S$2 million (US$1 mil- 
lion) for paid-in capital, plus S$7 million 
in capital equipment and other fixed as- 
sets. Shimoda said his company would 
invest a further S$5-8 million in the next 
three years. 


gd the first eight months of operations 
(up to the end of 1987), the plant's 
revenues amounted to S$9 million and 
brought a net profit of S$1.7 million. 
For 1988, Shimoda predicted profits 
would reach $$12 million on revenues of 
S$30 million. Half the output is slated 
for the Japanese market, 4076 to the US 
and EC, and the final 10% to 
Oceania. 

Teraoka's weighing scales can be 
considered intermediate technology. To 
produce them, the company needs well- 
educated assembly workers, es a good 
supply of engineers and technical per- 
sonnel to monitor production and main- 
tain equipment. 


(Japan's direct overseas 


Financial years 1986-87) 
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that make it advantageous to use the 

country as a base for regional activities. 

On the other hand, the supply of labour 

is very tight, and wages — at US$2.37 an 

hour for production workers last year — 

nae the highest among the Asian 
Cs. 


Shimoda said the company had origi- 
nally considered Hongkong and Taiwan 
along with Singapore as possible sites 
for the factory. Hongkong was rejected 
in part because the company feared the 
Hongkong dollar would be forced to 
rise in value, thus threatening Hong- 
kong's viability as an export base. Also, 
Hongkong has no tax breaks to poten- 
tial foreign investors. 

Taiwan had the technical personnel. 
Its infrastructure was also considered 
eee if not quite up to Singapore's 
level. It finally lost out because the 
Taiwan Government places restrictions 
on the repatriation of profits from 
offshore sources. 

This mattered a great deal to Tera- 
oka, because its Singapore subsidiary 
was to function as the finance, market- 
ing and technical centre for all interna- 
tional operations. The company was 
easily granted pioneer status by Singa- 

ore's Economic Development Board. 

his brought an initial six-year tax holi- 
day, which may be extended for an addi- 
tional four years. 

Shimoda said the company was 
also applying for so-called operational 
headquarters status. This would mean . 
profits from overseas subsidiaries 
and royalty payments received from 
overseas companies or subsidiaries 
would be taxed at 10% instead of 
33%. 

Teraoka is currently negotiating to 
establish a joint venture in Turkey. The 
investment in this project, plus others 
under consideration, will come from 
funds generated by the Singapore plant. 
— Carl Goldstein 
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Bangkok port: government stop-gap measures. 


SHIPPING 





LIZA LINKLATER 


Bursting at the seams 


Port congestion threatens Thailand’s growth performance 


By Paul Handley in Bangkok 

hailand’s star status growth per- 

formance is overlooking its infra- 
structure development. Congestion at the 
main port, Bangkok's Khlong Toey, isso 
bad that economic growth is threatened. 

Without urgent steps, the Foreign 
Chambers of Commerce (FCC) of 
Bangkok warned in a recent study, con- 
gestion at the port could soon result in a 
“gridlock” in the country’s sea-based 
trade. 

In a bid to unclog the system, the 
government announced measures on 22 
June to improve cargo handling in 
Bangkok. Meanwhile, new container 
ports at Songkhla and Phuket in the 
south should help to relieve pressure at 
Khlong Toey. 

Khlong Toey's container facilities 
were designed to handle about 500,000 
teus (twenty-foot equivalent units) a 
year. Traffic is currently running at 
800,000 teus, which, ship owners say, 
the port cannot handle. By 1991, when a 
new deep sea port opens at Laem 
Chabang on the eastern seaboard, it is 
predicted that Khlong Toey will be 
handling 1 million teus a year. 

As a stop-gap measure, Prime Minis- 
ter Prem Tinsulanond ordered the 
Port Authority of Thailand to clear 
the port's congested grounds and ex- 
tend container handling services to 24 
hours. Shipping lines will be allowed to 
set up private container storage and 
stuffing facilities outside of the port. 
Several lines have already arranged 
land for the storage and should be able 
to set up operations within six months. 
Storage charges in the port area are to 
be raised to force importers to remove 
cargo quickly. 
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The benefits to be gained from 
opening a container rail link to the east- 
ern seaboard port of Sattahip, as or- 
dered by Prem after seeing a demon- 
stration by American President Lines 
(APL), are less certain. 

APL is enthusiastic about Sattahip. 
It estimates its vessels could use Sat- 
tahip instead of Khlong Toey to pick up 
roughly 450 teus a week. The containers 
could be shipped on special trains from 
the Bangsue rail depot in the north of 
Bangkok. The cost of moving the 
freight 200 km to Sattahip could be miti- 
gated by vessel fuel savings and lower 

ort fees, APL believes. If two major 
ines called every week, Sattahip would 
be handling 80-100,000 teus a year. 


O thers are more sceptical. The Bang- 
sue terminal “cannot possibly cope 
with anticipated demands,” argues the 
FCC report, and cargo owners say the 
heavily industrialised Bangsue area is 
far too congested to accommodate more 
cargo-laden trucks on its roads, 
Bangsue would have to become a mar- 
shalling yard for exports and a stripping 
and customs inspection yard for im- 
ports. As one shipping representative in 
favour of the Sattahip plan concedes: 
“Sattahip will be successful only if 
Bangsue is managed correctly.” 

The new ports in Songkhla and 
Phuket could handle at least 40,000 
teus. Moreover, the existence of the 
facilities gives investors an alternative to 
Bangkok, where infrastructure is over- 
run by demand and land prices are soar- 
ing. The two just-completed ports are 
designed as outlets for southern com- 
modities, mostly rubber which at the 


moment is exported through Bangkok 
or Penang. Malaysia. 

Songkhla lies on the Gulf of Thai- 
land, 950 km south of Bangkok and 200 
km from the Malaysian border. Several 
international shipping lines are plan- 
ning to use Songkhla for feeder trips be- 
tween Bangkok and Singapore, and for 
direct rubber shipments to Japan and 
China. Few show interest in Phuket, 
mainly because of its location on the 
Andaman Sea. 

Both ports are expected to be opera- 
tional by September, and both should 
be managed by local shipping firm C. T. 
International (CTI). Songkhla and 
Phuket are built to handle 20,000-dwt 
vessels, and have deeper channels than 
the Bangkok port. 

Songkhla's potential is clear: the 
area exports some 500-600,000 tonnes 
of rubber à year. The port, though, 
could easily attract other industries 
away from Bangkok. Already, several 
frozen and canned seafood plants oper 
ate near the port, and export throu 
Bangkok. At least four rubber glove 
plant are being built near Songkhla, as 
well as a handful of parawood — wood 
from rubber trees — furniture factories. 

The state-run Industrial Estate Au- 
thority of Thailand (IEAT) has wanted 
to build an estate near Songkhla for 
years. Government planners say there 
are now moves for such a development. 

One problem will be the availability 
of empty containers — virtually no in- 
bound cargo is predicted. However, 
sources in Songkhla say several in- 
terested lines, especially Taiwan's 
Evergreen, have pledged to deliver con- 
tainers to get their service started. 

Phuket remains unattractive to most 
container lines. The port is on the 
southern tip of the island and 860 km 
southwest of Bangkok. The available 
cargo volume — 60,000 tonnes of rub- 
ber a year maximum, 15-20,000 tonnes 
of tin, some frozen and canned fish, a^^ 
rubber glove exports — is too low to 
tract frequent calls from major shippers. 

The port was planned as a comple- 
ment to proposals to make Phuket a 
smokeless industry export processing 
zone like Penang. But plans to draw in- 
dustry to Phuket have fallen by the 
wayside and IEAT's plans for an indus- 
trial estate are still on the drawing board. 

CTI says port fees at Songkhla will 
be on a par with, or lower, than those at 
Bangkok. Shipping sources add that 
their charges for calling at Songkhla will 
not be so high that customers see the 
Baht 400-500 per tonne saved by not 
trucking rubber to Bangkok eaten up 
in extra shipping costs. 

But will be managing both 
pore Charges at Phuket will have to be 

igh, due to low volumes, or services 
will be minimal. Its losses will have to be 
covered by profits from Songkhla. Phuket 
also faces the threat of lines raising their 
freight costs higher than Songkhla due 
to the lack of competition. oO 
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€ Informed analysis and 
opinion and much, much 
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only on subscription 
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single issue by sending 
US$15.00 along with the 
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regular subscriber to 
AMM. 
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Alcatel E10: all set for ISDN. Alcatel CIT has delivered 
the first Alcatel E10 exchange fully equipped for ISDN. 
Installed in Brittany, it is part of the RENAN operation, an 
ambitious PTT-program aimed at offering ISDN to the Paris 
area in 1988 and extending the service to all French 
subscribers in 1990. Alcatel E10 is fully featured for ISDN. Its 
CSN, the subscriber digital access unit that will be gradually 
incorporated to the exchanges already in operation, offers 
plug to plug compatibility for analog and ISDN line modules. 
CSN supports all ISDN access interfaces. It is equipped with 
CCITT No.7 signaling, a guaranty of flexibility for further 
requirements. Apart from the Brittany exchange, 200.000 CSN 
lines have been installed in different countries and over one 
million have been ordered by the French Telecommunications 
to support the RENAN implementation. 





1988: Alcatel E10 makes 


Alcatel E10: evolution-designed. ISDN is but one 
example to the Alcatel E10 system's constant capacity to evolve. 
In order to constantly offer the best solution to the ever- 
increasing requirements of users and network operators, Alca- 
tel CIT conceived its Alcatel E10 system on the basis of an open 
architecture in which each function is handled by independent 
software and hardware modules. New functionalities are 
introduced at any time by simply adding complementary 
modules to meet whatever need is expressed. 

Throughout the years, Alcatel CIT has built up an extensive 
software library while installing Alcatel E10 in 59 countries 
worldwide so far. This is an exceptional asset. The living proof 
of the quality and maturity of Alcatel E10’s software is given by 
1300 exchanges in operation in the world serving 21,000,000 
subscriber lines and trunk circuits. 


Alcatel E10: ISDN backed by experience. Each of 
these exchanges is serving an average of either 13,000 transit 
trunks or 20,000 subscriber lines with capacities of over 50,000 
lines largest ones. 

Long before the ISDN development, Alcatel CIT has gained 
unequaled experience in supplying new services 

Alcatel CIT has delivered the network infrastructure of the 
French Videotex, which now serves more than 3,000,000 
subscribers, who can get access to over 4,000 services. 

With 800 Alcatel E10 digital switching systems in service, over 
half the French network is digital. Consequently, 64 kbit/s 
switched bearer service has been made available by the 
French Telecommunications throughout the territory. Alcatel CIT 
also provides data and store and forward message networks 
serving tens of thousands customers. 


- 





ISDN a reality in France. 
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You're a businessman and in a 
hurry. 


That's where the Regal Airport 
Hotel gives you a big edge. You 
won't waste time getting to Or 
from flights. Room check-in is just 
a three-minute air-conditioned 
walk away. 


If your time is precious, stay at 


the Regal Airport Hotel! 


As the gateway to your next 
destination we will make sure that 
you get there — on time. 





REGAL AIRPORT HOTEL 


HONG KONG 


A REGAL INTERNATIONAL HOTEL 


For reservations, call your travel agent, Utell International, any major airline or the hotel direct. 
Hong Kong International Airport, Tel: (852) 3-7180333, Tix: 40950 HOMRA HX, Fax: (852) 3-7992503, 
SITA: HKGRHHL or HKGUFCX. Member of SITA/SAHARA Reservation System 











WWF Kojo Tanaka BCL 


‘Lhe 
Giant Panda 
needs your help 
tO survive 


NCE every eighty to a hundred years the 

bamboo forests in China's Sichuan 
Province, burst into flower and then die off. And 
that’s bad news for the Giant Panda, which 
depends for its survival on huge amounts of 
bamboo. 

But that’s just one of the problems facing the 
Panda. 

To ensure that it has a future it is vital to 
preserve the complex ecosystem in which it 
lives, to carry out research into its dietary needs 
and investigate possible alternatives, to discover 
the reasons for its low reproduction rate, to 
study the problem of internal parasites—all these 
factors and many more which threaten ` 
survival. 

Recognition of the urgent need to solve these 
and other problems has resulted in a unique and 
historic partnership between WWF and the 
People’s Republic of China. 

WWE has agreed to contribute US 
$1,000,000 towards a total of about US 
$3,000,000 needed by the Chinese Govern- 
ment to mount a major Panda Conservation 
Programme. This includes: construction of a 
research and conservation centre in the largest of 
the Panda reserves - Wolong Natural Reserve in 
Sichuan Province. 

A team from WWF, led by the distinguished 
ecologist Dr. G. Schaller, is already at work in 
Wolong together with top Chinese scientists 
under the leadership of Professor Hu Jinchu. 

The Giant Panda is an endangered animal. 
It is also the symbol of WWF's worldwide 
conservation efforts to save life on earth. 

But WWF needs money - your money 


Please send contributions to the WW F 
National Organisation in your country or direct to: 
WWE International, 1196 Gland, 

Switzerland. 


WWF WORLD WILDLIFE FUND 


WWF acknowledges the donation of this space by 
Far Eastern Economic Review 
Advertisement prepared as a public service by Ogilvy & Mather. 
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Developing funds and rewarding research 


€ ON a recent visit to New York, 
Shroff was relieved to see that not 
everyone is incapable of seeing beyond 
the licuidity-driven wish fulfilment of 
Wall Street and its denizens. The 
worthy investment bankers of the In- 
ternational Finance Corp. (IFC) in 
Washington — redoubtable champions 
of Third World causes — are convinced 
that big financial institutions must do 
more about the debt crisis. 

Shroff gathers that IFC may be about 
to launch a major new debt-conversion 
fund of global proportions that would 
bring a wide range of equity institutions 
into the Third World refinancing game. 
The whole thing is very much under 
wraps still, but it follows the successful 

t-conversion funds which IFC has 
, heered for the Philippines and Chile. 
Shroff has long argued that tapping the 
trillions of dollars that slosh around 
major stockmarkets is the only realistic 
way of easing the debt burden of over- 
geared less-developed countries. 

IFC went a few steps down that road 
with its Emerging Markets Growth 
Fund launched three years ago. That 
fund has now risen from US$50 million 
to US$180 million in subscriptions and 
its units increased from US$10 to nearer 
US$18 in value (without adjusting for 
rights issues). If the privately placed 
fund goes public — as seems likely be- 
fore long — the investment net will 
widen appreciably. 

Meanwhile, Shroff gathers that an 
IFC-sponsored regional fund — for the 
Asean markets — could be about to 
make its Mreanune. So, too, is a joint 
fund with Nomura, designed for Japan- 
based investors who wish to get a slice of 

action in the Thai stockmarket. 

naichi and Nikko have already 
launched such funds but Nomura's 
(with IFC) will be the big one. Such is 
Japanese investors' fear of putting a 
cent in any stockmarket other than New 
York or London that they badly need a 
bit of spoon-feeding with ready pack- 
aged funds for Asian markets. 

Much the same still holds for Wall 
Streeters. So, anyone who argues that 
an Asean fund is unnecessary because 
most of the region's markets already 
have direct investor access is missing the 
point. The success of the IFC-supported 

ai Fund launched a short while ago 
on the New York Stock Exchange 
(NYSE) is evidence enough of that (it is 
standing at a 44% premium to net asset 
value, NAV ). 

Oddly, the Malaysia Fund launched 
at around the same time on the NYSE is 
standing at a 20% discount to NAV 
(while the Korea Fund enjoys a 67% 
premium and the Taiwan Fund a 4876 
premium). True, Malaysia's stock- 
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market is fully open and it is the pattern 
for open-market funds to stand at a dis- 
count while closed markets like South 
Korea's (or semi-open ones like Thai- 
land) stand at a premium. But there 
may be more to it than meets the 
eye. 

Malaysia’s image with foreign invest- 
ors has been dented somewhat by recent 
p events and the softness in the 

uala Lumpur stockmarket has rubbed 
off on the New York-listed fund. It 
seems ironic in these circumstances that 
Malaysia should be refusing to sub- 
scribe to the World Bank's new invest- 
ment guarantee scheme, which is de- 
signed to protect portfolio investors in 
country funds as well as corporate in- 
vestors setting up business operations in 
developing countries. 

€ ONE of the undoubted achieve- 
ments of the Reagan administration has 
been its success in getting other coun- 





tries — not least Japan — to liberalise 
and open up somewhat their financial 
markets. But there is still a long way to 
go, as a just-published report which 
Shroff acquired from the US Treasury 
Department shows. 

e report charts the progress made 
so far in securing better treatment for 


| US banks and other financial institu- 


| tions operating in various Asian and 


other overseas markets. Since 1984, the 
report finds, there has been "continued 
improvement" in the treatment Japan 
ives to foreign institutions, and 
ikewise there has been "significant im- 
provement” in Australia. 

South Korea, too, has made "signi- 
ficant improvements," though the 
Philippines, Thailand and Taiwan have 
shown no pe 4 sig a progress. Neither 
has India, which is seen to discriminate 
against US banks in particular. Singa- 

ore remains basically “restrictive.” 
The other villain as far as the US is con- 
cerned is Canada where “no improve- 
ments” were recorded. 


€ SIX weeks is a long time in fund 
management. But, surprise surprise, 
more than a few managers seem to have 
memories which stretch to six months or 
more. A recent Extel survey of London- 
based institutional investors on the 
merits of stockbrokers' research ef- 
forts puts James Capel top of the league 
with the only “very good" overall rat- 
ing. 
But there are not a few red faces at 
Capel in Hongkong, headquarters of 
their bosses, the Hongkong and Shang- 
hai Bank. Even in London, Capel's “fill 
your boots" advice to investors in Hong- 

ong on the eve of the crash has not 
been forgotten. Bad luck ex-Vickers 
Carlton Poon and ex-Jardine Fleming 
Chris Chong, but the higher you try to 
push a stockmarket index (the Hang 
Seng to 14,000). the harder you can fall. 

Hongkong honours in the London- 
ers' book go to solid old Hoare Govett 
headed by suitably solid Barry Yates. 
Hoare Govett almost invented serious 
research in Hongkong, but has seldom 
been carried away by Hongkong's occa- 
sional hysteria. While quasi local name 
Capel was among the back markers, re- 
lative newcomer Smith Newcourt, 
which has perhaps the most originally 
presented research, made the No. 2 
spot. Scrimgeour Vickers, with our very 
own ex-Shroff John Mulcahy heading 
the team, came in third out of 21 firms 
surveyed. 

Capel recovered some regional dig- 
nity, Winning not only the Gold sector 

rize, but also being judged tops in 
coutheast Asia (Singapore, Malaysia, 
Thailand and the Philippines). Capel 
lead the field from Scrimgeour Vickers, 
Smith Newcourt and Barings, with 
lively minnow Crosby as runner up 
among 18 entrants. 

As for Japan, the London view was 
that home-team favourite Nomura was 
paced third in research quality behind 

aring Securities, which had a big lead, 
and Salomon Bros. In Australia, local 
boys Bain & Co. beat Hoare Govett's 


Down Under affiliate, McIntosh 
Hampson, into second. | 
Generally on the international 


scene, UBS/Phillips & Drew remained 
well regarded, as were Barclays de 
Zoete and Warburg Securities, which 
has come up fast. But W. I. Carr drop- 

d back. And some big US names 
hardly distinguished themselves. Mer- 
rill Lynch, rated a No. 2 in Canada and 
was runner up for the US, but scored 
nothing in other markets. And Shear- 
son Lehman Hutton won a booby prize. 
All good, clean and véry expensive fun. 
To spoil it all, Shroff asks: which of the 
brokers will still be in business in Janu- 
ary 1990? 
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Self-interest stalls the Philippines' state asset sale 














By James Clad in Manila 


deemed essential to governmental opera- 
tions and to leave business in the hands 
of the private sector. 
— Opening paragraph of the 1987 
Annual Report of the Committee 
on Privatisation. 


7] Soon after president 
Ferdinand Marcos de- 
parted Manila in Feb- 
ruary 1986, Corazon 
Aquino's new admin- 
istration promised an 
ambitious — privatisa- 

af a tion programme. The 
new administration pledged to sell off 
any state-run company "found unneces- 
sary or inappropriate . . . to maintain.” 





Aiready 
privatised 


Pending with 
ihe President 


owned or government-controlled cor- 
porations, known as GOCCs, to choose 
from. Aquino’s proclamations also 
spoke of a prompt disposal “of non-per- 
forming assets’ held by government- 
owned banks.” 

Privatisation thus became a cen- 
trepiece of Aquino's presidency, a pol- 
icy deliberately chosen to demonstrate 
her government's commitment to mar- 
ket liberalisation and the state's con- 
traction into a narrower role. She has 
repeatedly spoken in uncompromising 
terms about her commitment to have 
the job done. 

At an investment conference last 
November, Aquino reiterated that she 
"wanted government to get out of busi- 
ness, and fast." She cited specific assets 
prestige hotels, Philippine Airlines 
(PAL) — that had "been a tragic drain 
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[We] aim to dispose of all assets not 


There were nearly 300 government- 






Approved by the 
President 





anila's hardy privateers 


of resources." She insisted that "there 
will be no more postponements, 
clever schemes and no dilatory tactics." 

The reality is otherwise. Only a few 
GOCCS have been sold. Only a very few 
more of them face any real 'danger' of 
passing into private ownership. Grave 
doubts, moreover, hang over the future 
of the privatisation programme. 


This strikes many potential buyers as | 
odd. There have been plenty of poten- | 


tial buyers for asset-backed GOCCs, 
especially those with strong cashflows. 
Foreign merchant bankers, hoteliers, 
lawyers and corporate treasurers swept 
through Manila during the first flush of 
the programme; that flow has now less- 
ened. 

Foreign corporations, émigré 
Filipinos, prominent local families and 
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sections of the Filipino-Chinese com- 
munity have shown they have the 
wherewithal to buy. But that limited 
clientele causes many in government to 
have second thoughts: it goes against 
the nationalist and populist grain that 
state ownership, for all its faults, should 
be withdrawn in favour of a tiny elite, 
For these and other reasons, many 
sources close to the process consider the 
programme a foregone failure. "The 


grand plans have dwindled to a footnote 
in a lengthening chronicle of stalled re- 
one former senior official noted 


forms," 
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| bitterly. He resigned recently, fed up 
| with the prevarication. 
| A survey of achievements reinforces 
| this impression. Notwithstanding the 
| P14 billion (US$669.9 million) needed 
| this budget year to maintain state enter- 
prises, most of the 296 GOCCs remain 
in the hands of managers determined to 
keep their perquisites. 
a Meanw ile, there is the separate sale 
| of 390 non-performing assets held by 
| state-owned Philippine National Bank 
| (PNB) and the Development Bank of 
the Philippines (DBP). This has slow: 
leaving a dark cloud over announ 
plans to use money from this source to 
fund land reform. 
| The reason for the apparent failure is 
simple. The political will to do the job 
has evaporated. Moreover, there was 
never a consensus about 
what privatisation, itself a 
type of conceptual on 
hand, was supposed to 
achieve. 

Key ministers and officials 
have diedorresigned. Others 
have lost interest. Aquino 
herself has never given sus- 
tained support for the plan; 
in one case, well-sourced al- 
legations point to a friend of 
a presidential relative who 
has had “his” GOCC, a ship- 
chartering firm, exempted 
from privatisation. 

Nor has the government 
moved decisively on 
wider issue of the relati 
ship between the state and 
the market place. In particu- 
lar, the possible linkage be- 








tween state divestiture and a deepening 
of Manila's notoriously shallow equity 

market has not been exploited. This 
alone means a missed chance to widen 
the narrow, oligopolistic base of Philip- 
pine capitalism. 


me also ignores other possibilities 
for privatising cumbersome state enter- 
prises. A confidential report on the gov- 
ernment corporate sector submitted in 
February 1987 urged the farming out of 
"projects which are corporate in form 
but which should also be the focus of 
privatisation." It urged management 
contracting or franchising to private 
groups various services, such as Mani- 
la’s water supply, now provided by 
GOCCs. These notions have gone al- 
most nowhere. 


A’ currently defined, the program- 
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seem harsh, or even at variance with 
facts. One 'fact is that the government's 
rationalisation of its corporate sector is 
continuing. In a confidential 27 April 
letter to the World Bank, Manila has 
sought a US$200 million loan to support 
reforms. This request follows a 16 Feb- 
ruary order by Aquino rationalising the 
GOCCs which she wants to retain. 

"Ihe government," said Finance 
Secretary Vicente Jayme in that letter, 
"also intends to undertake by 31 Janu- 
ary 1989 a review of [GOCC] charters.” 
He told the Bank that 132 GOCCs will 
be divested to the private sector. The fu- 
ture of 194 out of 296 GOCCs had al- 
ready been decided, with “decisions re- 
garding a further 36" coming soon, he 
said. What is this, the government asks, 
if not progress? 

Another ‘fact’ is a committee and 
trustee system to divest state companies 
and a swarm of dead-loan accounts in 

: PNB and DBP. The ministerial- 

el Committee on Privatisation (Cop) 
comprises one arm of this system. 
Targeted GOCCs have their privatisa- 
tion plans reviewed by the committee. 
The other arm is the Asset Privatisation 
Trust (APT), which sells off non-per- 
forming, bank-foreclosed assets. 

The government says another sign of 
its continuing commitment appeared on 
16 June when it initialled a US$9.8 mil- 
lion "privatisation. project." Funded 


partly by the US Agency for Interna- . 


tional Development, the agreement will 
provide training, computer hardware 
and financial data management skills. 

Finally, the government counters 
critics by pointing out that many 
GOCCs have difficult-to-sell assets. 
“There is a lot of deadwood in the gov- 
ernment thicket,” said one banker. 

Despite this activity, however, 
nearly all sources intimately involved 
with the programme said that political 

etus behind the GOCC divestiture 
_ thas ebbed. Only 4% of all GOCCs 
have been sold in the 27 months since 
Aquino took power. By the end of 
March, only 119 non-performing assets 
had been sold — 30% of the total, and 
the rate is slowing as the 'easy' sales be- 
come scarcer. 

Other signs point to a hardening of 
the arteries. The departure of en- 
thusiastic and competent officials, such 
as finance under-secretary Edgardo del 
Fonso and Securities 
and Exchange Com- 
mission (SEC) com- 
missioner Monico 
Jacob, signalled an- 
other blow to hopes 
for a serious program- 
me of privatisation tied 
to capital-market ex- 


pansion. 
Second, govern- 
ment companies still 


supposedly “on track" 
for eventual sale to pri- 


To some these observations may 













| 
| 
| 
| 














|| (Summary information on government-owned and 
DONE M : 
jj Sorporations 


THE CHOSEN FEW 


` Source: Department of Finance. ag 


REVIEWTABLES by Andy Tang 


vate interests, are now sneaking off at 
many side-junctions. Others, even 
further down the track, have simply un- 
coupled themselves from the process, 
refusing to heed calls from the Cop for 
supposedly obligatory privatisation 
plans. 


AUS device is the proliferation 
of further "studies." PAL, about 
P3.3 billion in debt, has opted for a 
US$350,000 Asian Development Bank 
review. Despite Aquino's clear words 
six months ago, the study will weigh, 
once again, the reasons for and against 
privatisation — postponing, sources 
said, hard decisions for another vear or 
two. Catalino Macaraig, Aquino's cur- 
rent executive secretary, sits on PAL's 
board. So does one of his deputies. And 
yet the government has offered re- 
peated assurances to the business com- 
munity that the state, under Aquino, 
would disentangle itself from business. 

Privatisation was always going to be 
a race against time, especially given the 
Philippine business culture. Newly ap- 
pointed, "temporary" administrators of 
various GOCCs worked hard and fast to 
entrench themselves, like cuckoos settl- 
ing into other nests. 

In addition, social policy arguments 
and appeals to nationalism dominate 
the incessant, rearguard action against 
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privatisation, A prime example is the 
Philippine National Oil Co.’s (PNOC) 


_ reliance on old arguments about the in- 


dustry's “strategic” importance or fears 
of control by foreign multinationals to 
head off a well-planned divestiture of its 
retail subsidiary, Petron, 

Not all of this is disingenuous. Alter- 
natives have emerged to simply hiving 


off GOCCs. The PNB board. for in- 1 


stance, is considering an employee- 
shareholding plan. 

But most delays in submitting “com- 
pany-specific" divestment plans to the 
Cop have a simpler explanation: a de- 
sire to retain the power to award sub- 
contracting favours and to place allies 
within the firm. 

Delays worsened with the loss of two 
key proponents of state divestiture — 
former finance minister Jaime Ongpin, 
who committed suicide three months 
after Aquino removed him from cabi- 
net last September, and APT chief 
executive David Sycip, who suffered a 
heart-attack. Both had pushed hard for 
results within a government already be- 
ginning, in its first months, to solidify 
into clear-cut patterns of business 
favouritism. 

As finance secretary from March 
1986 to September 1987, Ongpin helped 
oversee the design of the dual Cop/APT 
structure. The structure emerged froma 
December 1986 presidential proclama- 
tion with a five-year lifespan, 

In the APT, five trustees supervise 
the disposal of P108 billion in non-per- 
forming assets. Last year, the PNB and 
DBP conducted a study showing that 
they could realise only P23.8 billion 
from forced sales — a probable recov- 
ery rate of just a fifth of the book value. 
The APT wants to lift the recovery rate, 
but only a quarter of the assets are tangi- 
ble; the rest are charges on bad loans 
called Financial Form Assets (FFAs). 

5ycip's replacement, Ramon Garcia, 
is seen as a more cautious man. 
Ongpin's successor, Jayme, also has 
that reputation. Jayme chairs the Cop, 
which groups Trade and Industry Sec- 
retary Jose Concepcion, Economic 
Planning Secretary Solita Collas-Mon- 
sod, Justice Secretary Sedrey Ordonez 
and Budget Secretary Guillermo 
Carague. Only Monsod is seen as hav- 
ing a strong commitment to privatisa- 
uon. 

An Ongpin appointee, del Fonso 
had chaired the Cop's 
crucial working sub- 
4| committee. In an inter- 
view, he described his 
old boss  "colliding 
head-on" with Aquino's 
former executive sec- 
retary, Joker Arroyo. 
"Recognising the risks 
of delay," del Fonso re- 
lated, "Ongpin opted 
for a staggered privati- 
sation process," with 
successive divestiture 


bets 

















going to Aquino, rather than an all-at- 
once decision — such as that ventured 
by a now-abolished commission on gov- 

. ernment reorganisation. 
= The first wave of Ongpin’s proposals 
. reached Arroyo between February and 
. July last year. Nothing happened until 
` the government, badly scared by the 28 
«E August 1987 military mutiny, unclogged 
+ its decision-making channels. Aquino 
approved the sale of the first GOCCs in 
September 1987, a full 18 months after 

coming to power. 

Even then, the approvals skirted 
: most of the big-ticket names: there were 
86 GOCCs in the first list, but another 
35 were initially deferred, including 
PAL, PNOC and the National Steel 
Corp. (NSC). As of I June this year, the 
. Cop had recommended 128 GOCCs for 
divestiture. It wants to abolish another 
65 and consolidate 15 within other 
GOCCs. A further 37 are to be “regu- 
larised,” that is transformed into non- 






































The theory of privati- 
ation is one thing, 
the practice of di- 
vestiture is alto- 
gether something else. 
Nowhere is the tena- 
i d city of the status quo 
- 0 P better illustrated than 
in the failure of the Philippine Govern- 
ment to live up to the promises of its 
. leaders and sell off the Philippine Na- 
tional Oil Co. (PNOC). 
The anatomy of this failure can be 
. found in unpublished memos last 
| year between the PNOC and the gov- 
"| ernment’s Committee on  Privatisa- 
tion (Cop). After a brave start on 








from foreign bankers, an innovative | 
divestiture plan collided with local | 
realities. | 
On 4 March 1987, Vicente | 
Paterno, then PNOC's chairman and 
president, wrote to the Cop recom- | 
mending the privatisation of the Pet- | 
ron Corp., PNOC's profitable retail | 


drafted by Citicorp Investment Bank, 
had been "presented to and approved 
by" the PNOC board on 3 March. 
Privatising Petron, added Paterno, is 
"the keystone project and could set the 
tone for all our future privatisation ven- 
tures." He continued: "it is important 
. that we proceed with this project as soon 
as possible to convince potential invest- 
. ors of the sincerity of the government in 
. carrying out the privatisation program- 
+ me." | 
; Paterno wanted the first sale of Pet- 
- ron equity achieved before the end of 


recommendations for specific GOCCs 





the heels of an expensive report r- 


\ ene 
\ 


subsidiary. Paterno said the plans, | 


| 
| 


corpe 









orate. government agencies, eight 
are to be "converted," whereby the 
special laws creating them are to be can- 
celled, and 31 others are to be retained. 

Presidential approval is only the first 
of many stops along the track. A statutory 
corporation or government department 
is nominally in change in each GOCC. 
These "disposition entities," or DEs, 
then have to prepare divestiture plans. 


he most active DE appears to be 

the National. Development Corp. 
(NDC), which presides over 38 GOCC 
subsidiaries. The other nine DEs in- 
clude the PNOC (with, at present, 
seven targeted subsidiaries); the PNB 
(six); the Social Security System (SSS — 
three); the Government Service Insur- 
ance System (GSIS — five), and the 
Home Insurance Guarantee Corp. 
(HIGC — one). 

Aquino's own Presidential Manage- 
ment Staff (PMS) also looks after 26 po- 
tential privatisation candidates, while 


New helmsman, old 
course at Petron 


1987. He summarised the recommenda- 
tions from  Citicorps P5 million 
(US$243,903) study. 

Petron was to be sold for some 
US$100-140 million. Paterno pro- 
posed foreign and local sharehold- 
ers. The Philippine element would ide- 
ally consist of PNOC with a 3576 stake, 
portfolio investors 2076 and employees 
and dealers 5%. A single foreign oil 
company would hold 30% and foreign 
portfolio investors the remaining 
1076 . 

The divestiture would follow a time- 
table. First, the foreign oil company 
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the APT itself has another 12. The de- 


| partments of agriculture (seven), tour- 


ism (one) and of transporation and com- 
munication (three) complete the list. 
Until now, only three DEs have made 
any sales. i 

A complex, bureaucratic track is just 
one problem. Since Aquino’s decision, 
18 of the 35 companies on the “defer- 
red” list have pulled clear of privatisa- 
tion altogether. The remaining 17, in- 
cluding NSC and PAL, are now ostensi- 
bly back in line for privatisation. 

Current privatisation intrigues 
centre on the Manila and the Philippine 
Plaza hotels. GSIS has a big stake in 
both and its supervisor, Feliciano 
“Sonny” Belmonte, is blocking the sale 
of the Manila Hotel, in particular. A 
third GSIS hotel, the Hyatt, was sold in 
June to Filipino-Chinese interests. 

In another case, the Cop has also 
backed away from selling off the PNB or 
DBP, in the face of contrary World 
Bank advice; PNB president Edgar 


would be brought in, then the other 
overseas investors, followed by a public 
flotation in the Philippines, and finally, 
the institution of the employees’ and 
dealers’ ownership plan. 

Sources at the Cop said that PNOC's 
proposal was the boldest of all privatisa- 
tion plans submitted by GOCCS to the 
committee. A unique feature was its 


public flotation. 


Yet Petron’s sale was doomed: 
Paterno resigned a few days after sign- 
ing the letter, accepting an offer to be- 
come a candidate for the May 1987 sen- 
ate elections. Paterno's replacement, 
Manuel Estrella, came to office with dif- 
ferent ideas — and with the backing of 
Aquino's executive secretary, Joker Ar- 
royo. 


oth Estrella and Arroyo belong to 

the same university fraternity, 
important relationship in the Phi , 
pines. More important, they both dis- 
liked the plan to sell off Petron, which 
had been created with PNOC im- 
mediately after the 1973 oil crisis. 

On May 28 last year, the new chair- 
man told the Cop that "there is no ap- 
proved board resolution calling for the 
privatisation of Petron." Estrella ag- 
reed in principle to the sale, but disag- 
reed about its urgency. He quoted an 
earlier report by US consultants Arthur 
D. Little which warned against "privati- 
sation for its own sake." This privatisa- 
tion study was produced at the insist- 
ence of US officials at the Asian Deve- 
lopment Bank as a pre-condition for a 
loan for PNOC. It was compiled in 1985 
before the Aquino government came to 
power. 

Estrella spoke instead of "strategic 
considerations," such as "insuring of a 
reliable supply [of petroleum products] 

. . especially in the light of pressing 
problems such as insurgency." Also, 





Espiritu says he wants to devise his own 
plan and the bank board will shortly re- 
ceive an imaginative proposal for em- 
ployee shareholdings. 

What are the financial gains of 
privatisation to date? By the beginning 
of May, the APT had realised about P6 
billion from various disposals. These in- 
cluded sales through bidding ( P2.32 bil- 
lion); direct debt buy-outs (P1.5 bil- 
lion); and other sales via the PNB and 
DBP, including cases where former own- 
ers redeemed their assets ( P61.5 million). 

Lumped with GOCC sales, the 

rivatisation programme realised P8.1 
illion during 1987. 


B ut a second look shows delays. For 
example, a bidding system to sell 
FFAs at a discount, with the funds held 
in escrow to enable purchasers to claim 
against collection costs and deprecia- 
tion charges, remains unused. With the 
improvement in the business climate, 

ny bad loans can, and should, be re- 


selling 40% of Petron to foreigners 
"could put the effective control of the 
oil industry in the hands of non- 
Filipinos." Using the debt-to-equity 
scheme to achieve this would be "tan- 
tamount to giving away the family silver 
in a garage sale." 

he Cop, then under former finance 
minister Jaime Ongpin's chairmanship, 
faulted Estrella's data and sneered at 
his nationalist rationale. The Cop said 


the existing government regulations | 


were sufficient to enable control over 
prices. 

Petron's position as sole supplier to 
the military "is a throwback to the [Fer- 
dinand Marcos] administration's policy 
of providing preferential treatment to 
government corporations competing 
with the private sector," the Cop con- 
tinued, “a practice the administration of 

sident Aquino has vowed to stop.” 

Ongpin’s allies, many of whom are 
Harvard Business School graduates, 
scoffed at Estrella's view that “private 
investors are discouraged by high front- 
end costs and long gestation periods” in 
oil-industry investment. In recent years, 
private investment in oil and coal was 
seven times greater than public spend- 
ing, they sniped. 

Intense feuding followed. On 15 July 
last year, the Cop went to Aquino urg- 
ing that the Citicorp plan for partial di- 
vestment proceed. The committee told 
the president that Estrella’s pre-condi- 
tions “would in effect perpetuate Petron 
as a 100% government corporation.” 

Since then, Petron's privatisation 
has remained stalled, as have plans to 
sell PNOC's Bataan refinery, the 
biggest in the country. 

Paterno, now a senator, pushed 
quietly for Petron's sale until the politi- 
cal and investment atmosphere soured 
after the 28 August 1987 attempted coup. 
He told the REVIEW that wheels within 
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vived. Nonetheless, confidential figures 
before April show the PNB and DBP 
collecting only P.15-20 million a month 
from that huge portfolio, a curiously 
small amount. 

Another area of missed opportunity 
is the central bank's debt-to-equity pro- 
gramme. This may have retarded the 
momentum behind privatisation. For- 
eign buyers holding GOCC debt sec- 
urities have sought to take advantage of 
the 40% discount for conversion to peso 
equity which the central bank allowed. 
The trouble is that central bank delays 
have stalled and, in the process, held 
back divestiture. 

Quite aside from all this, good old- 
fashioned patronage politics also stalls 
divestiture. To cite just one example, a 
management team led by a niece of the 
president manages Manila's TV Chan- 
nel Two. The station is heavily indebted 
to the PNB and last year the two sides 
devised their own privatisation plan. 
Nothing has come of the idea. 


PNCC already were moving in a differ- 
ent direction from the moment he left. 

Aquino's rhetoric changed. In De- 
cember 1986, she told a major business 
conference that the PNOC was among 
the GOCCs targeted to be sold off. At 
an investors’ conference in November 
1987, she omitted the oil industry from 
the list of "specific companies targeted 
for immediate disposal." 


t the end of 1987, the new PNOC 
management acquiesced in plans to 
sell, possibly by September, seven sub- 
sidiaries: PNOC Marine, Malangas 
Coal, Bislig Coal, PNOC Coal, Filoil 
Industrial Estates, PNOC Energy Sup- 
p» Base Inc. and Filoil Refinery. 
aterno described them as mainly loss- 
makers. 
Barring intervention by the presi- 





PNOC refinery: sell-off stalled. — 





Improvements in economic growth 
also reduce any sense of urgency about 
rivatisation, The latest data from the 
National Statistical Coordination Board 
shows GNP growing at an annualised 
rate of 7.57% during the first three 
months of 1988. Better times mean the 
prospect of higher revenues from taxes 
and tariffs which, in turn, mean govern- 
ment coffers need not rely so heavily on 
the proceeds of privatisation. 
he aborted privatisation program- 
me reinforces the wisdom of an old 
adage: governments must move quickly 
before inertia sets in. There have been 
some business policy successes — the 
coconut and sugar monopolies of the 
Marcos era have gone into oblivion. 
And the Cop and APT have raised some 
cash, sold off some companies and sent 
a few others into well-deserved com- 
mercial oblivion. 
Overall, the programme's mixed re- 
sults speak volumes about the Aquino 
government. o 





dent, Petron’s status is destined to re- 
main stalled. Important, cash-generat- 
ing subsidiaries, such as Bataan refinery 
and Petron, remain out of reach. 
Paterno reckons Petron has a cashflow 
from crude oil sales of more than 
US$1.2 million a day. 

The stalled PNOC divestiture has 
wider implications. In particular, it 
means a lost chance to help broaden 
Manila’s thinly traded capital market. 
In a March 1987 report, US consultants 
Terrence Reilly Curtis, Mallet-Prevost, 
Colt & Mosle painted a depressing pic- 
ture of a speculative equities market 
based on a narrow band of minerals list- 
ings. 

The same report had urged selecting 
GOCCs “for sale to the public and . . . to 
publicly traded mutual funds." It also 
said that buyers of government assets 
using the debt-to-equity conversion 
should “distribute securities in the sec- 
urities markets, especially with a view to 
avoiding concentration of control." 

These and similar ideas have gone 
nowhere, despite the Cop support for 
flotations. A recently signed agreement 
with the US, to provide consulting help 
with divestiture of government assets, is 
missing a capital market development 


| segment. 


Little has changed since the intense 
feuding a year ago between Ongpin, Ar- 
royo and Estrella. The PNOC “enjoys 
the best of all possible worlds," as the 
Cop said last year. "[Petron] has always 
operated in the heartlands of the private 
sector, out of reach of traditional gov- 
ernment strictures and constraints, and 
self-contained in its flexibility to make 
and implement decisions . . . [vet] itis at 
the same time a market participant with 
privileged and exclusive access to cer- 
tain accounts and other intangible be- 
nefits accruing from state ownership." 

— James Clad 


91 


Payment of is enclosed 
(Please print in block letters) 
| Name 
| Address 
| 
| Country 
© Jetspeeded O Surface mail 


Subscribe now 


and ensure your copy each week. 


Farkastern Economie 


JETSPEEDED RATES 


1year 
8$140 00 
US$80.00 
US$80 00 
US$58 00 
w22.500.00 
M$150 00 
US$64 00 
Rs 790.00 
US$49.00 
8$140.00 
US$60.00 
US$65.00 
US$80.00 
US$98.00 
A$109 00: 
NZ$140 00 


£20.50 £38.00 £66.00 


Emu | vene | ve 
South America US$38.50 US$72.00 US$125.00 


SURFACE MAIL RATES 
| 3monthe | $monthe | 





"usszeso | usso | 
ussi9.50 | usss7oo | 





US$43.00 
£28.00 
A$52.00 
¥8,170,00 


A$27.50 
v4,350.00 


. . . plus the Asia Yearbook 


Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
Yearbook. It gives you Asia minus the mystery. 
Minus the myth. A country-by-country survey of 
Asia. Everything from Finances & Currencies to 
Politics and Social Affairs. The only single 
medium of its kind. 


Rate: Soft cover US$27.50 or HK$215 (or 
the equivalent in local currency). Add the 
Yearbook cost to your subscription rate shown 
above, and send the total, with the completed 
coupon. 


— RÀ 


Please enter my subscription for 


O 3 months LJ 6 months L] 1 year 


[] Please include the Yearbook at extra 
US$27.50/HK$215. For airmail delivery, 
please add: US$7/HK$55 





Cheque payable to Review Publishing Company Ltd 
| enclosed 


| To: Circulation Manager 
Far Eastern 


Economic 
GPO Box 160, Hongkong WONCO707 


92 


Public versus private 
interest at Meralco 


By Jose Galang in Manila 


(Meralco), the 
power distribution 
roup serving the cap- 
ital and surrounding 
provinces, will be a 
test of the Philippine 
Government's determination to 
broaden the ownership of local busi- 
nesses. More important, it will be a 
test of whether government-owned and 
-controlled companies will be handed 
over to the country’s still dominant fam- 
ily business empires. 

Under plans drawn up last year, 
some 46.5% of Meralco will be sold via 
a public flotation. The move is aimed at 
boosting investor confidence in the local 
capital market. But observers are con- 
cerned that the proposed scheme could 
enable the former owners, the Lopez 
family, to regain control of the group. 

The family, one of the Philippines’ 
richest with substantial agribusiness and 
financial interests, still lays claim to the 
company, and two Lopez brothers, 
Manuel and Oscar, currently manage 
Meralco and associated companies. 

In a bid to dispel fears of an under- 
hand deal with the Lopezes, President 
Corazon Aquino recently insisted that 
plans for the privatisation of Meralco 
must ensure that no single business 
group or family can win outright con- 
trol. At the same time, she lifted the gov- 





ernment sequestration order on 
Meralco assets so that the sell-off could 
go ahead. 


The privatisation scheme involves 
the sale of 11.8 million common shares 





No place 
for debt 


ircular 1111 became Central Bank 
(CB) shorthand after mid-1986 for 
an innovative way to convert Philippine 
external debt into equity investments. 
Such swaps were supposed to become an 
integral part of privatisation plans. 

The scheme never quite fitted in. Its 
chief assumption was that Philippine 
scrip was so risky that only a discount as 
high as 40% would entice investors to 
convert to peso equity. 

By late 1987, the rationale was gone. 
The local economy had improved, Presi- 
dent Corazon Aquino's government was 
more stable and the influx of foreign aid 
had diminished the risk discount. 


p EEE 


of Meralco, to a group of financial in- 

stitutions led by the Bank of the Philip- 
ine Islands, a major local commercial 

bank, and Morgan Guaranty Trust Co. 

The institutions have agreed to pay 
P690 million (US$33.01 million) to the 
state-owned Development Bank of the 
Philippines (DBP) to cover debts owed 
by First Philippine Holdings Corp. 
(FPHC) and Meralco Foundation Inc. 
(MFI), two major Meralco shareholders 
which pledged the shares as collateral 
for loans. They subsequently defaulted 
on repayments. 

As part of the deal, the financial syn- 
dicate has also agreed to dispose of the 
shares through the stockmarket with 
four years of their acquisition. Over t 
same period, a further 5 million shares 
will be issued, taking the total public of- 
fering to some 56% of the power util- 
ity’s capital. 

Based on the value of the loans to be 
repaid by the bank syndicate for the 
11.8 million shares, the deal is worth 
about P58.50 a share. The Meralco 
common stock has a par value of P10, 
but its book value is close to P200. Ana- 
lysts estimate that the stock, at a multi- 
ple of five times earnings, could reach 
P. 100. 

The Meralco shares being sold in- 
clude 8.2 million from FPHC, almost its 
entire holding in the power utility, and 
3.6 million from MFI. MFI. however, 
will still hold 51.696 of Meralco. A sepa- 
rate divestment scheme for the remain- 
ing holding of MFI, which is now under 
government control, will be formulated 
over the next few months. 

The Meralco privatisation sche: 





From the scheme's inception, there 
was much scepticism. The first approved 
conversion, in August 1986, was a 
US$16.4-million American Express 
Bank (Amex) loan to Manila’s Interbank 
into a 40% Amex share in that bank. 
Oddly, that loan comprised one of sev- 
eral credits financing a nuclear power 
station which Aquino had considered for 
repudiation when she came to power. 

Odder still, the CB assumed Inter- 
bank’s bad debts before the deal, despite 
the implicit rationale of Circular 1111 
that foreign investors take over bad as- 
sets held by the entity into which they 
would buy. Another oddity was the CB’s 
waiver of a 10% fee stated in the circu- 
lar, which saved Amex about P25 mil- 
lion (US$1.2 million). 

These unusual arrangements for the 
first debt-to-equity conversion fuelled 
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^ WAS stalled By government sequestra- - 
tion of FPHC and MFI, and their hold- — 


ings in the power utility and other af- 
filiates, in bc 

was ordeved because of confusion over 
the ownership of the two firms. 

Under the order, the DBP transfer- 
red Meralco shares to the APT whose 
task is to sell off government assets 
under the privatisation programme. 
With Aquino’s recent intervention, the 
shares have had to be returned so 
that the company’s finances are not 
undermined in the course of any flota- 
tion. 

FPHC was originally established as 
Meralco Securities Corp. in 1961 by a 


tober. The sequestration - 


| 
| 
| 
| 





| 
| 
| 
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group led by the Lopez family which ac- | 


quired the power company from its US | 
founders. Meralco Securities was re- 
named First Philippine Holdings in the | 


, mid-1970s after being taken over by a 
| group associated with Marcos’ brother- 
in-law, Benjamin ‘Kokoy’ Romualdez 


“VIEW, 12 May). 

M FI was set up in 1973 by the Rom- 
ualdez group with the aim of ac- 

quiring the Lopez interests in Meralco 
Securities, which at the time controlled | 
98.4% of Meralco. To project a favour- | 
able image, MFI was declared a vehicle 
for the mutualisation of Meralco that 
would make its customers its eventual 
owners. The scheme never took off. 

Both the original acquisition of 
Meralco from its US founders and the 
subsequent moves by the Romualdez 
group were funded with DBP loans. But 
because of the economic recession in 
the mid-1980s, FPHC and MFI failed to 
meet repayment deadlines. MFI also 
failed to make instalment payments for 
Lopez interests in FPHC. This left the 
holding company with a 32.2% stake in 
Meralco when the Marcos government 
collapsed in February 1986, 

According to observers, the decision 

ell FPHC's Meralco stake is a con- 
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| 


tinuation of the Lopez family sattem 


the time, the power company was in fi- | 
nancial difficulties because of a govern- 
ment squeeze on power rates. 

The Lopez family, snubbing offers of 
debt guarantees from the Marcos gov- 
ernment, sought to raise funds through 
a public listing of Meralco. The move 
soured ties between the Lopez family 
and Marcos, whose vice-president at the 
time was Fernando Lopez, brother of 
Eugenio Lopez. 

Both the government and the Lopez 
family insist that the current Meralco 
stock dispersal plan is not designed to 


| restore the family's control of the utility 


| company. However, it will undoubtedly 
help improve the financial position of 
| FPHC, the Lopez family flagship. By 
| being relieved of its 2480 million share 
of obligations to DBP, FPHC will free 
some P7.5 million a month in debt ser- 
vicing costs. 

When the Lopezes regained control 
of the company in April 1986, it was for 
all intents and purposes bankrupt. Since 
then asset sales and moves to reduce 


| debt have improved its financial stand- 


ing. The Lopez flagship also stands to 
gain from any future increase in 
Meralco shares. Under an agreement 
with the financial syndicate, FPHC 
shares half of any profit made after the 
share price exceeds certain thresholds. 

FPHC professes to have no plans for 
re- = uiring Meralco shares in the mar- 
ket, though it is keen on maintaining a 
management contract with the utility. 
The current heads of Meralco and 
FPHC, Manuel and Oscar Lopez were 
originally installed as government re- 
presentatives. 

Eugenio Jr, the eldest of the Lopez 
brothers, has been quoted as telling 
government officials that “if the 
Lopezes are hired to manage the com- 
pany, it should be because of their man- 
agement capability and competence.” i 





cabinet rows between those for and 
against extending the use of Circular 
1111. 

Towards the end of 1987, the CB was 
also having second thoughts about the 
scheme, especially its effect on the for- 
eign exchange rate. Conversion was oc- 
curring without foreign funds entering 
the books, thus depreciating the peso. 
So, pointing to IMF warnings about the 
scheme's possible “inflationary” effect, 
the CB began a freeze on new applica- 
tions early this year. 

Delays have plagued the scheme. 
Sources complained that the slowness of 
CB approvals forced successful local 
bidders to pay interest on the amount of 
their winning bids while they waited for 
their foreign partners' money to arrive. 

Nor has the scheme merged smoothly 


with other ps of the P BOVEUIBEHE s 


mE ———— aA A 





privatisation programme. The APT has 
realised only 20 asset sales via the debt- 
to-equity scheme, worth P 1.8 billion. Of 
the GOCCs sold off, debt-to-equity con- 
versions figured most prominently in the 
sale of the Commercial Bank of Manila 
and the Mindanao Textile Corp. 

Finallv, the freeze on Circular 1111 
conversions leaves the CB accused of ap- 
plying a sort of “‘closed-market.” No list 
of current applications is available; the 
REVIEW understands that even Aquino's 
office has failed to obtain a list. There is a 
final irony. Circular 1111's generous 
discount may have dampened privatisa- 
tion. Securities Exchange commissioner 


i Monoco Jacob told the REVIEW that for- 


eign buyers shunned non-discounted 
purchases, hoping to win, via Philippine 
paper holders, that 40% shave. 

— James Ciad 


to list the utility in the early 1970s. At | 
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| 
| 
| 
| 
| 
| 
| 
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efing about 


rice imports 
Farmers fear the consequences 
of more US food imports 


By Charles Smith in Tokyo 


apanese farmers have not taken to 

the streets to protest at a govern- 
ment decision to phase out import 
quotas on beef and oranges. But the de- 
cision, arrived at on the eve of last 
month's Toronto Summit after months 
of negotiations with the US, has not 
ended the government's problems over 
farm-produce liberalisation. 

While the government is now faced 
with devising first-aid measures to keep 
Japan's small-scale, high-cost cattle 





farmers from bearing the full brunt of | B 


cheaper US imports, it faces a more 
serious challenge — to prevent rice 
farmers from going the way of citrus 
growers and cattle breeders. 

Japanese. politicians seem sincere 
when they say that, come what may, 
Japan will not end its existing ban on 


rice imports. But it is questionable - 


whether they have managed to convince 
the US that rice farming in Japan is a sa- 
cred activity to which the ordinary rules 
of free trade in agriculture do not apply. 


The leaders of the farm lobby in the. 
Liberal Democratic. Party (LDP) pro- 


tested strongly when the US in De- 
cember 1987 demanded that an expiring 


four-year agreement on the gradual en- | 


largement of beef and orange quotas 


should be followed by full-scale liberali- - 


sation. Apparently, much of the drama 


was contrived. A senior staff member of _ 


the LDP’s permanent committee on 
farm products told the REVIEW that 
leading farm lobbyists had accepted that 
the quota system would have to go. One 
reason for this was that the system could 
not have been defended in Gatt where 
the US had demanded adjudication by 
an independent panel. 

Japan's aim throughout the negotia- 
tions with the US, the same LDP source 
said, was to reach RAUM with the 
US before the Gatt panel started work. 
This was achieved, but only just. Gatt 
was about to nominate the panel when 
Japan reached agreement on 19-20 June 
to phase out quotas over three years. 

Japan's central union of farm 
cooperatives (Zenchu) told the REVIEW 
that while it was “unhappy” about 
liberalisation, it did not feel let down by 
the government. Farmers were con- 
sulted during the drawn-out negotia- 
tions, usually through a meeting with 
the LDP and Ministry of Agriculture of- 
ficials before each round of talks with 
the US. 

Zenchu said, however, that having 
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decided to allow imports 
of beef and oranges (sub- 
ject to a temporary rise in 
the beef import tariff), the 
government would have to 
“rescue” the beef indus- 
try. This could be costly. 
Japanese wholesale beef 
p are three times the 
evel at which beef of com- 
parable quality sells in the 
US. 

Of the various mea- 
sures to assist beef pro- 
ducers, the most promis- 
ing appears to be a sys- 
tem of deficiency pay- 
ments (income-support 
subsidies which bridge 
the gap between produc- 
tion costs and market 
prices), especially for 
breeders. Prices of Japan- 
ese wagyu calves (the kind 
which produces the highest quality 
beef) are usually about ¥400,000 
(US$3,065) a head and represent 
roughly 40% of the cost of beef produc- 
uon. 

If prices were halved, the farmers 
who buv calves for fattening might be 
able to survive competition from beet 
imports, but many breeders would 
probably go bankrupt. To cope with this 
situation, Zenchu wants the govern- 
ment to bridge the gap between “eco- 
nomic” and “real” breeding costs. This 


Farmers’ representatives: "beef-subsidy battle. 





tury; without the support, 
numbers would decline to 
about 700,000. 

Japan's self-sufficiency 
rate in beef would reach 
about 40% by the year 
2000 unde an income- 
support scheme against 
3695 in a free market, the 
centre estimates. With or 
without support, imports 
would account for the 
greater part of any in- 
crease in beef consump- 
tion. The centre estimates 
the imports’ share rising 
from 36% in 1987 to 60% 
by 2000 even with govern- 
ment help for the beef in- 
dustry. 


he concept of support 
AP payments to cattle 





would cost an estimated ¥ 100 billion or 
more a year, compared with ¥250 bil- 
lion budgeted for “managing” Japan’s 
rice crop. 

A researcher at the Ministry of Ag- 
riculture’s General Agricultural Re- 
search Centre estimates that income 
support for calf breeders could allow the 
beef industry at least to hold its own 
after liberalisation. The centre predicts 
that with income support the number of 
wagyu cattle would remain at about | 
million head up to the end of the cen- 
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Guardian agency 


A World Bank body offers foreign investors protection 


By Anthony Rowley in Washington 


he World Bank’s Multilateral In- 

vestment Guarantee Agency (Miga) 
has formally come into operation, but 
Asian countries are divided over becom- 
ing involved. Malaysia and Singapore 
have declined to join the agency. Miga is 
designed to protect direct and portfolio 
investment in developing countries as 
well as help them liberalise their foreign- 
investment regimes. 

So far, 69 countries have ratified or 
signed the convention establishing Miga, 
of which 10 are Asia-Pacific nations — 


Bangladesh, China, Fiji, Indonesia, 
Japan, South Korea, Pakistan, the 


Philippines, Sri Lanka and Vanuatu. 
While Thailand is still considering 
whether to join, Malaysia and Singapore 
feel that thev do not need any outside 
agency to underwrite their investment 
climate. 

Miga's senior management team is 
expected to include a prominent Japan- 
ese, possibly as chief executive, reflect- 
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ing Japan's rising profile in the World 
Bank and the size of its capital subscrip- 
tion to the agency. 

Miga will play an important role in 
promoting consultation between de- 
veloping countries’ national investment 
agencies and their counterparts in indus- 
trialised countries. The goal is to avoid 
the problems which arise when host 
countries alter the initial ground rules, 
impose licensing restrictions or put 
bureaucratic obstacles in the way of in- 
vestors. 

During recent years, private direct 
investment in developing countries has 
slumped to US$10 billion in 1987, com- 
pared with more than US$16 billion in 
1981. Aggregate net flows of resources of 
all kinds to developing countries also fell 
from about US$114 billion to US$55 bil- 
lion in the same period. 

The causes of this decline in private 
direct investment — East Asia was least 
severely affected — include a perception 


farmers is thought to be 
acceptable to the US and is within ~ 
rules of Gatt, which recognises sim) 
arrangements in Europe. Whether tne 
Ministry of Finance (MoF), which al- 
ready balks at the cost of rice-price sup- 
port, is prepared to go along seems 
more doubtful. The LDP farm lobbyists 
expect a battle with the MoF over beef 
industry subsidies. This could begin as 
early as next month, when parliament 
will be convened to discuss proposals 
for a supplementary budget featuring 
[arm subsidies. 








| among foreign investors that funds- 


transfer risk has increased and that host 
countries may not be able to service 
equity investments because of their for- 


| eign debt. This is one type of non-com- 


mercial risk Miga will cover. Others in- 
clude expropriation, contract repudia- 
tion and war or civil disturbance. 
Although the potential for such ri ` 

is felt to be a lot greater in Latin Ame! 
and Africa than in Asia, there are heavi- 
ly indebted countries in the region where 
the foreign-debt profile is felt to be suffi- 
cient to worry potential investors. 


he big constraint on Miga's opera- 

tions is the size of its capital. The 
countries which have ratified Miga's 
convention subscribed some US$665 
million, about two-thirds of the au- 
thorised capital of US$1.1 billion. The 
World Bank has limited the amount of 
guarantees to 1.5 times the subscribed 
capital, plus reserves. Some bank sources 
suggest that Miga might be overwhelmed 
by applications from investors anxious 
to secure non-commercial risk cover. 

Miga officials hope, however, that its 
presence as a party to any investment 
will encourage national agencies provid- 
ing investment-risk cover to come in as 
co-insurers and, through some use of 
reinsurance, to act as a catalyst for much 
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The MoF is expected to stress that, 
with cattle-feed import prices at histori- 
cally low levels (because of yen revalua- 
tion), the last thing cattle farmers need 
is subsidisation, at least during the cur- 
rent fiscal year. But politically the prob- 
lem is an urgent one. Delays in settling 
the income-support issue could damage 
the LDP's chances in the upper-house 
parliamentary election due in mid- 1989, 

Compared with its worries over 
the beef industry, the government's 

roblems with rice at first sight look re- 
atively simple. The US administration 
has rejected calls from the California 
Rice Millers’ Association to start bila- 
teral talks with Japan over the import of 
rice and instead proposed that the issue 
should be taken up at the Uruguay 
Round of Gatt negotiations, where 
Japan may find it easier to stall. 

The inclusion of rice on the Uruguay 
Round agenda means that Japan is un- 
likely to have to justify the legality of its 

ort ban, at least for the time being. 

US could hardly argue that forcing 
the issue to Gatt arbitration is consistent 
with negotiations. However, rice could 
ultimately emerge as the final and most 
bitter bone of agricultural contention 
between the two countries. Japan's 
problem is that its strongest reason for 
opposing imports — the belief that rice 
farming forms the basis of Japan's indi- 
genous culture — is hardly the type of 
ramen! most likely to convince the 
US. u 
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larger flows of funds than those based 
upon Miga's capital alone. Officials also 
note that the average loss on the types of 
insurance it provides is only about 12% 
of premium income, and this low risk 
should attract further capital injections. 

Miga insists it is not duplicating the 
function of existing national agencies. 

ie of these agencies suspend cover 
-- -. time to time as a way of exerting 
commercial or political pressure on 
target countries for overseas investment. 
Miga's charter excludes such caveats. 
Also, Miga should be better placed than 
most agencies to protect against finan- 
cial transfer risk. If a heavily indebted 
host country is unable to cie d foreign- 
equity investments in hard currency, 
Miga can accept local currency and sell it 
to various World Bank or UN agencies 
for use in their local projects, and in re- 
turn for hard currencies. 

Miga also differs from national agen- 
cies in providing two-way cover: for out- 
ward investment from developing coun- 
tries as well as for inward investment. 

Protection of portfolio investors in 
developing countries will probably be 
limited initially to providing some sort of 
cover for investors in the country funds 
which Miga's sister agency, Interna- 
tional Finance Corp., has been instru- 
mental in putting together. 
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Par for the course 


World-Wharf wakes up — and buys a US hotel chain 


By Christopher Marchand in Hongkong 


ossibly the best part of the Hong- 

kong-based World-Wharf group's 
HK$1.05 billion (USS135 million) cash 
purchase of Omni Hotels, a US hotel 
chain, is that it marks the first step to- 
wards expanding and diversifying the 
group's earnings base, after years of in- 
activity under controlling shareholder 
Sir Y. K. Pao. 

Pao now spends most of his time 
playing golf in the US. But his semi-re- 
tirement has increased the pressure on 
management, headed by Pao's second 
son-in-law Peter Woo, to find more 
creative ways of maximising sharehold- 
er returns than just sitting on billions of 
dollars invested in US Treasury bonds. 
That World-Wharf has had to look 
overseas for the right deal demonstrates 
both the high cost and lack of quality as- 
sets for sale in Hongkong. 

But the Omni deal, being less than 
the cost of a single, de luxe Hongkong 
hotel, is something of a mouse. The cost 
represents less than 5% of the World 
group's assets, while Woo's reluctance 
to forecast Omni's future earnings 
growth has dampened market en- 
thusiasm. The deal is also unusual, as 
this stolidly conservative group has cho- 
sen an entrepreneurial play as its first di- 
rect, offshore investment. 

Omni, which was started only five 
years ago, has 39 hotels and 14,000 
rooms under management in 21 states. 
The aim is to expand the number of 
hotels under management to 60 in two 
years. Revenue is forecast at US$435 
million in 1988, ranking Omni as the 
US's 14th-largest hotel chain. The aver- 
age occupancy rate rose last year to 
66% . Debt is a minimal US$8 million. 

World-Wharf will finance Omni's 
cost by US bank borrowings. On a 
worst-case scenario, assuming that 
Omni generates no bottom-line profit 
this year, the earnings dilution should 
amount to HK$25 million each 
for World and Wharf. Both com- 
panies have taken a 50% stake in 
Omni. 

The price looks expensive. Woo says 
it is based on a 14.2 times multiple of 
prospective 1988 earnings, a figure 
which compares with the 14 times pros- 

ective earnings of an established US 

otel operator, the Marriott. The pre- 
mium to Omni's net asset value could be 
as high as 33%. But an estimate of net 
worth depends on such uncertainties as 
tax credits and valuing the management 
contracts. 

The challenge will be to generate an 
acceptable profit flow. Margins are 
wafer thin, and Omni has still to 


build up name recognition in the US. 
Equity is held in Omni's hotels in 
Chicago (100%), Boston (45%), 
Richmond, New Orleans, San Matteo, 
California and Providence, Rhode Is- 
land. None of these hotels is currently 
ess. at a loss. The vendor, Aer 
Lingus, Ireland's national airline, is re- 
taining one of the best Omni hotels: 
Berkshire Place in New York City. 
Equity stakes, however, are needed 
to maximise profit. These would require 
capital, and Omni (through World- 
Wharf) will probably have to sink in 
equity to win management contracts. 


Omni also needs to define its market 


focus on the business hotel sector. At 
SOUTH CHINA MORNING POST 


present, its hotels 
span a range of 
sectors from 
semi-luxury to 
the San Matteo 
motel. But Woo 
believes that 
Omni's national 
toll-free reserva- 
tions system will 
give the hotel a 
crucial marketing 
edge in pulling in 
visitors. 

A big worry is 
that Woo em- 
barked on this 
deal in a desper- 
ate desire to show 
shareholders that 
World-Wharf is 
trying to expand. 
The Omni move follows a number of 
setbacks to the group's expansion ef- 
fort. An earlier attempt to buy Foleys, 
the US department store chain, fell 
through when World-Wharf's partner, 
Macy department stores, lost a separate 
takeover battle for Federated Stores. 
And Hongkong's merchant banking 
fraternity brims with stories of how the 
group has spurned dozens of diversifica- 
tion deals over the past two years. 

Woo, however, says that the Omni 
purchase gives World-Wharf "critical 
mass" in the US, and “a lot more mus- 
cle" in looking for other investments. 
Still, an entrepreneurial play is a high- 
risk way of getting into the US. The 
group's reputation will not gain if 
Omni's management falls short of ex- 

ectations. Moreover, World-Wharf 

ardly lacks the cash to buy steady, in- 
come-generating assets in hotels or re- 
tailing, the areas which Woo has iden- 
tified for growth. But an end to the 
Brezhnev-like vears of inactivity under 
Pao is to be welcomed. oO 


Pao: high-risk step. 
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Deals within deals 


Li Ka-shing’s Husky again in the hunt for Texaco Canada 


By Ashley Ford in Vancouver 


he failure of US corporate raider 

Carl Icahn to win control of Texaco 
Inc.'s board of directors and thus con- 
trol of the company, has cleared the way 
for Hongkong's Li Ka-shing to pursue 
his goal of acquiring Texaco Canada. 
This would make him one of the 
major players in Canada's energy indus- 
try. 

Li's Calgary-based Husky Oil Co., 
which is controlled by his Hongkong 
companies Hutchison Whampoa and 
Cavendish Holdings, has made clear its 
designs on Texaco Canada, currently 
78% owned by its New York-based par- 
ent. 

In March, Li began a US$3.7 billion 

lay for Texaco Canada (REVIEW, 24 

ar.). However, this became bogged 
down when Icahn launched his own bid 
for Texaco Inc., the third-largest inte- 
grated oil company in the US. Both sides 
in the battle for control of the techni- 
cally bankrupt parent agree it has to sell 
assets to regain a firm financial foot- 
ing. 

Texaco Canada, cash-rich and with 
negligible long-term debt, is Texaco's 
most marketable asset. The Texaco 
board, confirmed in its position by the 
17 June annual meeting, has said it is 
willing to look at outright sale, a joint 


SPACE 


venture or a merger to capitalise 
on the value of the Canadian subsi- 
diary. 

Texaco got into financial trouble 
when it was ruled to have interfered 
illegally with Pennzoil’s attempted 
takeover of Getty Oil Co. It agreed to 
pay a US$5.5 billion out-of-court settle- 
ment to the Houston- 
based Pennzoil. But 
to meet this debt, it 
has to raise about 
US$3 billion. It has 
already sold some of 
its US refining in- 
terests to Saudi Ara- 
bian oil interests. 

Ironically had 
Icahn, Texaco's 
largest shareholder 
with a 14.9% stake, 
been successful, 
Husky might have 
had an easier task of 
at least obtaining a 
joint-venture share 
of Texaco Canada. In 
an effort to win con- 
trol of Texaco, Icahn 
wooed both Husky 
and  Toronto-based 
Gulf Canada Re- 


China's countdown on hold 


US-European space industry lobby to block launches 


By Brian Jeffries in Hongkong and Nayan Chanda in Washington 


hina's ambitions to launch Western 

satellites at bargain prices on its 
Long March series of rockets could be 
nm because of strong opposition 
in the US and Europe. 

US launch contractors and Europe's 
Arianespace consortium are both lobby- 
ing strongly for such launches to be 
blocked. They argue that launch prices 
offered by China are subsidised and rep- 
resent unfair trade practices. They want 
them halted, ostensibly on the grounds 
that there is a danger of advanced West- 
ern satellite technology falling into 
China's hands. 

On 17 June, the Great Wall Industri- 
al Corp. (GWIC), the marketing arm of 
China's Ministry of Aerospace Indus- 
try, signed an agreement with a Hong- 
kong-based consortium, Asia Satellite 
Communications Co. (AsiaSat), to 
launch a US-made communications 


satellite to serve several Asian nations, 
in late 1989. If the launch goes ahead, it 
will be the first commercial launch of a 
Western satellite by China. 

GWIC is also a strong contender, 
along with two US launch firms and 
Arianespace, to launch a new series of 
Australian satellites that are due to start 
going into orbit in 1992. In both cases, 
Western launch companies fear that 
China’s successful entry into the launch 
business will threaten their own viability. 

Both the US State Department and 
the 16-nation Coordinating Commit- 
tee for Export Control have the 
authority to restrict exports to com- 
munist states based on national security 
and technology-transfer considerations. 

AsiaSat says that as a result of assur- 
ances from Washington, it believes it 
will be successful in obtaining the neces- 
sary export clearance to launch its satel- 





sources. He promised Texaco Canada 
to each group if either backed his 
move on the parent. While talks with 
Gulf were quite extensive, Icahn at 
the same time was dealing with Husky 
officials. Husky president Arthur Price 
acknowledged he sent a Husky team 
to New York to talk with Icahn, but 
e said they "did not proceed 
LP 
In fact, Husky appears to have 
ositioned itself extremely well for the 
uture. Industry analysts told the 
REVIEW that Husky apparently judged 
the outcome of the proxy fight correctly 
and while talking with Icahn, was also 
maintaining close links with the incum- 
bent board. 

Husky may not 
be able to get Texa- 
co Canada all for it- 
self. Gulf says it is 
still interested in 
the company, but 
neither Gulf 
Husky has tal... 
openly about a joint 
venture. 

Industry analysts 
say such a deal may 
be the most logical 
way to "repatriate" 
the company into 
Canadian hands. 
They point out that 
Gulf has no inter- 
est in Texaco's down- 
stream operations 
such as refineries and 

as stations. It sold 
its own similar opera- 


lite aboard a Long March 3 rocket. The 
consortium  — comprising Citic 
Technology Inc., part of the China In- 
ternational Trust and Investment Corp. 
of Peking, Cable and Wireless of Britian 
and Hongkong's Hutchison Telec 
munications — told the REVIEW .. .. 
preparing its formal application for 
clearance. The issue was at a delicate 
stage, a spokesman said, and if neces- 
sary it could be taken up at a govern- 
ment-to-government level. 


S administration sources, however, 

were dubious that the clearance 
would be given. In inter-agency consult- 
ations, they said, those opposing an ex- 
port licence were likely to prevail, de- 
spite Chinese undertakings to safeguard 
the technology. Even if the administra- 
tion gives the clearance, opposition 
from the US space-launch industry 
could be decisive. “If the industry 
charges China with predatory pricing 
and unfair trade, congress may simpl 
put a clamp on the [satellite’s] export,” 
one source said. 

China is prepared to launch the 
AsiaSat satellite for a reported fee of 
US$35 million, compared with about 
US$50 million that Western firms would 
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tions several years ago. But there 


are tax advantages to it acquir- 
ing Texaco Canada’s exploration pro- 
jects. 

Husky, on the other hand, wants to 
broaden its downstream operations, 
especially in Eastern Canada. Texaco, 
with about 11% of the Canadian retail 
Seabee market, would be the perfect 
it with Husky’s chain of retail outlets in 
Western Canada. 

But Husky also wants access to 
Texaco’s conventional oil reserves, 
which would compliment its current re- 
liance on its own heavy oil resources. 
There is also the added attraction of 
about C$900 million (US$748 million) 
in Texaco Canada's treasury. 

Analysts caution that Husky's deter- 
mination to acquire these assets could 
rule out a joint venture. 

Meanwhile, Husky has moved on 
another front to acquire additional light 
oil and gas reserves. It will pay C$375 

lion to acquire Canterra Energ 

m Nova Corp., which holds a 44 ^ 
stake in Husky. Nova acquired Can- 
terra as part of its C$1.3 billion buy out 
of Polysar Energy & Chemical Corp., a 
major Canadian petrochemical com- 


pany. | 

Husky will inherit a C$1.6 billion 

debt load, but it will also acquire a com- 

any that has the lowest oil and gas find- 
ing costs in Canada. It will also virtually 
double its asset base. 

Further, says Price, the purchase 
makes Husky one of the top 10 oil and 
gas producers in Canada “and may 
make for a more attractive merger part- 
ner” for Texaco Canada. 


normally charge. Administration sources 
in Washington say Arianespace offered 


AsiaSat a similar discount, without suc- 


cess, in a bid to head off China. AsiaSat 
declined to comment on this claim. 

In Australia, the government has 

'n quietly pushing for the next gener- 
ation of Aussat satellites, expected to be 
manufactured by the US Hughes Corp., 
to be launched by Long March rockets. 
However, a recent report in The Austra- 
lian Financial Review said Australia has 
failed to approach the US Government 
to discover its attitude towards Chinese 
launchings. As a result, if China is 
awarded the launch contracts, Australia 
will almost certainly have to overcome 
the same hurdles being faced by 
AsiaSat. 

China, in turn, is becoming increas- 
ingly concerned at Western opposition 
to its commercial launch ambitions. At 
the AsiaSat contract-signing ceremony, 
U Keli, vice-president of GWIC, told 
reporters: "Some Western companies 
have called China's launch service an 
unfair trade practice and a real threat to 
free-world launch services. This is ut- 
terly unjustifiable.” He said China 
would make a small initial profit on its 


launches, and that profits would grow. I 





‘INDUSTRY 


New man at the 






Malaysia looks to Japan for help at Proton 


By Suhaini Aznam in Kuala Lumpur 


Mangement of Malaysia's prestige 
national car project, the Proton 
Saga, is likely to be taken over by 
Japan’s Mitsubishi Motor Corp. 
(MMC) following a stinging attack on 
the performance of the existing Malay- 
sian managers. On 23 June, Finance 
Minister Datuk Daim Zainuddin said 
the civil servants who run state-owned 
companies were ineffective. 

Proton — Perusahaan Otomobil Na- 
sional — is one of two of the Malaysian 
Government’s E industrialisation pro- 
jects which will be removed from the 
supervision of its parent company, the 
Heavy Industries Corp. of Malaysia 
(Hicom). 

The other is Perwaja Trengganu, the 
troubled M$1.2 billion (US$462.8 mil- 
lion) steel plant, which reported a net 


~ loss of M$157 million for the year end- 


ing 31 March 1987. Perwaja is to be 
placed under the control of a new com- 
pany headed by Datuk Eric Chia, the 
man formerly responsible for marketing 
the Saga. Hicom owns 70% of Proton 
and 51% of Perwaja, a Malaysian-Ja- 
panese joint venture, which had sus- 
pended its plans to make hot briquetted 
iron. 

A task force was set up to see if 
MMC, which has a 15% stake in Proton 
and which provided the prototype for 
the Saga, should now manage Proton. 
(MMC's parent company, Mitsubishi 
Corp., owns another 15%.). The task 
force is due to report back to Hicom this 
week. 

Malaysia had hoped to export 
20-30,000 Sagas a year. But this tar- 
get has proved optimistic. Retail 
sales in the US and Britain are not ex- 
pected to begin until next year — aftera 
two-year delay. Exports to smaller 
countries like Brunei and Bangladesh 
only reached about 1,000 units early this 
year. 

Daim was quoted in the Business 
Times as saying, "We'll use an all-Ja- 
panese management team [at Proton] if 
the task force recommends it." As to 
whether it was a mistake to appoint civil 
servants to run a business, he replied: 
"Some are good .. . one or two.” 

The management is to blame when 
companies do not perform and most will 
resign, he said. “Here they think they 
are placed there permanently . . . If you 
fail, you must have the courage to re- 
sign. If you don't, you may be sacked," 
Daim warned. “In Japan, if they fail, 
they commit hara kiri,” 

A management shake-up in Proton 
will probably be followed by a similar 
reshuffle in its marketing arm, the Eda- 





ran Otomobil Nasional (EON) of which 
Chia was managing director until his 
new appointment at Perwaja. 

The cold war between Proton and 
EON is legendary among local industry 
sources. Proton lost M$39 million in the 

ast financial year making Sagas, but 

ON made a good profit from in- 
stalling accessories and selling the 
cars. 

Proton subsequently decided to in- 
stall cassette players and air-condition- 
ing units at the factory, thereby reduc- 
ing its losses per unit. 

Despite MMC's assurances of sup- 
port, the Japanese side has been reluc- 
tant to help with the export of the Saga 
since it would compete with MMC’s 
own models. 

Meanwhile, sales of Sagas to tradi- | 
tional dumping grounds for Japanese . 
cars — Bangladesh, Malta, Sri Lanka, | 
Papua New Guinea, Jamaica and New 
Zealand — have been sluggish. The | 
Saga is relatively expensive and only - 
about 90-120 units have been sold to © 
these six markets each month. | 


A: apanese managing director could . 
change that. He could seek a solu- | 
tion to languishing exports with Mit- . 
subishi in Japan. Such an appointment _ 
would also please the Japanese who © 
might be more receptive to the re- 
scheduling of two loans totalling ¥22 
billion (US$168.6 million). The rising 
yen has made it costlier for the Malay- 
sian side to repay the money. 

But to some Malaysians, Japanese 
management of Malaysian prestige pro- 
jects seems like “a total sellout,” said 
one source. It is a particular slap in the 
Malay face since the Hicom top man- 
agement are all Malays, as are most of 
its plant workers. 

Industry sources expect Mitsubishi 
to sell Saga through its own network. 
Such a move has been indicated by the 
recent appointment of Cycle and Car- 
riage — which distributes Mitsubishi — 
as sole distributor for Proton Sagas 
in Singapore, with a modest mini- 
mum commitment of 15 units a 
month. 
| If the pattern continues, Mitsubishi 
| would then be able to control Saga 
sales. Worldwide exposure would de- 





pend on Mitsubishi's priorities. 

The original aim of hanny a na- jo 
tional car was to capture 100% of the © 
domestic market for passenger cars in — 
the 1,300-1,500 cc range. Industry 
sources expect MMC to concentrate on 
Malaysia and undercut competitors, |- 
. especially other Japanese lines. Oo 
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CURRENCIES 


Yen takes a tumble 


Japanese institutions launch a US dollar buying spree 


By Richard Hanson in Tokyo 


ust before the June Toronto Sum- 

mit, a senior Japanese Government 
official, whose responsibilities have 
included watching foreign-exchange 
movements, commented privately that 
he would not be surprised to see the yen 
drop to 140 to the US dollar before the 
end of the year. 

Indeed, the official added, the for- 
eign-exchange market would probably 
pose a challenge and the US and Japan 
“might have to talk about dollar-selling 
intervention.” In the event, the yen did 
fall, though for reasons unrelated to the 
summit. It dropped from the ¥ 124-126 
range — where it had been "stuck" for 
more than two months — to ¥133, the 
Japanese currency's lowest point since 
mid-December last year. 

When the same official was later 
asked how he managed to call the moves 
so accurately, the simple reply was: “In- 
stinct." Instinct may be about the most 
reliable indicator to follow these days. 
The foreign-exchange market has 
awakened from two months (April and 
May) of virtually no movement in the 
yen-dollar rate to what promises to be a 
highly volatile summer and autumn. 

Scenarios can be drawn showing that 
the yen could slip further to near the 
¥ 140 level, if US inflation looks to be 
under control and US trade deficits 
shrink in an orderly fashion. 

A further weakening of the ven 
would almost certainly set off inflation- 
alarm bells within the Bank of Japan 
(BoJ — central bank), whose money 
EP indicators have been rising at 
12% a year. The question is at what 
point does the Japanese Government 
start to sell dollars. It appears that the 
Ministry of Finance (MoF), which de- 
cides intervention policy, and the BoJ, 
which executes it, have so far refrained 
from direct intervention as the dollar 
touched a high of ¥133 in Tokyo on 29 
June. 

That may be because the authorities 
are not particularly alarmed by the 
seven yen rise of the dollar so far. One 
report said that BoJ would not inter- 
vene unless the dollar was approaching 
the ¥140 range. There may also be 
an understanding among monetary au- 
thorities that initiative for intervening in 
case the dollar is appreciating should 
come from the US side. 

The consensus among foreign-ex- 
change experts holds that the difficulty 
in bringing down the US federal budget 
deficit and other problems mean that 
the dollar should continue to weaken 
over the next year or so, regardless of 
short-term ups and downs. “The funda- 


mentals backing the yen are good, so 
there is no reason for it to continue to 
depreciate against the dollar," com- 
mented an MoF official. He cautioned, 
however, that there may be some "arbi- 
trary" movement in the meantime. 

The yen began to show signs of 
movement in early June, when some 
analysts began to argue that a move to 
sell Deutschemarks for US dollars 
would spill over into the selling of yen 
against the dollar. "Don't forget that 
the market has been selling those cur- 
rencies rather than buying dollars," said 
one US official. The yen was being 
sold against a range of European cur- 
rencies. 

By the second and third week of 
June, the selling of yen against dollars 


HOW THE YEN HAS MOVED 


(Monthly average closing rate against USS 
on the Tokyo foreign exchange market) 


1987 1988 


“Closing rate on 28 June. 





had begun in earnest. The upsurge is at- 
tributable to massive buying of the dol- 
lar by institutional investors in Japan, 
many of which have built foreign-ex- 
change profit reserves to protect them- 
selves against a possible depreciation of 
the dollar. “Such purchases appear to 
have been triggered by speculative 
players, whose activities had been sub- 
dued over the past five months chiefly 
because of the relative stability of the 
US currency,” said T. Tsuchiyama, an 
adviser to Kangyo Kakumaru Sec- 
urities. “The conditions facing Japan 
and the US have not changed in any sub- 
stantial way.” 

Speculators or not, during the week 
of 20 June spot foreign-exchange vol- 
ume rose to record highs. One 22 June, 
trading hit US$14.4 billion, surpassing 
the previous one-day high set in March 
1987 by nearly USS2 billion. Unwinding 
of positions in European currencies ac- 


Source: Review Data. 


counted for much of the volume. But as 
the dollar rose, analysts noted that in- 
vestors who hedged against a dollar de- 
preciation last year were being pushed 
to buy dollars. 

The most striking single contribution 
to the buying binge came from the 
otherwise conservative investment trust- 
fund management industry in Japan. 
Starting in May, they began setting up 
huge new funds specialising in US bonds 
to take advantage of the gap between 
US and Japanese interest rates. In the 
first 20 days of June, these funds are es- 
timated to have bought more than US$3 
billion in US bonds. 

The funds are marketed through the 
big securities houses. The first to be 
launched was a US$3 billion fund from 
Daiwa Investment Trust and Manage- 
ment Co. The fund is 50% hedged 
against a fall of the dollar, but Daiwa's 
managers reckoned in May, when the 
fund was launched, that the dollar had 
hit bottom and could go unexpecte 


‘| higher. 


If the differentials between interest 
rates remain high, Daiwa will launch 
other US bond funds. It 
seems unlikely that the dollar 
strength can be supported 
solely by Japanese funds 
managers. Japanese institu- 
tions no longer simply buy 
and hold US bonds, a prac- 
tice which over the past two 
years has caused serious for- 
eign-exchange and capital 
losses. They now trade, as 
evidenced by the fact that 
while Japanese investors 
were net buyers of more than 
US$70 billion of US bonds 
last year, they traded more 
than US$2 trillion worth. 

That leaves the market 
longing for good news on 
trade balances, inflation and 
the economy. A weaken 
yen — if it continues to fal. 
will soon begin showing up in 
dollar-based trade figures, lowering 
Japan's surplus as a result of the so- 
called J-curve effect on the price of 
imports. A smaller surplus could, in 
turn, tempt the market to push the 
dollar up further. A weaker yen will also 
show up in Japanese wholesale prices, 
especially if commodity prices continue 
to rise as well. 

The weak-yen scenario does not 
receive much support from most 
economists. Instead, they worry that 
the prospects for improving trade ba- 
lances are less rosy than recent figures 
might indicate. They say that Japan's 
trade surplus may not shrink this year 
despite government forecasts. The 
reasoning is that Japan's domestic eco- 
nomic growth is slowing after a torrid 
11% annual pace in the first quarter. 
That will mean a slowdown in imports, 
and more incentive for exporters to 
renew sales overseas. 
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ECONOMIC MONITOR 


INDONESIA 


Job seekers threaten targets 


s the government of President 

Suharto begins drafting its fifth 
five-year plan for 1989 onwards, one 
thing is certain — the current plan’s an- 
nual growth rate target of 5% will not be 
met. 

The GDP growth rate for calendar 
1987 will not be officially announced 
until August. But, in a speech before 
the national assembly in March, Suharto 
conceded that growth would fall short of 
the target. It has been estimated to aver- 
age only 3.8% throughout the five-year 
period. 

The World Bank in its report on In- 
donesia in May put the GDP growth 
rate for 1987 at 3.7% , just slightly above 
the previous year's level, and predicted 

average annual growth rate of 4.196 

1987-89, rising to 5.8% in 1989-2000. 

The 5% target was set as the 
minimum required to accommodate the 
estimated 1.8 million young people who 
have swollen the ranks of lob seekers 
each year under the fourth plan. The 
failure to meet that minimum target has 
alarmed politicians and government 
officials, including Vice-President 
Sudharmono, who believes that creat- 
ing jobs is the greatest challenge facing 
the government over the next decade. 

The unemployment rate last year 
was Officially put at 2.21% of the coun- 
try's 67.5 million labour force. But the 
figure hides the number of under-em- 

loyed — those working less than 35 
ours a week — which the International 
Monetary Fund recently described as 
“extensive.” 

Some independent Indonesian 
economists blame the low growth rates 
on the government's preoccupation 

| servicing its foreign debts. The 

ik prices of oil, Indonesia's main ex- 
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à; Net % change % change 
Tokyu Y 31 Mar. | ¥5.6b +11.4% | Y2222b * 0.696 
Corp. (US$42.9m) (US$1.7b) 

Malaysian Y31Mar | M$151.6m +35.1% | M$1.6b +13.7% 
Airline Systems (US$58.5m) (US$617m) 


Sankyo Y 31 Mar. | Y 12b +12.7% | ¥400.2b 
(US$92m) (US$3. 1b) 

TELCO Y 31 Mar. | Rs 269.5m +820% | Rs14b * 17 296 
(US$19.4m) (US$1.0b) 


port, and the international currency 
realignment have made Jakarta’s for- 
eign-debt burden even heavier. Export 
revenues have slowed while total debts 
have soared to US$48.6 billion, largely 
because of the appreciation of non-dol- 
lar denominated debts. 

But the government's response to 
the country's mounting debt, particu- 
larly the big spending cuts it made in 
order to release more rupiah for debt 
servicing, earned praises from Western 
creditors which agreed to a further 
US$4 billion aid package in June. 

Critics say debt restructuring, un- 
popular as it is in the eyes of creditors, 
will be necessarv at some stage to stimu- 
late growth. This will be particularly 
crucial under the fifth plan when it is es- 
timated that the number of job seekers 
will increase by 2 million a vear. 

Indonesia ended the 1987-88 fiscal 
year with some encouraging signs. Its 
external position improved  signifi- 
cantly. Its current-account deficit was 
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Parent of 300-company Japanese group involved in 
transport, tourism and real estate. 
MAS expects continuing good financial results in line with 
the country's bouyant economy. 

-72.4% | NZ$1,291.3m | «4.596 32% Profit after NZ$325.8m asset writedown. Group to merge 

(US$912.6m) (same) | with Australia’s Elders Resources. 


Earnings a share improved 10% to ¥34.25 for Japan's 
second largest pharmaceutical maker. 


Japanese department store group projects profits to rise 
to ¥ 4b in 1988-89. 
Indias Tata group engineering subsidiary to collaborate 
with Daimler Benz and Honda. 





cut from USS$4 billion in 1986-87 to US$2 
billion, according to IMF estimates. 

The IMF attributes this improve- 
ment to the strong export performance, 

articularly in non-oil commodities. 

otal exports rose from US$13.8 billion 
in 1986-87 to USS17.8 billion in 1987-88. 
Oil and gas export income rose to 
USS8.6 billion from US$7 billion while 
earnings from non-oil exports rose to a 
record US$9.2 billion from US$6.9 bil- 
lion. 

Total gold and foreign-currency re- 
serves on 31 March were put by the IMF 
at US$11.11 billion, up from US$10 bil- 
lion a year earlier — adequate to fi- 
nance 10 months of imports. 

Despite the strains of heavier debt 
obligations, the government ended the 
1987-88 year with a small budget 
surplus. Total expenditure overshot by 
18% to Rps 26,959 billion (US$17.28 
billion) largely because the government 
had to pay out more rupiah to service its 
non-dollar debts. This was covered in 
the budget by a higher-than-anticipated 
growth in revenues. These better rev- 
enues were due to the fact that oil prices 
averaged US$17.30 a barrel while the 
government based the budget on US$15 
a barrel. 

Since April, however, oil prices have 
been under renewed downward pres- 
sure. Japan, Indonesia’s main oil-export 
market, has been pressing Jakarta to 
match discounts given by other 
suppliers. Indonesia has been resisting 
the demand, but it is likely to succumb 
eventually. 

Jakarta's main fear as the economy 
embarks on the second quarter of the 
1988-89 financial year, is the impact of 
fragile oil prices on state revenues. With 
spot oil prices hovering around US$14- 
15 a barrel, the government's bud- 
get estimate of US$16 could prove 
optimistic. — A Correspondent 
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9.00 7.75 7. 8125 — 


oT | noes | MM 


7.78125 7.75 7,879 
9.50 9.8125 10.00 
4.1875 4.25 4.50 
3.25 3.50 3.50 
4.1875 4.375 4.50 
12.375 12.50 12.125 


South Korea 


West Germany mark 1.8225 1.6677 1.829 


Taiwan 


Communist Thailand 


countries 
China . 
USS- Amb 3.722 
HKS « Rinb 0.476 
Soviet Union 
US$» Rouble 0,6016 
Laos 


Official 
rate 


28.75 
2.038 
6.35 
8.05 

24.00 
0.85 


Banknote 
rate” 


29.50 
2.00 

63.50 
8.055 


taka 
dollar 
kyat 
pataca 
rupee 
kina 


Bangladesh 
Brunei 
Burma 
Macau 
Nepal 22.00 
Papua N. G. 0.875 


Other: SDR1-:US$1.31388, ECU1 - US$1.146, 
$$1 »M$1.2748, £1 = HK$13.2704, 

3 months forward: Japan Y 130.688, 
Hongkong HK$7.802, Singapore $$2.019, 
TMiddle rate "Selling rate 


^12 months 
8.25 
10.25 
4.5625 
3.5625 
4.6875 
13.125 


£ Sterfing 


Yen 


Vietnam 
US$- Dong 368,00 


Swiss Fr. 
Dm 
AS 


Source: Telerate for spot and forward rates from Asian money markets, Republic Na 
tional Bank of New York for banknote selling rates on the Hongkong m 
and Deak International Ltd for official rates. t offered rate 


** short term Source: Telerate, Vickers da Costa & Co. 


BOND YIELDS (%) 


Average of representative high-grade issues 


1 month | 6 months 


COMMODITIES —— — 


Previous 
week | 


Gold 


Copper 
Current delivery (July) 
Sept. delivery 
Aluminium 
Current delivery (June) 
Aug. delivery 
Tin 
Cotton 
Current delivery (July) 
Oct. delivery 
Rubber 
Current delivery (July) 
Oct. delivery 
Palm Oil 
Current delivery (July) 
Oct. delivery 
Sugar 
Current delivery (July) 
Oct. delivery 
Pepper 
Sarawak Asta bik 100% 
Wheat 
Current delivery (July) 
Sept. delivery 
Maize 
Current delivery (July) 
Sept. delivery 
Rice 
5% white fob 
Soyabeans 
Current delivery (July) 
Aug. delivery 
Cocoa 
Current delivery (July) 
Sept. delivery 
Coffee 
Current delivery (July) 
Sept. delivery 
Petroleum 
Sumatran light 


London 


New York 


London 


Kuala Lumpur 
New York 


Kuala Lumpur 


Kuala Lumpur 


New York 


Singapore 


Chicago 


Chicago 


Bangkok 


Chicago 


London 


London 


Tokyo 


London 


(3) 
(4) 


(1) 


(2) 
(4) 


(9) 


(5) 


(4) 


(10) 


(6) 


(7) 


(8) 
(6) 


(1) 


(1) 


(14) 


an 


442.25 


104.50 
97.00 


1,663.00 


1,590.00 
18.36 


66.10 
65.05 


368.00 
370.00 


1,261.00 
1,230.00 


10.86 
10.73 


725.00 


380.40 
388.60 


342.40 
347.40 


300.00 


1,029.40 
1,025.00 


925.50 
948.00 


1,107.00 
1,125.50 


16.20 
14.95 


453.75 


104.00 


2,160.00 


1809. | 


68.00 


1,188.00 
10.34 


720.00 


381.40 
309.40 


300.00 


971.40 
878.50 
1,125.00 


16.20 
15.10 


1,528.00 ~ 
1728. E 


62.65 
290.00 
326.00 

8.90 


897.50 


305.00 
208.70 


300.00 


648.40 
913.00 
1,113.00 


15.50 
15.60 


3months j 
ago | 


- 454.35 


772,50 
6.61 


1.045.00 


255.00 
178.25 


213,00 


534.00 
1,360.00 
1,244.00 


17.85 
| 19.05 


(cs: 


USS: 


Domestic 
international 


Yen: 
Domestic 


International 


Dm: 
Domestic 


International 


AS: 


Domestic 


international 


Domestic 


international 


k j £: 


Domestic 
international 


NZ$: 
Domestic 


international 


SFr: 


ECU: 


i 
1 
7-10 years! 
| 


3-5 years? 
7-10 yearst 
3-5 years! 
7-10 years! 


3 years t 

10 years! | 
3-5 yearst 
7-410 years? 


3-5 years " 
10 years " 
3-5 years! 
7-10 yearst 


3 years t 

10 years t 
3-5 years t 
7-10 yearst 


3years * | 
10 years * 
3-5 yearst 
7-10 yearst 
3 years ! 
10 years t 
3-5 yearst 
7-10 yearst 


3-5 yearst | 


3 years * 
7-10 years' 


3-5 yearst 
7-10 yearst 


3-5 years t 
7-10 years! 


. (6). uSe a 60 ib bushel - 


(4)USeaib (5)MSatonne . ce 
(11)USSabarret Source: Telerate, Reuter. 


(10) S$ a 100 kg 


(3) US$ an oz 
(9) Mt akg 


(2) M$ a kg 
(8) US$ a tonne 


{Ca tonne. 


(7) USc a 56 Ib bushel Source: Telerate 
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vr emi 
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fend year) 
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Malaysia 
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bs. Bet atid Hongkong i 


Economic Growth % (real) (1) 
1987 
1988 


international Reserves (5) 
Latest 


Year earlier 


Trade Balance (total merchandise) 


Latest 3 months 


Previous 3 months 

Year earlier 
Exports (7) 

Latest 3. months 

% change previous 3 months 

% change year earlier 
Imports (8) 

Latest 3 months 

% change previous 3 months 

* change year earlier 
Consumer Prices 

Base 

Latest 3 months index average 

% change previous 3 months 
. % change year earlier 
Money Supply (3) 

Latest 


56 change previous month 
hange year earlier 


Economic Growth % (real) (1) 
1987 
1988 


international Reserves (5) 
Latest 


Year earlier 


.| Trade Balance (total merchandise) 


Latest 3 months 


Previous 3 months 
Year earlier 


Exports (7) 
Latest 3months 
% change previous 3 months 
% change year earlier 
imports (8) 
Latest 3 months 
% change previous 3 months 
% change year earlier 


Consumer Prices 
Base 
Latest 3 months index average 


. % change previous 3 months 
% change year earlier 


% change previous month 
3e change year earlier 


t4 (1) Official and other estimates of GDP (GNP in Pen (2): Consumer Price Index A (3) M2 or currency plus bank deposits (4) Peninsular Malaysia only: 
except for Singapore (6) Customs basis 


USS$10.50b 


(. (Apr) 
USS8.41b 


+ USS0.12b 
(Mar.-May) 
+ USSO. 52b 
+ US$0.04b 


3 

(Oct -D ec L ) 
+47 
CER 


A$126.3b(10) 
(Mar.) 


US$7.01b 
iMar.j 
US$6.45b 


+ US$0.78b(4) 
(Nov.-Jan.) 
r US$0.61b 
+ US$0.45b 


USSA.08b(4) 
42.8 
+37.4 

US$3.30b(4) 
-2.3 

+342 


1980 - 100 


(7 fob (8) cif. 


NE 


J F M 
1988 
(end month) 


US$18.15b 
(Mar.) 
US$11.78b 


-US$1.24b 


US$13.41b 
+35.8 
440.4 


US$14.65b 


£167 
(Sept. 7.98 ) 
^ 0.1 
£2.0 


Rmb 775.48b 


PHILIPPINES 


USSO.73b 
(Apr.) 
US$1.67b 


^ USSO: 16b 
(Feb.-Apr.) 
- USS0.21b 
- US$0.23b 


US$1.65b 
+4.4 
430.9 


USS!, 81b 


(9). Excluding petroleum products 


(10) M3 


-US$1.13b 
(Mar.- -May) 
+ US$0.24b 

- USS0.53b 


US$13.86b 
de 5.6 
*22.4 


US$14.99b 
+ 16.4 
+ 26.5 


(Mar.- Moy 
$2.1 
+72 


HK$S327.33b 


US$15.23b 
(Dec. 
US$12.94b 


US$0.89b 
(Feb.-Apr.) 
- US$1.22b 
- US$0.98b 


US$8.80b 
+44 
&« 33.1 


US$9. 69b 


June 82-May 83 =: 100 
104.0 


(Feb.-Apr.) 
+0.6 
1.9 


$337 .09b 


pr.) 
USS6.50b 


US$1.15b 
(Dec. -Feb.) 
-US$1.52b 
^-US$1.52b 


RS a" 
+ FA P 


USS$4.18b 
-6.2 


SOUTH KOREA 


12.2 
8-10 


USS7.64b 
(Apr.) 
US$3.45b 


+ US$1.56b(6) 
(Feb.-Apr.) 
-US$1.82b 
+ US$1.04b 


US$13.51b(6) 
-0,6 
+32,0 


m M 
t a6. H 


1985 «100 


(11) % change over past: 3 months 


| INDONESIA 
3.5 
3-4 


US$5.09b 
(Jan.) 
US$3.57b 


+U$$1.41b(9) 
(Nov.-Jan.) 
-US$1.93b 
4US$0.40b 


US$4.75b(9) 
-2.7 
+26.7 


US$3.34b(9) 
+13.0 
-0.2 


Apr. id 78= 100 
04.18 


(reb. eet 
+8,7 


Ros 33.13t 
(Nov.) 
*2.6 
* 20.1 


eaae An a IA rr 


TAIWAN 


11 
6-8 


US$76.71b 


US$13.66b 
-7.0 
+41.0 


USS! 2.48b 


4.2 
3.5-4.5 


US$86. 16b 
(Apr.) 
US$68.50b 


+ USS19.44b(6) 


(Feb.-Apr.) 
+US$16.41b 
+ US$22.78b 


e po 
i Bo ^ 


US$45.85b(6) 
4 6. 4 
+ 38.0 


Y384.7t 
(Apr.) 
$0.7 
+11.3 


THAILAND. 


6.6 
6.3-9 


US$4.56b 


(Apr.) 
US$3.42b 


-USS0.81b 


1976-100 
2073 
(Jan.-Mar.) 
-0.7 
* 4.0 


Baht 823.7b 


(5) IMF definition of reserves minus gold 
Source: Official statistics. 











Profit-takers win the day 
i MOST Asian markets, taking their cue from Wall Street and Tokyo, which were unsettled by interest rate 
- fears, fell back in the period to 27 June. Bangkok’s bull run ended amid rising political tension. 





.| vance, 


T TOKYO: The Nikkei index fell by f 
2.5% as a sharp fall in the yen against | 
the US dollar prompted fears of a rise [799% 
in interest rates and inflation. Al- 26000 


though many blue chips lost ground, 


Kawasaki Steel rose above ¥600 HUN 





AUSTRALIA: Weaker metals prices 
and a firmer US dollar pushed prices 
lower. The All Ordinaries Index fell 
52.3 to 1,565.8. Selling spilled over into 
all sectors. CRA fell 70 A cents (57 US 
cents) to A$8.80 and North Broken 


(US$4.6) for the first time to Y640. 77 Hill slipped 25 A cents to A$3.25. BHP 
Mitsubishi Heavy Industries fell Y21 to [2009 | | fell 34 A cents to A$8.18 despite im- 
Y815. Volume was 1.1b shares a day iqgegpl eee ee € Beato MET. proved profits. Volume was 768.7m 
worth X 962b. cS "reser AMS | shares, worth A$1.55b. 

HONGKONG: A weaker Tokyo mar- n SENE eM NEW ZEALAND: The market followed 


ket and profit-taking in the property |. 
sector pushed prices lower. Brokers |". 
said investors feared rising interest | 


rates would cool the real estate boom. 
HK Land fell 15 HK cents (2 US cents) 
to HK$7.70. Cathay Pacific rose 40 HK 
cents to HK$8.55 on improved profit 
. hopes. Volume was 5.14b shares, 
J. worth HK$6.94b. 


. SINGAPORE: The market suffered a 
sharp correction as  profit-takers 
reacted to falls in the Tokyo and US 
markets. It later recovered on demand 
' for Malaysian plantation stocks. Over- 
. sea Chinese Banking Corp. rose 60 S 
: cents (29 US cents) to S$8.20. Promet 
. gained 0.5 S cents to 45.5 S cents. Vol- 
ume was 56.8m shares a day, worth 
. S$94.58m. 


KUALA LUMPUR: The market fluc- 
tuated, taking its cue from foreign 
bourses. Second-liners again topped 
the most-active lists. Chocolate Pro- 
ducts shed 3 M cents (1 US cent) to 42 
M cents. Plantation stocks gained as 
crude palm oil prices hit the M$1,200 a 
tonne mark. United Plantations rose 


30 M cents to M$3.90. Volume was | 


38.9m shares a day, worth M$61.58m. 


BANGKOK: Investor concern mount- | | ee 
ed amid rising political tension after | ^| — | 


a strike by public-sector workers 
sparked rumours of a coup. Turnover 
remained high, however. Speculative 











insurance counters led gainers. Losers | fV 


included Bangkok Bank of Commerce, 


down Baht 2.50 (10 US cents) to Baht | æ 


13.25. New listing Oriental Hotel fell 
Baht 35 to 155. 


MANILA: A technical correction 
ended the market’s three-week ad- 
3 Prices finished mixed. The 
. Manila Composite Index closed 2.12 
" up at 860.67 after peaking at 880.76 in 
. mid-period. Among gainers, Atlas-B 
. rose 12.5% to P27 (US$1.32) and Ben- 
guet Exploration gained 10.5% to 
P0.02. Average turnover was 1.07b 
. shares, worth P75.4m. 











Wall Street’s rise and fall before pick- 
ing up on Finance Minister Roger 
Douglas’ promises of tight spending 
controlsin the July budget. Strong buy- 


ing interest from Australia boosted 


Fletcher Challenge to NZ$4.6 
(US$3.21), up 25 NZ cents. Brierley 
rose 2 NZ cents to NZ$1.53. Volume 
was 51.75m, worth NZ$66.86m. 


TAIPEI: The weighted price index fell 
sharply on government efforts to cool 
the stock and real estate markets and 
ease inflationary pressures. The NT 
dollar’s decline also dampened senti- 
ment. Plastics firm USI Far East fell 
NT$15 (51 US cents) to NT$89. Inter- 
national Commercial Bank of China 
fell NT$59 to NT$405. Average daily 
turnover was NT$24b. 


SEOUL: The market declined 17.82 to 
685.98, affected, among other things, 
by a pending cut in the discount rate 
for issuing new shares. Construction 
stocks were the only gainers. Securities 
and insurance firms showed the sharp- 
est falls. Korea Reinsurance fell 
8.3% . Volume was 7.3m shares. Aver- 
age daily turnover plunged to Won 
120.8b (US$172.6m). 


BOMBAY: Shares finished mixed after 
a string of strong corporate results 
were offset by nervousness in the run- 
up to the 25 June cabinet reshuffle. 


"Prices appeared to firm in weekend 


kerb deals. But the effect was not 
passed on to the market because of a 
strike by brokers on 27 June. Tata 
Engineering rose Rs 17.5 (US$1.13) to 
Rs 652.5. 


NEW YORK: Shares surrendered ear- 
lier gains as investors took profits. 
Fears of higher interest rates also hit 
sentiment. The Dow Jones Industrial 
Average finished 24.53 higher at 
2,108.46 after reaching a post-crash 
high of. 2,152.2 on 22 June. Volume 
was ib shares. The Morgan Stanley 


Capital International Index closed 10 
ueris at t452. 8 on 24 June. 





THE FUTURE ..... Well be there! 


IMAGINATION AND INGENUITY — 
FREE TO SOAR 


Were not just a steel company any more 
NIPPON STEEL is taking off in new directions 
to meet the needs of a changing world. 
Building on our strong foundation of research 
ability, human resources, market knowhow, 
and the wealth of experience we have 
developed in designing. building. and operat- 
ng our major steel facilities, we are currently 
Wancing into new areas of promising and 

ex] ing enterprises and technologies. 
Steelmaking and'Steel-related engineering and 
construction will remain our mainstay, but you 
will see us as a full-range supplier of industrial 
materials and a corporation involi ed in 
1 wide spectrum of new businesses. including 
h fields as electronic equipment. informa- 

t dijon processing. and telecommunications 
F- We are the new NIPPON STEEL — and we 
e plan ! ) be part of your future — whatever your 
requirements are and wherever vou may be. 


NIPPON STEEL 


The resourceful company! 








: | Hong Kong 





The advertising carried in the Far 
Eastern Economic Review comes 
from every category: airlines and 
hotels, banking and financial ser- 
vices, liquor and other luxury pro- 
ducts, through to shipping, tele- 
communications, automotive, and 
many more. Last year alone, over 
700 of the world's leadina com- 
panies chose the Review. 


With an average of 50 pages of 


advertising per issue and a total of 
over 2,600 pages throughout last 
year, the Review continues to be 


compulsory reading for senior 


executives conducting business in 
Asia, and a mainstay of any adver- 
tising schedule aimed at Asia's elu- 
sive decision makers. 


The Review's “Review of Adver- 
tisers 1987" contains samples from 
every campaign carried for those 
companies who chose to promote 
their products and services to the 
highest concentration of influential, 
affluent individuals in the region. 


If you would like a copy of this 
booklet, please write on your com- 
pany's letterhead to: 


Mr Samuel J Atlee 

General Manager — 
Marketing & Sales 

Far Eastern Economic Review 


GPO Box 160 





APPOINTMENT 





TECHNICAL ADVISOR/PLANNER 


Not-for-profit organization invites applications for small scale/appropriate 
technology and engineering background for a possible overseas long-term 
contract in India to provide services to a local not-for-profit venture capital 
company. Technical services required: conducting needs assessments 
and technology searches; identifying, assessing and evaluating small arti- 

san activities relating to commercial viability in collaboration with Indian 
partners. Experience required: mechanical and/or agricultural engineer- 

ing, food technology and/or biological services; university degree (MS or 
PhD preferred), minimum 3 years development experience in less de- 

veloped countries (India preferred); working with rural groups; strong 
analytical; judgemental skills; and ability to work independently as well as 
being a team member. Salary commensurate with technical and overseas 
experience. Send letter and resume to ATTN: ASIA Team, A.T. Interna- 

tional, 1331 H Street, N.W., Washington, D.C. 20005. 


* NO PHONE CALLS PLEASE * 


J PERSONAL 


DIPLOMAT HOTEL 


. 2 CHESHAM STREET 
- .. BELGRAVIA 
. LONDON SW1X 8 DT 
TEL: 01-235 1544 


TELEX: 941 3498 EXECUT G 


FAX: 259-6153 
. Single: £49.95 + VAT 
 Double/Twin: £69.95 + VAT 


- All rooms with private facilities, col- 


our television, direct dial telephone, 
haitdryers, coffee and tea makers. 
Substantial breakfast served in 
bedrooms. 





BUSINESS 
OPPORTUNITY 


WANTED : 


TWO COMPANIES NEEDING FIRST 
CLASS SALES REPRESENTATION 
IN WESTERN AND EASTERN 
EUROPE, PLUS RUSSIA 


Sales company located in Switzerland 
with well-established sales channel 
(20 years) seeks to expand by adding 
product lines related to diesel engines, 
compressors/turbines, and ship build- 
ing manufacturers. 


All sales people are fluent in multiple 
languages, particularly English. 


Contact: 

Advertiser Box 707, 

c/o Far Eastern Economic Review, 
GPO Box 160, Hongkong. 





If you have something 
— .tosay.. tr 
 inthe Classifieds! 


. say it 





A | ` Telex: 62497 REVAD HX 









WORLD EXPO 88 
Accommodation — Brisbane, 
Australia ultimate luxury units, 
Fully furnished, Self contained, 
S/POOL, SPA. 

2 min from EXPO, Limo service 
available, US$165 onight. 
Phone (61) (7)3767174 











IMMIGRATE TO CANADA 
Secure Business Investments 
Immigration Assistance 
Call: Monica or John Boyer 
Tel: (604) 856-5123 Vancouvei 

















MAXIMISE 
EFFECTIVENESS... 


For successful, cost effective 
marketing of business services; 
opportunities; personal invest- 
ments; property; recruitment; 
education; exhibitions; confer- 
ences; and in fact anything of a 
specific nature contact us now. 


Farkasterneconome 





International Classified Manager 
Far Eastern: Economic Review 
15th Floor, 86 Gloucester Road 
| GPO Box 160, Hongkong 

Tek 5- 293123 








_ PROPERTY 


2b: Ja acres in prime resort. 

location for hotel and — 
residential development 
in ine e fast-growing P 








ea- conte M om 300-room 
~~ hotel 24,000 square f 








t of commercial 


d , space and Mammoth Mountain's third _ 


HAWAII 


Prime resort ocean view property for purchase or joint 
development. Minimum investment $6 mil cash. Com- 
plete Hawaiian Yacht Club and condos, or golf course in 
California, each required $30 mil investment. 


Kona Industrial Development Corporation 
P.O. Box AC 
Kaneohe, Hawaii 96744 
Fax: (808) 395-2951 or 
Phone (808) 531-0939 





TFAMPTONS 
COMING TO LONDON? 


We are one of London's leading and longest established 
Estate Agents and have the finest selection of 
furnished houses and apartments to let for long - 
or short term periods in prime residential areas. 

6 Arlington Street, London SWIA 1RB 
01-493 8222 


Telex: 25341 Fax: 01-491 3541 






An Investment 


Two Elegant Watertront homes 
in Huntington Harbour, CA 


nA 
















ski lodge. Call Richard L. Eisenman, 


T lammo th Vice- President, 








| Fabulous Contemporary house of glàss in 
the round. Sweeping water views, 2 boat T 
docks — 38R 4Baths — $1,395,000. L 


Stunning Country French Mansion, Fane poco 
tastic 4 channel water view. Large boat | — 
dock. Super custom SBR 4BA e ] 






. (305] 672.0202 
. lountain, 
California. 


Carp 


Or Write 1111 
Lincoln Road Mall, 
Miami Beach, 
Florida 33139, 


James D. Harper, dr., President 


Broker inquiries invited. 


eri len onn INA aA eieren P a SHE II A an Arg 


Vere rte ae er Pr Nana cae AA ANNA e RAI APP ea 


ASNT ELAINE RENNIE SORTE RN una ir L vat AAA par a MS Hr eter nr Nee P NAH Aj ATTACH TECHN li PUTT RRA PARA ANN AUT AN PURA 


CANADIAN 6/49. 


LOTTERY 


TAX-FREE | LUMP-SUM 
Write for free. info — 


Canada. Express International - 
| .Box378. |... 












Sloane Street, London SW1 - 





$1,395,000. 
Alyse Rankin, Huntington Harbour Re- 








Whose Time Has Come 
Named by Town & Country as one of the 
five foremost facilities in the U.S.; 134.9 


Beach, 92649, 
213-592-5609 714-846-0644 








acres located outside Fort Worth, Texas, 
currently operating as an "English" stabis 
run to British Horse Society standards, but 
also ideal for training, breeding, racing, 
Western. 80 boxes, lighted indoor & out- 


Readers 





door schools, 40 acre cross-country Jump- a 
ing course, ponds. Lobby bidg. wioffices, re 
taurant, lounge, & tack shop, 3houses, 
2 donolkales 2 nie abla need ps. recommended 





rimeter plus 15 acres of woods for trail 
riding. Good central location; excellent 
long term potential for land appreciation, 
US $3 million. contact: Steven: Bassion, 
Rt. 1, Box 312, Burleson, TX 76028; tel 
817-295-5932; tix 203941 ACTDUR. 


to make appropriate en- 
quiries and take appropriate 





money, incurring any ex- 
pense or entering into a bind- 
ing commitment in relation to 









SLOANE SQUARE | 
SERVICE APARTMENTS | 
available for short lets mini-. 
mum 1 week from studio to 
3-bedroom 2-bath. Tel: 01- 
730 5766 Office: 42 Lower 











alty, 4241 Wamer Ave, Huntington 










an advertisement. The Far | = 
Eastern Economic Review | 
shall not be liable to any per- |- 
son for loss or damage incurr- -| 
. ed or suffered as a result of |: 

his/her accepting or offering - 
. to accept an invitation con- 
tained in any ae 
published i ui the Review.. 2 


advice before sending any | 2e 












[LETTER FROM CHOLLIPO 


H igh on the burnt-orange bluffs, 
where the China Sea scratches at 
Korea's west coast, is the improbable 
sight of a Pennsylvania Dutch hex sign 
under the eaves of a traditional Korean 
house. And showing off the blossoms on 
one of his thousands of magnolia trees 
to visitors, is the equally unlikely sight of 
a naturalised Korean with the hazel eyes 
of his Anglo-Saxon ancestors. For on 
this bit of land is one of Asia's best ar- 
boretums, a labour of love created by an 
American who came here with the mili- 
tary and decided to call South Korea 
home. 

South Korea is one of the most 
densely populated countries in the world. 
And notwithstanding a sentimental at- 
tachment to rice paddies and Sunday 
outings in the country, industrialisation 
has taken precedence over the preserva- 
tion of nature. Typical is the nation's 
huge new Kwangyang steel mill which is 
located squarely in the middle of a na- 
tional park. 

But as South Korea busies itself with 
development, Carl Ferris Miller, known 
to the Korean authorities as citizen Min 
PSOE Gal, has busied himself building 
an arboretum specialising in hardy or- 
namental shrubs and trees. He began 
acquiring the Chollipo land in 1962, 
though he did not begin transforming it 
into an arboretum until the 1970s. Like 
most self-taught gardeners he planted 
too much, and the arboretum is dense. 
with formal landscaping an after- 


thought. 
iller has a special fondness for 
magnolias — he has 360 different 


species — and hollies, with the Holly 
Society recently proposing to make 
Chollipo one of a handful of designated 
world “holly sites." There is also a big 
collection of camelias, maples and con- 
ifers crammed onto the 60-ha ar- 
boretum. In all, Miller reckons that he 
has sunk well over US$1 million into his 
arboretum. 

Around three-quarters of the 6- 
7,000 plants at Chollipo are newcomers 
to South Korea, a country which never 
received many foreign plants from col- 
onisers or otherwise. Miller and his staff 
of a dozen donate or sell cheaply a large 
number of trees to organisations around 
the country, including some that were 
recently donated to the US Army to be 
planted along the “Reunification High- 
way" on the road to the truce village of 
Panmunjom on the North-South bor- 
der. "We want these trees to be spread 
around Korea," says Miller. 

Chollipo is not simply a stunning col- 
lection of trees, but also a celebration of 
idealised Korean country living. There 
are the traditional Korean houses, with 
their characteristic "smiling" upturned 
eaves and traditionally heated floors. 
Several were trucked down from Seoul, 
where they were threatened with de- 
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struction, while two recent arrivals 
came from a country village soon to be 
flooded by a new dam. 

Miller has sent several of his staff for 
extensive training in some of the best ar- 
boretums in the world. A former 

rtfolio manager for the Bank of 

orea, Miller is now a stockbroker at a 
local securities firm, though he spends 
several days a week at Chollipo. "It's a 
way of repaying Korea for having me 
live here and having me as a Korean citi- 
zen," he says. 

While Chollipo is an example of how 
much can be accomplished by one per- 
son with a vision, a village just over the 
hill from the arboretum is a graphic 
example of how quickly change has 
come to South Korean society. Twenty 


years ago the village of Kaemok was the 
subject of Vincent Brandt’s classic 


Miller's house: idealised Korean country living. 


ethnography A Korean Village: Be- 
tween Farm and Sea, a chronicle of 
farmers and fishermen scratching out a 
living in their isolated village. 


K amok even today remains one of 
the poorest, most isolated villages 
in the country, but change has come at, 
relatively speaking, lightning speed 
since Brandt’s book came out. While 
this is still a village that remains tied to 
the rhythms of rice and the tides, it is 
being tugged into the cash orbit of Seoul, 
and even Japan, as its fishermen sell 
their catches ever further from their bay. 

Privies are still situated alongside 
houses, but there are now TV antennas 
on the roofs. The villagers’ fishing boats 
are small — less than 10 m long — and 
badly weathered, but the sailboats have 
been replaced by diesel-powered 
motorboats. Plastic fishing nets and 
rope, a costly investment two decades 
ago, are scattered carelessly throughout 
the village. A fisherman’s wife packs the 
best crabs of the day’s catch for shipping 





to Japan, while fish are sent to Seoul 
and Pusan in the small refrigerated 
trucks that come to the village. 

Kaemok lies at the extreme north- 
west tip of a clump of land that hangs off 
the coast. In 1966, when Brandt studied 
the village, the nearest bus-stop was a 
two-hour walk away, and the village was 
tied more closely to the port of Inchon 
than to the nearby market town of 
Sosan. Today, a small bus bucks over 
the rutted unpaved road to Sosan five 
times a day. The bus means that village 





children can go to middle and secon: 
school. 

TV has wreaked more obvious 
change on the village than anything 
else. Villagers followed the last two 
elections closely, and they have an 
awareness of Seoul that would have 
been unthinkable 20 years ago. This is 
partly due to the much greater mobility 
that improved transportation has 
brought, but the ubiquitous TV sets 
have done even more to spur awareness 
of national issues. 

But with everyone in the village own- 
ing a set this is bad new for TV sales- 
men, laments Kim Eung Hwan of Sam- 
sung, who travels around the area 
peddling TV sets, stereos, washing 
machines and other appliances from the 
back of his blue pickup truck. Fully 7076 
of the families ed own à colour TV, 
he says, while four out of five families 
have a stereo and 15% have video-tape 
recorders. Yet, ironically, most of the 
villagers still do not have running water. 

— Mark Clifford 
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With its first flight set for next March, the 
world's most flexible widebody is almost here. 

The MD-11 brings airlines new freedom in 
interior design. Every inch can be used efficiently, 
because everything aft of the cockpit can be moved 
or removed quickly, to meet varying route and 
seasonal traffic requirements. 

sections can be reduced, expanded or 
eliminated in a matter of hours, and galleys and 
lavatories can be repositioned overnight. Less 





The new MD-11. 
It's almosttime to arrange the furniture. 


downtime allows airlines to more profitably 
handle both thin and heavily traveled routes. 

The new MD-11. Close to completion. And 
close to perfection. 
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They stand as a mystery on the landscape. A marvel 
of seeming herculean effort. And a towering tribute to the 
spirit and vision of their creators 

It is with the same willingness to follow a seemingly 
impossible idea that Epson have grown to be a company of 
innovative products and technologies. Our open curiosity 
has led us to design the first printer small and fast enough 
to work in a calculator. A desk-top performance computer 
compact enough to fit into a briefcase. And a wide selection 
of IBM* PC compatible computers that are as easy to use 
as they are to afford. 

Of course, such feats are not accomplished solely by 
our imaginative spirit, As with a magician's sleight of hand, 
Epsons precision technologies are behind each innovative 
leap. Like turning our early work with liquid crystal displays 
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soaring testament to man 


into an extraordinary flat-screen high-resolution LCD TV that's 
SO tiny, it fits in the palm of your hand. Or transforming 
ourselves into the world's leading printer 
manufacturer. 

Looking back in time or towards the 
future, we can't help but notice an 
outstanding phenomenon. Give an idea 
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Degrees of freedom 


Philip G. Altbach's survey on academic 
| der ite in Asia [STH COLUMN, 16 
June] was extremely balanced, particu- 
larly as he tried to contrast what holds 
in, say, Taiwan and Singapore with the 
situation in China, and at the same time 
highlight the necessary link between 
higher education and overall economic 
development. 

His revealing comments on the ex- 

erience of expatriate staff in Singapore 
hint at murkier deeds below the surface. 

Understandably, most staff — for- 
eign or local — at the National Univer- 
sity of Singapore (NUS) know and ac- 
cept that they must not venture into na- 
tional issues or be seen as dabbling in 
local politics. The only possible excep- 
tions are when staff are seconded to 
government committees, or are asked 
to give public lectures. 

The issue of renewal and non-re- 
newal of short-term contracts is a vexed 
one as the university refuses point blank 
ever to offer reasons why any decision is 
made. Nor are the criteria used in such 
| decisions ever spelled out: useful if you 

want an all-ranging flexibility. 

All this is fine provided the univer- 
sity accepts that its actions will be 
judged both bv staff and by the wider 
academic community beyond its shores. 

| That latter is important, as the NUS al- 





centre for teaching and research and 
hence wants this wider recognition of its 
| achievements — and it does have them. 

But it is the obverse of this that the 
NUS seems reluctant to view, that is, 
the case where negative feedback hits 
the proverbial fan. In a sense, its be- 
haviour then is much like what is, sadly, 
happening on the national scene, and 
staff hear pleas that the NUS is a special 
case, that it does things in a truly Sin- 
gaporean way. All that is quite accept- 
able provided the NUS does not want to 
be part of the big league and so has no 
need to be seen to abide by the big 
league's rules. 

And in case we work under the delu- 
sion that there are decent guidelines — 
either overt or covert, it does not matter 
— establishing just what constitutes fair 
comment in Singaporean terms, it only 
has to be recalled what happened to two 
expatriate members of the school of 
management in late 1985 who published 
an article in the Euro-Asia Business 
Review. That article made some quite 
reasonable observations on then cur- 
rent Singapore policies, such as new 
fees for accouchement and how they ap- 
peared to disadvantage lower-educated 
mothers; house-union policies; the so- 
cial-development unit, and the right to 
strike. 

For whatever reason, a government 
member objected and while refusing to 











ways wants to portray itself as a key | 
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take up the issue with the authors in the 
journal, had his say via The Straits 
Times. In the end, both staff left — the 
contract of one was not renewed, the 
other left voluntarily at the end of his 
contract. But what was even stranger 
was the fact that the two staff had earlier 
presented the same material at a staff 
seminar and no one apparently ob- 
jected. 

And the finale was a coordinated 
calling of lunch time meetings of whole 
departments where department heads 
read out a statement urging staff, par- 
ticularly foreign staff, to be careful in 
their public writings. When at one of 
these spontaneous meetings a de- 
partment head was asked to clarify the 
guidelines, he hesitated and finally ob- 
served that staff would know they had 

one too far when a government mem- 

er objected: it did not matter whether 
the objections were fair or correct. Such 
objection was/is sufficient proof of the 
charge. 

Such advantageous vagueness looks 
even odder when you also realise that 
some government parliamentarians are 
also NUS staff members, sometimes 
deans of faculties. It all goes to make life 
at the NUS "interesting," but one would 
have thought that guidelines would be 
more immune from such hiccups. 

Altbach's review may be slightly de- 
ficient in contrasting Singapore with the 


harsher conditions of China., As yet, 
China is not making claims to be a full 
member of the wider academic league, 
though it is gradually heading in that di- 
rection. The NUS, meanwhile, has a lot 
to answer for in terms of a brisk turn- 
over in its staff, mostly due to voluntary 
resignation or a genuine wish not to ac- 
cept another contract. That factor alone 
should give cause for a constructive 
review of where it is going as a univer- 
sity. 


Melbourne 'Ex-Guru' 


Whither Singapore? 


As a Singapore citizen who has contri- 
buted to the columns of The Straits 
Times for nearly 30 years, I agree 
with ‘Bedok Resident [LETTERS, 9 
June}. 

The Straits Times is not what it was in 
the 1940s and 1950s. The editorial staff 
is heavily infiltrated with non-Singapo- 
reans, and for their work permits to be 
renewed without problems their writ- 
ings have to be docile. A few present 
and former journalists associated with 
the People’s Action Party control the 
press in the media. 

Dissent in any form is no longer ac- 
ceptable, no matter how well-based 
and deserved. First the lawyers were 
deemed to be suspect. Now it appears to 
be the taxi drivers, or that is the impres- 


sion given by recent letters to The Straits 
Times. 

We are now fast reaching the stage 
where the people of Singapore are 
awaiting the little child to tell our be- 
loved “emperor” that he is not flaunting 
new clothes; as in mythology, he is 
naked. 
Singapore ‘Bukit Timah Resident’ 
Lee Kuan Yew has led the people of 
Singapore with one aim for the past 25 
years: to establish a metropolitan city 
state. We are thankful for his achieve- 
ments, but it is time for him to step 
down and let the younger leaders make 
the decisions. They should not have to 
fear the reactions of an old man who is 
out of touch with the aspirations of the 
younger and more sophisticated Sin- 
gaporean. 

For the past 18 months or so, there 
has been a measurable shift in our lead- 
ers’ position of allowing some liberty to 
one of curbing genuine democratic ¢~ 
tivities, especially when these activit 
are spontaneous and not under People’s 
Action Party (PAP) control. 

If a former president Devan Nair 
cannot make a decent living in rich Sin- 
gapore — to which he has contributed 
so much — it reflects starkly on the vin- 
dictiveness and inhumanity of a system 
which the present leadership has en- 
gineered. 
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If Cornell University in the US can 
ay Nair to give lectures on Singapore 
tory. why can't the National Univer- 
sity of Singapore? The young of our 
country need to understand their mo- 
dern history and the motivations of the 
people who have contributed to our 
progress. Historical figures are fast be- 
coming a one-man cult in Singapore. 
Nair was perceptive to state a love of 
Singapore is not the monopoly of Lee, 
and I want to add that neither is it the 
monopoly of the PAP. 

Today, the most urgent problem in 
Singapore is Lee himself. He has said 
he wants to step down, but will he? He 
has history on his side and to have some- 
one challenge his leadership, authority 
and intelligence within PAP is unima- 
ginable; the consequences for anybody 
outside the PAP mounting a serious 
challenge can easily be envisaged. Al- 
though it may seem that the younger 
leaders are making the decisions, one 
“en easily see through this fiction. 

iis does not help the public in hav- 
ng confidence in the younger leader- 
ship. 

If history has one lesson to teach all 
of us, it is that rulers, be they Con- 
fucianist or otherwise, will find it dif- 
ficult to relinquish power. They will find 
some way to substitute the form or act 
through their offspring. They like to be 
remembered, for better or for worse. 


But history also teaches us that those 
rulers who impose their greatness will 
inevitably show their pettiness. 

Slowly, when the people begin to 
realise that Lee is, after all, a mortal 
clinging desperately to power, respect 
for him will be eroded. 


Singapore ‘Awakening’ 


Guilty policemen 


In his otherwise thoughtful article 
Coming down hard [REVIEW, 16 June], 
Shim Jae Hoon erroneously writes: 
"Taiwan's police in the past have gener- 
ally refrained from using torture against 
detainees except in cases involving seri- 
ous political dissent." 

In fact, it appears that the police in 
Taiwan routinely mistreat suspects in 
non-political criminal cases as a means 
of extracting confessions. 

Asia Watch and the Taiwan Com- 
munique, published by the Interna- 
tional Committee for Human Rights in 
Taiwan, have documented nine deaths 
in police custody since 1982. Based on 
the accounts of former prisoners, the 
Communique concludes: "Torture is 
common in Taiwan's prisons." The 
Communique attributes riots late last 
year at two prisons to systematic abuse 
by the authorities. Marc J. Cohen 

Taiwan Human Rights 


Washington Project Coordinator 


Insulting tone 


I feel compelled to voice my criticism of 
the REVIEW and Masanori Nisioka's let- 
ter Too high a price [16 June]. The letter 
makes no reference to any article or let- 
ter previously appearing in the REVIEW; 
without such a reference, it becomes 
merely a general protest or propaganda 
letter — one hardly deserving of a place 
in the REVIEW. 

After much thought, one might 
guess that the article Nuclear shutdown 
in Taiwan [REVIEW, 2 June] was the im- 
petus for Nisioka's letter; however, this 
article makes no mention of Korea or 
Japan, just as Nisioka makes no refer- 
ence to Taiwan. Secondly, the tone of 
the entire letter was highly patronising, 
preachy, and presumptive — insulting 
to Korean and non-Korean readers 
alike. 

Although I personally lean towards 
the pro-nuclear power stance, this is 
tempered by the understanding that nu- 
clear power is not the best choice for all 
times or all places. 

On this point, I must commend the 
REVIEW for its coverage of Taiwan's 
nuclear-power programme and the 
problems besetting it. Your article was a 
fine example of critical but fair re- 
porting — exactly what we expect from 
the REVIEW. 


Tokyo David R. Jensen 
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THE LABEL OF ACHIEVEMENT 






BLACK LABEL COMMANDS MORE RESPECT 
-€i2¥ YEAR OLD * 


JOHN WALKER & SONS LTD., SCOTCH WHISKY DISTILLERS, KILMARNOCK, SCOTLAND 
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issan Motor, Japan’s second-largest car manufac- 

turer, is overhauling its operations in a bid to inject new 
life into flagging fortunes. Over the past three years, Nissan 
has changed the way it designs, makes and sells cars. The 
restructuring appears to be paying dividends. Earnings 
have improved and its once uninspiring range of cars now 
competes with the best in terms of style and performance. 
But the car maker remains under pressure at home and 
abroad. Its market share in Japan continues to slide and its 
foothold in the US is threatened by the arrival of South Ko- 
rean and other Japanese producers. Nissan’s tragedy is 





that the turnaround attempt may have come too late. Tokyo bureau chief 
Charles Smith and correspondent Bob Johnstone report. 
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Page 10 

The Malaysian Government suspends 
e more Supreme Court judges after 

they stop a tribunal from advising the 

king about their Lord President's fit- 

ness for office. 


11 
The volatile nature of Papua New 
Guinea politics is highlighted again as 
prime minister Wingti is ousted by 
new opposition leader Namaliu in a 
vote of no confidence. 
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China introduces a new element into 
the Cambodian equation with a pro- 
posal aimed at reassuring both Asean 
and Vietnam that its protégés the 
Khmer Rouge would not dominate a 
future Phnom Penh government. 





Taiwan's university students begin 
asserting their political role in ac- 
tivities on and off campus. 


Page 22 

China’s bid to allow land sales to raise 
funds for infrastructure development 
has far-reaching implications for 
communist ideology and thus the 
communist party’s authority. 


Page 31 
Lawyers want the sweeping powers 
of the Hongkong police to be curbed. 
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For the first time since World War Il, a 
Japanese defence minister visits 
Southeast Asia. 


Page 56 

US and Japanese moves to 
strengthen their voting power in the 
Asian Development Bank prompt 
misgivings among the bank’s Asean 
and EC members. 


Page 56 

New Zealand Finance Minister Roger 
Douglas wins a showdown with Prime 
Minister David Lange after a forecast 
deficit surge threatened to upset 
budget plans. 


Page 58 

Singapore agrees to Malaysia’s terms 
for the supply of water and natural 
gas after three years of tough negotia- 
tions. 


Page 60 

Developers rush to cash in on 
Phuket's tourist potential, but the lack 
of flights and the threat of pollution 
cast a cloud over its future. 


60 
Japan's Ministry of Finance imposes 
strict controls on a bank for small 
businesses after its questionable 
lending practices come to light. 


Page 62 

Taiwan's largest maker of personal 
computers, Acer Inc., adopts an ag- 
gressive international marketing stra- 
tegy in a bid to become a hi-tech mul- 
tinational. 


Page 67 
Manila plans to modernise its port 
facilities and revive an ailing ship- 


| ping industry in an attempt to at- 


tract regional trans-shipment busi- 
ness. 


Page 82 

Pakistan seeks to raise government 
revenues in its latest budget by im- 
posing new taxes and plugging tax 
loopholes. 
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REGIONAL 


Roh government suffers 
first defeat in assembly 
South Korean President Roh 
Tae Woo's ruling Democratic 
Justice Party (DIP) suffered its 
first defeat when the national 
assembly refused to endorse 
nominee Chung Ki Seung as 
the nation’s new chief justice. 
The DJP failed by seven votes 
to get the required one-half 
majority in the 299-seat assem- 
bly after Kim Jong Pil's conser- 
vative New Democratic Re- 
p Party (NDRP), which 

ad earlier been expected to 
support the DJP, split over the 
issue. The outcome adds 
further uncertainty to the 35- 
seat NDRP's role as the swing 
vote in the assembly where the 
combined opposition parties 
otherwise enjoy a significant 
edge. A second presidential 
nominee, former Supreme 
Court judge Lee Il Kyu, later 
won assembly approval. 

— John McBeth 


Philippine human-rights 
advocates killed 


Recent killings of lawyers iden- 
tified with human-rights advo* 
cacy in the Philippines have 
shaken President Corazon 
Aquino’s government. The as- 
sassinations began with the 
murder on 24 June of Alfonso 
Surigao, a lawyer and a region- 
al chairman of Amnesty Inter- 
national in Cebu City. Six days 
later in Manila, Philippine 
Polytechnic University presi- 
dent Nemesio Prudente, active 
in legal Left politics, survived 
the second attempt on his life in 
seven months but gunmen kill- 
ed three of his bodyguards. On 
2 July, Emmanuel Mendoza, 
another lawyer (and associate 
of Prudente), was also mur- 
dered in Manila. The killings 
coincide with a stepped-up 
campaign by foreign human- 
rights groups about continuing 
violations under Aquino’s gov- 
ernment. — James Clad 


Saarc states create 
security food reserve 

The South Asian Association 
for Regional Cooperation 
(Saarc) met its target for the 
creation of a 220,900-tonne 
food grain security reserve on | 
July. The Saarc, composed of 
Bangladesh, Bhutan, India, 
Nepal, Pakistan, Sri Lanka and 
the Maldives, agreed upon the 
creation of the reserve at its 
third summit in Kathmandu 


last November. The second im- 
portant achievement of the 
summit, the signing of the con- 
vention on the control and sup- 
pression of terrorism in the re- 
gon, is to be endorsed by the 
aarc foreign ministers’ meet- 
ing in August. So far Bhutan, 
the Maldives and Nepal have 
ratified the convention. The 
other Saarc members are ex- 
pected to endorse it before the 

forthcoming meeting. 
— Kedar Man Singh 


Former Malaysian minister 
to stand as independent 

Former Malaysian welfare 
minister Datuk Shahrir Abdul 
Samad, one of the more vocal 
critics of Prime Minister Datuk 
Seri Mahathir Mohamad, re- 
signed as MP for Johor Baru on 
| July, paving the way for the 
first true electoral test between 
the old and new configurations 
of the United Malays Na- 





ET. 
Shahrir: keen fight. 


tional Organisation (Umno), 
Malaysia's de facto ruling 
party. Having refused to join 
Mahathir's five-month-old 
Umno (Baru) after the original 
Umno was declared unlawful 
in February, Shahrir and two 
other MPs of the old Umno de- 
clared themselves as indepen- 
dents. The bv-election, set for 
25 August, is expected to be 
keenly fought, with Shahrir 
hoping to win the support of all 
those Umno members who 
“are still loyal to the Malay 
nationalist struggle founded in 
1946." — Suhaini Aznam 


CORRECTIONS 


In the review of Korea: A Walk 
Through the Land of Miracles 
[30 June]. words were acciden- 
tally dropped from a sentence 
which should have read: “The 
train explosion in Iri occurred 
in 1977 not eight years ago." 


The FOCUS on technology [7 
July] cover photograph was by 
HORIZON/Paul Chave. 





BUSINESS 


Carrian's George Tan 
accused of bribery 


George Tan Soon Gin, former 
chairman of the collapsed Car- 
rian group. was arrested on 5 
July in Hongkong and charged 
with offering bribes to two 
former executives of WestLB 
Asia, a subsidiary of the West- 
deutsche Landesbank. Tan is 
accused of offering HK$2.37 
million (US$303,600) to Paul 
Kiang. former WestLB man- 
ager, between 4 October 1981 
and 9 June 1982. He is also 
charged with offering HK$2.43 
million to Uwe Rameken, 
former managing director of 
WestLB, in October 1981. Tan 
and two former Carrian execu- 
tives already face 23 bribery 
and fraud-related charges aris- 
ing from Carrian's dealings 
with Bumiputra Malaysia Fi- 
nance. The case has not come 
to trial yet. No plea was taken 
when Tan appeared in court, 
and bail of HK$50 million in 
cash and two sureties of HK$1 
million each was granted. 

— A Correspondent 


China eases conditions for 
new offshore oil contracts 
China has announced that the 
third round of bidding for 
South China Sea offshore oil 
contracts will take place in Sep- 
tember. Contract terms will be 
more flexible than before. For- 
eign investors who have signed 
contracts with the China Na- 
tional Offshore Oil Corp. will 
now have an option to with- 
draw if they find the first stage 
of drilling unsatisfactory. Small 
oilfields with an output below 1 
million tonnes of crude oil will 
no longer need to pay royalties 
while the percentage of royal- 
ties for output of more than 1 
million tonnes will be decided 
on the basis of annual volume. 
— Elizabeth Cheng 


Wang starts up venture 
capital fund in Taiwan 


An wang president and 
founder of the US computer 
firm Wang Laboratories, has 
launched the US$50 million 
Golden Gate Development 
and Investment Fund, a ven- 
ture capital-investment project 
to help transfer technology 
from the US to Taiwan. The 
fund, 80% of which will be in- 
vested in the US, is to provide 
an investment outlet for 
Taiwan manufacturers and US 
firms. The other 20% will be 


invested locally. Wang Deve- 
vies & Investment Corp. 
(WDIC), a subsidiary of Wang 
Laboratories, will contribute 
10% of the fund, a Taiwan 
Government development 
fund 20% and Taiwan's Bank 
of Communications 10% , with 
the remainder from local com- 
panies. WDIC will manage the 
fund. — Jonathan Moore 


Thailand to refinance 
multilateral loans 

Thailand is refinancing World 
Bank and Asian Development 
Bank loans with two European 
bond issues and private place- 
ments in the Tokyo market, the 
Finance Ministry announced. 
The government was to sign in 
early July mandates for a Dm 
200 million (US$109.9 million! 
issue and Sfr 200 milli 
(US$132.2 million) issue, .. 
be followed by ¥58 billion 
(US$431.5 million) in private 
placements in late July. Total 
debt was put at US$14 billion, 
about half in US dollars and 
40% in ven. — — Paul Handley 


Fletcher Challenge buys 
Brazilian newsprint maker 
New Zealand's Fletcher Chal- 
lenge consolidated its position 
as the world's second-largest 
newsprint producer by acquir- 
ing a 50.3% stake in Papel de 
Imprensa (PISA) of Brazil 
through a debt-for-equity deal 
worth US$83 million. PISA 
makes 70% of Brazil's news- 
p Fletcher Challenge now 
as newsprint operations in 
North and South America; à 
plant in New Zealand, and re- 
cently bought into Australian 
Newsprint Mills. Newspr 
production is 2.13 million tc 
nes a year. — Colin James 


Indonesia bans exports 

of semi-processed rattan 
Indonesia has imposed a total 
ban on the export of semi-pro- 
cessed rattan from 1 July, six 
months ahead of schedule. The 
decision to advance the ban 
was prompted by concern that 
overseas users were stockpiling 
rattan, which was leading to à 
domestic shortage. Director- 
General of Foreign Trade 
Kumhal Djamil said on 30 June 
the government hopes the ban 
will speed up the development 
of rattan-based industries, 
especially furniture manufac- 
turing. Indonesia, which har- 
vests 80% of the world's rattan 
but holds only 5% of the rat- 
tan-products market, banned 
the export of raw rattan in Oc- 
tober 1986. — A Correspondent 
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| BOOSTING RESERVES 
Foreign oil companies in Indonesia 
are taking advantage of the 
government's desire to retain their 
investment and boost exploration to 
extract better terms as the first of 
some 14 contracts due for renewal 
over the next 13 years are negotiated. 
Likely to be concluded this month are 
new contracts with Asamera Oil 
Indonesia of Canada and Tesoro 
Indonesia of the US. Most of the 
contracts are on a production-sharing 
basis with the state oil company 
Pertamina, which has the last say on 
when an oil field is commercial. This 
privilege in the past has been 
exercised when reserves are so small 
as to just cover the contractor's 
development costs. Currentlv, oil 
7770panies are holding back on 
estment and, unless their contracts 
are renewed on better terms — as 
seems likely — may draw down on 
their assets until the original contracts 
expire. o 


SCARE TACTICS 

While some Washington officials 
regard a premature leak from US 
intelligence agencies about a planned 
Chinese sale of its new M-9 medium- 
range missile to Syria as damaging US 
credibility, given that only initial 
discussions have taken place, the real 
motive for the leak appears to have 
been to dissuade Peking from the 
sale. During his trip to China this 
month, Secretary of State George 
Shultz will remind Peking that while 





Arabia may not be seen as a threat to 
Israel, M-9 sales to Syria would. 


PLO PALAVER 

The Palestine Liberation 
Organisation (PLO) has been trying 
for more than six months to persuade 
the Japanese Government to invite 
Farouk Kaddoumi, head of the 
PLO’s political affairs department, to 
Tokyo for meetings with senior 
officials. These attempts have failed 
because the Palestine cause has 
become less important for the 
Japanese, 
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PLACATING PEKING 
E m Japan is 
H stepping up its 
2 | efforts to mollify 
E China over the 
5 future of a 


Taiwan student 
dormitory, in 
preparation for 
Prime Minister 
Noboru 
Takeshita’s visit 
to Peking in 
August. A Japanese High Court 
decision in February 1987 to reject 
China’s claim to the dormitory in 
. Kyoto and to award it instead to 
Taiwan, was bitterly criticised by 
Peking. The Japanese Government is 
considering either buying the building 
from Taiwan and giving it to China, 
or offering Chinese students another 
building. However, the latter idea 
would not be appreciated in 












RETURN VISIT 
Pope John Paul II is expected to 

attend a eucharistic conference in 

Seoul from 5-8 October 1989. In the 
first ever papal visit to South Korea in - 
1984, the pope canonised 103 martyrs 
to celebrate the bicentennial of the 
fast-growing South Korean Roman 
Catholic Church, which now has an 
estimated 1.7 million adherents. 


IMAGE REPAIR 


Mohan Man Sainju, who since 1984 
has been vice-chairman of Nepal's 
National Planning Commission 
(NPC), a state ministerial job, is 
tipped to be ambassador to 
Washington, a post left vacant since 
Biswo Pradhan was sacked following 
his arrest for shop-lifting in December 
last year. Sainju, 56, joined the NPC 
in the 1970s. His appointment 

is aimed at helping develop the 
bilateral relationship and repairing 
the bad image left following 
Pradhan’s recall. 


PETRO PROPOSAL 

Thai agribusiness giant Charoen 
Pokphand (CP) is considering a major 
move away from its traditional 
business and into petrochemicals. CP 
is one of two firms holding discussions _ 
with British chemicals conglomerate 
ICI on taking a major share of ICI's 
Baht 4.5 billion (US$178.6 million) 
PTA plant, to be built by 1993. PTA 
is a major ingredient of polyester. 
Also having talks with ICI on being 
the major Thai shareholder is the 









its sale of East Wind missiles to Saudi | Peking. Saha Union Group. 
"EIE V7 EI 
HE WEEK 
AUSTRALIA INDIA PAPUA NEW GUINEA 
Japanese Prime Minister Noboru Five people were killed and 50 injured 


Takeshita arrived in Canberra on an official 
visit (3 July). 


BURMA 

One of the leaders of a student revolt 
was arrested on charges of possession of 
drugs and arms (3 July). 


CAMBODIA 
Vietnam withdrew its top military com- 
mand from Cambodia (30 June). 


CHINA 

Thousands of armed police suppressed 
a demonstration by 1,000 peasants in 
Fangshan county protesting against à gov- 
ernment decision to release polluted water 
from a reservoir into their fields, it was re- 
ported. A Peking court sentenced one youth 


to death and gave a second a suspended | 


death sentence and three others prison terms 
in the slaying of a Peking University student 
whose death triggered campus protests (29 


^ June). 









when three bombs exploded outside a 
cinema in Assam, it was [pores (29 June). 
At least 16 people were killed during village 
council elections in Uttar Pradesh, it was re- 
ported (3 July). 


HONGKONG 

Former chairman of the defunct Carrian 
group, George Tan, was arrested on bribery 
Pi i involving more than US$600,000 (5 
July). 


JAPAN 

The media reported that police had ar- 
rested a suspected North Korean spy who 
had widespread contacts with members of 
parliament (5 July). 


. NEW CALEDONIA l 
A resolution placing New Caledonia 
under direct rule from Paris for a year as part 
. of a plan leading up to an independence ref- 
erendum in 10 years was adopted in the 
French parliament (5 July). 





Prime Minister Paias Wingti was toppled 
from power when he lost a no-confidence 
motion and was replaced by Rabbie Namaliu 
(4 July). 


PHILIPPINES 

About 5,000 protesters demanding the 
removal of US bases clashed with police near 
the US Embassy in Manila (4 July). 


SOUTH KOREA 

The country's best known political pris- 
oner Kim Kun Tae was released under a limit- 
ed amnesty (30 June). About 2,000 protest- 
ers marched through the streets of Seoul 
chanting anti-US slogans and demanding the 
Olympic Games be shared with the North (4... | 
July), Parliament overwhelmingly approved — 
President Roh Tae Woo's second nominee : 
for Supreme Court chief justice, Lee Il Hyu 
(5 July). 








THAILAND 
The annual Asean conference opened (4 
| July). 






Government suspends five more Supreme Court justices 


Judges in the firing line 


By Suhaini Aznam in Kuala Lumpur 


AU Court order, apparently 
seen by the Malaysian Government 
as an attempt to intervene on behalf of 
the court's suspended Lord President 
Tun Mohamed Salleh Abas, has 
prompted the government to suspend 
the five judges who made it. The five 
were stood down on 6 July, four days 
after ordering a temporary halt to a tri- 
bunal from making any recommenda- 
tions to the king on whether or not Sal- 
leh ought to be sacked. The notice of 
their suspension was issued by the 
Prime Minister’s Department. 
Pd The main reason given, the five said 
' in a statement, was that they had been 
. "irresponsible" and had acted "unbe- 
. comingly as judges of the Supreme 
| Court" in the way they had heard Sal- 
. leh's application for a stay order. 
| The suspension of the five — Justices 


: Datuk George Seah, Tan Sri Azmi 
. Kamaruddin, Tan Sri Eusoffe Abdool- 
|. cader and Tan Sri Wan Hamzah Mo- 
|. hamed Salleh — leaves only four out 
. of Malaysia's 10 Supreme Court judges 
still sitting. Two of them are on the tri- 
. bunal advising the king about Salleh's 
- fitness for office, which leaves only two, 
. Justice Tan Sri Hashim Yeop Sani and 
. newly elevated Justice Datuk Harun 
. Hashim free to deliberate on any ap- 
peals that may arise on this matter. 
It is unclear whether the latest sus- 
. | pensions will affect Salleh's legal steps 
* | to have the appointment of the tribunal 
declared unconstitutional. The Su- 
preme Court order, restraining the tri- 
bunal from forwarding any recommen- 
dation to the king while Salleh's case is 
heard in the High Court, is still binding, 
said tribunal secretary Mazlan Ahmad, 
the secretary-general of the Ministry of 
Justice. “As far as I am concerned we 
are continuing to complete the report." 
Salleh's legal challenge came after 
the failure of a last-minute attempt by 
some traditional rulers to mediate be- 
tween the king and Salleh before the tri- 
bunal began taking evidence. Once the 
closed-room tribunal hearings began, 
on 29 June, Salleh's lawyers were 
alarmed at the speed with which it 
seemed to be heading towards a decision. 
Salleh's objection was that it was the 
- | king, rather than Prime Minister Datuk 
— |] Sen Mahathir Mohamad, who had 
. asked for his removal. Mahathir admit- 
| ted he said as much in a 27 May meeting 
^. with Salleh. Attorney-General Tan Sri 
= F Abu Talib Othman, who put the case 
for removal to the tribunal, told the 














. Tan Sri Wan Suleiman Pawan Teh, | 


High Court on 4 July that “no doubt the 
complaint came from the king but that is 
not the sole basis of this reference.” The 
king, currently the sultan of Johor in 
Malaysia’s system of rotating the 
monarchy among the hereditary rulers, 
is supposed to act only on the advice of 
the prime minister. 

Salleh was suspended with effect 
from 26 May for, among other things 
the government cited, writing to the 
king in defence of the judiciary, 
which at the time was being heavily criti- 
cised by the government. Four other 
complaints were that he allegedly 
“ridiculed” and “displayed prejudice 
against” the government in two 
speeches, adjourned indefinitely an a 
peal involving a minor's choice of reli- 
gion and that he had spoken to the press 


after his suspension. Combined, the |. 


complaint sheet issued on 21 June said, 
these made him unfit for the country's 
highest judicial office. E 

Acting on Mahathir's advice, the 
king then appointed a tribunal compris- 
ing four Malaysian and two foreign 
judges, only one of whom — Sri Lanka's 
Chief Justice K. A. P. Ranasinghe — 
can be considered Salleh's peer. For 
that and various other reasons, the tri- 
bunal's composition has been criticised 
by lawyers, academics and the opposi- 
tion Democratic Action Party (DAP). 

Lawyers fear that the issue goes 
beyond Salleh's removal and will strike 
at the very heart of judicial indepen- 
dence. The parliament passed amend- 
ments to the constitution in March re- 
stricting the discretionary function of 
judges and making executive decisions 
in several instances final. 

As the constitution dictates that 
judges are appointed by the king after 
consultation with his brother rulers, ap- 
peals had been made to the other rulers 
to intervene. Several lawyers and law 
professors said the power to appoint 
carried with it the power to remove, but 
Talib held to the letter of the constitu- 
tion which only says the king can re- 
move a judge on a tribunal's recommen- 
dation. 

Whichever may be the correct in- 
terpretation, a small caucus of rulers de- 
cided to have Salleh apologise to the 
king for the manner in which he sent the 
letter — which apparently did not meet 
the standards of required palace pro- 
tocol — without apologising for its con- 


tents, said sources close to some royal 


households. According to them, the rul- 
ers expected the king would then drop 





the tribunal inquiry and pave the way 
for Salleh's reinstatement. Salleh did in- 
deed fly to Johor Baru on 27 June for an 
audience with the king but the king was 
adamant, the sources added. 

With the brief glimmer of royal inter- 
vention snuffed out, moves to defend 
Salleh shifted to the court. On 28 June, 
the eve of the tribunal’s first sitting, Sal- 
leh's lawyers filed their application to 
prohibit the tribunal from proceeding 
with the hearing until their objections 
had been ruled on. The tribunal, how- 
ever, began hearing Talib's submissic^* 
behind closed doors as scheduled on 
June — prompting a walk-out by Sai- 
leh's lawyers. 


O n 1 July, the High Court began hear- 
ing Salleh's application to stop the. 
inquiry. In his affidavit, Salleh said that 
he had not only fixed 13 June for the ap- 
peal seeking fresh party elections by 11 
rebels of the now deregistered United 
Malays National Organisation (Umno) 
then headed by Mahathir, but had also 
fixed 15 June for DAP MP Karpal 
Singh’s appeal against his detention 
under the Internal Security Act. Maha- 
thir, in his role as home minister, had 
signed Karpal’s detention order. Both 
appeals "were taken off the hearing 
list. without my knowledge" either 
on 26 May (the day he was sus- 


PAPUA NEW GUINEA. 
Changing 
partners 


Wingti ousted by Namaliu 
in no-confidence vote 


By Michael Malik in Port Moresby 


fter three months of abortive at- 

tempts to fashion a Papua New 
Guinea (PNG) Government of national 
unity with a sufficiently strong base to 
survive a long haul, Paias Wingti was 
voted out of office on 4 July by a new 
alignment of groups under former for- 
eign minister Rabbie Namaliu, who had 


. only been leader of the Pangu opposi- 


tion party for a week. 

The vote, which Namaliu won by a 
relatively comfortable 58-50 margin, 
came at the end of a week packed with 
political drama. Wingti's deputy prime 





pended), or 27 May, said Salleh. 

The presiding judge, Justice Datuk 
Ajaib Singh, withheld his decision until 
the following day, though. Salleh’s 
lawyer, Raja Aziz Addruse, said it 
would be a “travesty of justice” if the tri- 
bunal recommended dismissal the day 
before Ajaib’s decision was handed 
down. 

At noon the following day, a Satur- 
day, Ajaib again postponed his decision 
saying he wanted further clarification 
from Talib, who had not attended the 
High Court hearing. Conceding that 
Salleh would be at “a great disadvan- 
tage” if the sequence of events envis- 
aged by Aziz proved true, Ajaib 
nevertheless felt that Salleh “cannot al- 
together be free from blame in finding 
himself in this predicament,” having 
been alerted as early as 27 May that a 
tribunal was being set up. Yet Salleh 
had waited until 28 June, one day before 
the tribunal sat, to file his application, 
* ‘aib added. Aziz then asked for an in- 

im stay of the tribunal’s proceedings 
until Monday, 4 July and was again re- 
fused. 

An hour later, Aziz made the same 
request before the Supreme Court, has- 
tily convened on a notice of urgency, 
since “there would be no [further judi- 
cial] remedy available” if the tribunal 
made its recommendation to the king 
before Monday. The five-man bench 
unanimously granted it and, given the 
exceptional circumstances, Justice Tan 
Sri Wan Suleiman Pawan Teh himself 
waited after office hours to sign the 
order restraining the tribunal from 
“submitting any recommendations, re- 
port or advice” to the king until further 
order. Two of the five judges had been 
scheduled to hear appeals in Kelantan 
that day but these had to be postponed. 


minister, Sir Julius Chan, was cleared of 
arges of financial misconduct in of- 

2, while a commission of inquiry re- 
commended the prosecution of former 
Defence Force commander Ted Diro 
and former Malaysian foreign minister 
Tan Sri Ghazali Shafie in connection 
with a forestry scandal. 

To add to the tensions, one of PNG's 
largest private airlines, Talair, which 
provides vital links in a country heavily 
dependent on air transport, grounded 
its fleet in an open attempt to add to 
the pressure on Wingti supporters to 
change sides. This, while it was ex- 
pected to have some backlash in favour 
of the government, prevented large 
numbers of Wingti's fellow Highland 
supporters coming to the tense capital 
to offer public support and pressure 
Highland members to remain loyal. 

From Friday 1 July through the 
weekend until the vote was taken on 
Monday morning, Port Moresby was 
bristling with rumours of defections, re- 
defections and offers of money, minis- 
tries or other jobs to secure support 
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Ranasinghe (second left) and four members of the Salleh tribunal. 


Meanwhile, 2 km away at Parliament 
House, the tribunal continued its deli- 
berations. At 1.50 p. m., 20 minutes 
after the Supreme Court order, the tri- 
bunal secretary instructed the police 
guards to bar all newcomers from enter- 
ing parliament grounds — including, 
presumably, the lawyers who were to 
serve the restraining order. A little 
later, newsmen waiting inside were told 
to leave. Salleh's lawyers sent a tele- 
gram informing the tribunal of the Su- 
preme Court order but were not sure 
whether the cable was received. For a 
moment it seemed that after sitting for 
four days, the tribunal would rush its re- 
commendations through without allow- 
ing the order to be served. 

But having obtained special clear- 
ance to enter, the lawyers arrived at 
3:50 p.m. and served the order on the 
tribunal. At 5:10 p.m., cars bearing the 
tribunal members sped out of parlia- 
ment and Chief Justice of Malaya Tan 
Sri Abdul Hamid Omar later assur- 
ed a local newspaper that the tribunal 


when the vote of no confidence was 
put. 

Such rumours are par for the course 
in PNG politics, where there are few 
shades of ideology between the nine 
parties and changing camps is a regular 
exercise. But from the available evi- 
dence, whatever offers were made ap- 
peared to have little effect on the group- 
ing already known to have taken shape. 

Namaliu and his mentor, former 
prime minister Michael Somare, who 
stepped down for him as opposition 
leader a week before the vote, success- 
fully managed to isolate their support- 
ers from manipulation or intimidation 
by taking them for the weekend to a re- 
sort hotel outside the capital, which was 
then completely cut off even by tele- 
phone from the outside world. 

When they returned to Port Moresby 
for the vote, they were again carefully 
kept in a tight group inside the opposi- 
tion offices in Parliament House until 
immediately before the house assem- 
bled. And as soon as it did, the numbers 
game, which the whole city had been 





THE STAR 





would comply strictly with the law. 

That over, Salleh's defence resumed 
in court. On 4 July, Talib appeared be- 
fore Ajiab with copies of letters be- 
tween the king and Mahathir.. Maha- 
thir's first letter, dated 5 May, referred 
to his audience at the king's palace on 1 
May, where the king had shown Maha- 
thir Salleh's letter and asked that action 
be taken. Mahathir had then advised 
the king as to the proper procedure and 
seater Run that he (Mahathir) would 
investigate if Salleh's behaviour showed 
him to be no longer fit to serve in office. 
This he confirmed in a letter of 25 May. 

On 9 June, Mahathir again wrote to 
the king, adding fresh complaints that 
since his suspension, Salleh's press 
statements showed him to be unable to 
Serve as lord president. The king 
acknowledged the additional com- 
plaints. The relevant clause in the con- 
stitution does "not forbid any further 
representation to be made . . . it de- 


penes if the said judge further mis- 
ehaves himself," said Talib. Oo 
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.  Diro and some 12 other members 
„from the Papua region, most of them 
members of his People's Action Party 
(PAP), had crossed the floor together 
with Wingti's fellow Highlander Paul 
Pora, who took with him three other 
members of the National Party, leaving 
the party chief and treasurer in Wingti's 
last front brench, Michael Mel, and four 
other National Party members on the 
government benches. 

These were the vital defections and 
Pora's move. was the biggest surprise 
and the cause of some angry accusations 
of treachery from other Highland mem- 
bers in the chamber. 

Given the unanimous belief that the 
country needs a period of stability, it is 
Namaliu's dependence on Diro which is 
seen by analysts as the single most dis- 
turbing feature of the change of govern- 
ment. Diro himself cannot be given of- 
fice until the forestry inquiry charges 
are resolved one way or the other, but 


| Namaliu has indicated that Diro will 


CAMBODIA 


playing for three days, was made clear. | play an importa 


ant partin h administra- 
tion and that the- job of deputy prime 
minister will go to the PAP. Speculation 
is that Akoka Doi may be given this job 
when Namaliu announces his cabinet on 
8 July, but he may merely be keeping it 
warm for Diro. 





t was only on 30 June that Diro, to- 
gether with former JAM general 
Sir Tore Lokoloko, Ghazalie, business- 
men Mohammad Abdullah Ang, Foong 
Chin Cheah, Charlie Koh and two 
others were named, after a commission 
of inquiry, as deserving to have criminal 
charges laid against them. 
The Pangu party has used the case as 
a prime weapon in its campaign against 
Wingti. Now, for Namaliu to be depen- 
dent on Diro's balance of power is an 
uncomfortable irony and not a situation 
encouraging to those hoping to see a re- 
establishment of stability and an end to 
the paralysis of government, which has 
seen parliament pass nothing except en- 
abling legislation in the past six months. 


Sweetening the cocktail 


Peking allays concern on its backing for Pol Pot 


By Rodney Tasker in Bangkok and Robert Delfs in Peking 


hina has introduced a new element 

into the Cambodian equation with a 
proposal that could rule out a personal 
role for Khmer Rouge leader Pol Pot 
and his closest associates in a future 
Phnom Penh government, but also give 
Peking's protégé veto power over par- 
ticipation by officials in the current 
Vietnam-backed Heng Samrin regime. 

The proposal was contained in an un- 
usual statement issued to coincide with 
the Asean foreign ministers’ meeting in 
Bangkok on 4-5 July, which for the first 
time in nine years ended on an upbeat 
note about the prospects of a Cambo- 
dian settlement, despite doubts behind 
the scenes. 

Asean officials noted that for the 
first time China seems to have agreed to 
a provisional coalition government be- 
fore all Vietnamese troops have de- 
parted. China has called for a “freeze” 
on all the factions' military activities at 
the same time — a move seen as an as- 
surance to the Vietnamese that its pro- 
tégés would not fill any power vacuum 
alone. 

Analysts in Peking described the 
proposal as a skilful response to pres- 
sure from other countries over Pol Pot, 
aimed at the main focus of Asean meet- 
ing — the scheduled informal gather- 
| ing of the four Cambodian factions, 
| Vietnam, Laos, Thailand and other 
. Asean countries and others in Jakarta 
on 25 July. The Jakarta Informal Meet- 
ing, or JIM, was heralded as the first 


meaningful start in negotiating a politi- 
cal solution to the Cambodian saga. 
Certainly, there was reason to be op- 
timistic. For the first time, the Heng 
Samrin regime had agreed to be present 
at à meeting with all three of the 
squabbling factions in the resistance 
government headed by Prince Noro- 
dom Sihanouk. And Vietnamese For- 
eign Minister Nguyen Co Thach had 
said he would also attend what was 
originally conceived by former Indo- 
nesian foreign minister Mochtar 
Kusumaatmadja, the architect of the 
proposal, as a “cocktail party.” But 
that, so far, is all it amounts to. 
Observers have been encouraged to 
feel that Soviet-backed Vietnam is seri- 
ous about withdrawing from Cambo- 
dia, given superpower détente after 
the US-Soviet Union summit; the 
Soviet  troop-withdrawal from Af- 
ghanistan; Thai Prime Minister Prem 
Tinsulanond's apparently successful 
trip to Moscow in May; Thai Foreign 
Minister Siddhi Savetsila’s friendly 


meeting with his old adversary Thach in 
Bangkok shortly afterwards; and the 
latest announced pull-out of Vietnam- 
ese troops from Cambodia. 

Yet the prospect of three Khmer re- 
sistance factions, and a Heng Samrin re- 
gime which has consistently said it re- 











ony. at Wingti was 
brought down i in ‘the name of stability 
after his long efforts to form a consensus 
government had twice failed. His first 
effort to tempt Somare — then still lead- 
ing the Pangu party — to join a grand al- 
liance with his People's Democratic 
Movement party fell apart when Pangu 
wished to include other partners Wingti 
did not want. 

A second attempt with just Pangu 
reached an advanced stage, with 
portfolios virtually agreed, when Wingti 
was accused of trying to divide and rule 
Pangu and the attempt was called off. It 
was only at this point that Wingti turned 
to Mel and his National Party, splitting 
the treasury and finance portfolios to 
give Mel a frontbench position as trea- 
surer and a reasonable majority of 
about 60-48. But, in so doing, he alien- 
ated finance minister Galeva Kwarara, 
who crossed the floor, angrily denounc- 
ing Wingti for nepotism and corrup- 
tion. 

At the heart of the PNG's politi 


fuses to be dismantled in the face of a 
threat of a Khmer Rouge return to 
power, early forming an acceptable 
provisional coalition government may 
be pushing the optimism too far. Under 
the guidelines of the JIM, based on an 
understanding between Thach and 
Mochtar reached in Ho Chi Minh City 
in July 1987, the Vietnamese do not 
have to join the meeting until a second 
session scheduled quickly to follow the 
first. 

On the positive side, Vietnam seems 
to be showing some sincerity, perhaps 
nudged by a Soviet Union which is foot- 
ing most of its bills, in wanting a political 
solution in Cambodia so long as it does 
not result in a regime hostile towards 
Hanoi. Also Asean, which has provided 
the main diplomatic support for the 
Khmer resistance coalition, showec - 
Bangkok that it has shifted from call |. 
for the continued isolation of Vietnam 
to support for Indochinese negotiations 
in a regional context, having earlier in- 
sisted that the issue should be kept on a 
wider international level. 


he Chinese statement — which reit- 

erated Peking's long-standing de- 
mand for a complete withdrawal of 
Vietnamese troops and a quadripartite 
government led by Sihanouk — has 
added to the ostensibly comforting run- 
up to the JIM. The statement did not 
mention anyone by name and defined 
the issue purely in terms of whether can- 
didates were acceptable to the other 
Cambodian parties. By issuing the 
statement before the JIM, Peking was 
trying to defuse speculation that it was 
out to block a political settlement be- 
hind the scenes, analysts said. It was 
also seen as a bid to avoid being left out 
in the cold should the JIM succeed. 

However, the Heng Samrin regime is 





paralysis is the fact that parliament is so 
fragmented — with 27 independents as 
well as nine recognised parties in a 
house with only 109 seats (one is vacant 
at present) — that nobody can ever 
gather the required two-thirds majority 
to alter the constitution and introduce 
badly needed reforms. 


ne of these is a revision to the rule 
which allows as few as 10 members 
to table a motion of no confidence — a 
move which has now succeeded three 
times in PNG's 13 years of indepen- 
dence. Another reform most pay lip ser- 
vice to is the need to prevent MPs casu- 
ally crossing the floor without reference 
to their electorate. But this is a condi- 
tion which perhaps can never be cured. 
Any move to make defectors face by- 
elections can easily be circumvented by 
them standing as independents who 
support a named party. In this case, 
they cannot be penalised if they change 
"heir allegiance. 
The reality of the situation is that 

















saying that it will refuse to be disman- 
tled to make way for a four-party 
provisional government headed by 
Sihanouk, as proposed by the resistance 
coalition, Asean, the UN, and now 
China, while the Vietnamese troops 
leave. Also, neither Hanoi nor Phnom 
Penh have agreed that the situation will 
require the presence of an international 
peacekeeping force, which Sihanouk 
and Asean feel is essential — ironically, 
mainly to ensure that the powerful 
Khmer Rouge are not in a position to 
again seize power. 

The Asean meeting's final com- 
munique reflected the foreign ministers' 
concern that given the four factions’ 
agreement to attend the JIM, they 
should move in some direction. It called 
on the four and Vietnam to "support, 
participate and endeavour in making 
the projected Jakarta Informal Meeting 
à success," Perhaps one of the telling re- 
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Prem (second left) with Asean foreign ministers in Bangkok. 


politics in PNG is largely about patron- 
age and to be able to hand out patron- 
age in the way of jobs, allowances and 
other benefits, an MP must be in gov- 
ernment for at least part of the time. 

Opposition members have no ability 
to deliver any material benefits to their 
constituencies. So, during the life of a 
five-year parliament it is very likely that 
at least one effort will be made by the 
opposition to tempt enough govern- 
ment supporters to change sides and 
give them a crack of the whip. The fact 
that more than half of all sitting MPs are 
defeated at each election shows the 
need to deliver at home. 

Given that there is a six-month 
moratorium on no-confidence votes 
against a new government, Namaliu 
now has that period and possibly more 
to show whether he can hold his group- 
ing together and move, as promised, to 
boost foreign investment and curb cor- 
ruption. 

One of his first tasks will be to deal 
with the difficult problem caused by 








plies by a minister in an otherwise un- 
informative wrap-up press conference 
was by new Indonesian Foreign Minis- 
ter Ali Alatas when he was asked how 
long he expected the JIM parties to 
meet. “If I knew the answer I would be 
more relaxed," he said. 

While the Asean ministers were gen- 
erally positive in their public remarks 
about the prospects of peace in Cam- 
bodia, it was left to Singaporean For- 
eign Minister S. Dhanabalan to sound a 
note of caution about Vietnam's true in- 
tentions. “The meeting in Jakarta will 
be a litnus test of Vietnam's true mo- 
tives and sincerity," he said. As one of 
Dhanabalan's delegation said, the man- 
tle often falls to Singapore to be less po- 
lite than its Asean partners in assess- 
ing Vietnamese intentions. But other 
Asean officials were also pondering 
whether Hanoi really feels its time is up 
in Cambodia. Oo 















Talair president Dennis Buchanan 
when he grounded his air fleet after a 
violent clash with then aviation minister 
Hugo Berghuser over air routes. Berg- 
huser, a naturalised PNG citizen of Ger- 
man origin, accused long-time enemy 
Buchanan — still an Australian citizen 
after 20 years in PNG — of illegally fly- 
ing routes reserved for the state airline, 
Air Niugini. 

Given the fact that the state com- 
pany cannot cope with demand on these 
routes, there is a lot of sympathy for 
Buchanan's position. But the spectre of 
a government being held to ransom by a 
foreign businessman is one no PNG 
Government — given the ever-present 
underlying sensitivity about sovereignty 
in the young country — could ever allow 
to go unchallenged. 

The moment Namaliu had won the 
vote, Buchanan, who faced deportation 
if Wingti had survived, ordered his fleet 
back into service. But observers doubt 
that the new government can risk sup- 
port from such a source. " 





Support for 
Sihanouk 


US seeks Hanoi 
view on resistance 








By Nayan Chanda in Washington 
W hile publicly pressuring Peking to 

soften its support for the com- 
munist Khmer Rouge, Washington is 
quietly seeking to strengthen the non- 
communist factions in the anti-Hanoi 
Cambodian resistance coalition. The 
Reagan administration in recent weeks 
has sought Hanoi's reaction to the idea 
of the US providing military aid to 
Prince Norodom Sihanouk’s group as a 


means of countering growing Khmer 
Rouge military muscle. The 
Sihanoukist National Army — esti- 


mated to have about 14-15,000 in- 
adequately armed troops — is seen by 
the administration as more disciplined 
and effective than the other non-com- 
munist faction, the Khmer People’s Na- 
tional Liberation Front. 

The Vietnamese response is not 
known. Currently the US provides 
about US$35 million a year in covert 
CIA assistance to the non-communist 
resistance in addition to official 
humanitarian aid of US$3 million. The 
CIA funds are spent on non-lethal 
supplies and, if the Vietnamese do not 
object, this covert aid could be ex- 
panded to include arms. 

The US initiative has come in the 
wake of intelligence reports about a 
massive Khmer Rouge arms build-up 
inside Cambodia. 

State Department official Karl 
Jackson told a 30 June congressional 
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hearing that China had supplied the 
Khmer Rouge “in excess of its needs” 
and their “extensive caches in the in- 
terior” could enable them to “sustain an 
active, low-level military operation for 
one to two years.” 

The fear of a Khmer Rouge return 
has also led to increased public pressure 
on the US Government. A group of 
2,000 Khmer survivors has written to 
Reagan and leaders in Asean countries, 
China, Japan and Europe, seeking ac- 
tion to prohibit the return of the Khmer 
Rouge. At a congressional hearing, 
representative Chester Atkins launched 
a blistering attack on past and present 
US administration policy towards Cam- 
bodia. 

A bipartisan group of congressmen 
and senators has introduced a joint re- 
solution in the congress calling on the 
administration to include in the annual 
UN resolution on Cambodia that “those 
responsible for acts of genocide and 
massive violations of internationally 
recognised human rights shall not re- 
turn to positions of state power in Cam- 
bodia upon withdrawal of foreign occu- 





pation forces.” A US attempt to include 
such a statement will, however, inevita- 
bly meet strong Chinese resistance. 

Meanwhile, an internal Khmer 
Rouge document has raised serious 
questions about the faction’s professed 
regret for past “errors” and their desire 
to cooperate with the non-communist 
coalition partners. 

The document obtained by US intel- 
ligence from a defector who worked 
under Ta Mok, notorious commander 
of the Khmer Rouge forces responsible 
for the massacre of large numbers of 
people during the Pol Pot era, was said 
to have been drafted to help cadres to 
understand the “venomous and evil po- 
litical objective” of the non-communist 
Cambodian coalition partners and the 
Western states backing the coalition re- 
gime. The document denounces the 
“contemptible Vietnamese" as the 
enemy. 

The highlights of the document, 
dated 2 December 1986, are: 

» The Khmer Rouge leadership is con- 
cerned that criticism of their record and 
the call for retirement of some at the top 





Withdrawal symptoms 


Vietnamese pullout creates anxiety among Cambodians 


By Murray Hiebert in Phnom Penh 


V ietnam withdrew its military high 
command from Cambodia on 30 
June, marking the first major step in 
Hanoi's effort to turn the defence of its 
war-torn neighbour over to the govern- 
ment Vietnam installed nearly a decade 
ago. At a press conference in Ho Chi 
Minh City after the pullout, the deputy 
commander of the Vietnamese forces 
admitted for the first time that Vietnam 
had suffered heavy casualties in the 
Cambodian conflict. 

Gen. Le Kha Phieu told journalists 
that 55,000 people had died since a bor- 
der war erupted between Cambodia and 
Vietnam in 1977. He said 30,000 people 
died, presumably including soldiers and 
civilians, during the Khmer Rouge bor- 
der attacks prior to Vietnam's invasion 
at the end of 1978. Another 25,000 sol- 
diers had died since the occupation 
began, he said. 

Another military official, Col Dinh 
Nhu Ninh, who commanded Vietnam's 
soldiers in Phnom Penh before they 
withdrew in early June, told reporters 
that mines and malaria had claimed 
more victims than actual combat with 
the 30-40,000 guerillas loyal to the 
ousted Khmer Rouge and two non-com- 
munist resistance groups. 

The pullout of the military command 
was ee of Hanoi's pledge to withdraw 
50,000 troops by the end of the year and 
to place its remaining 50-70,000 soldiers 
under Cambodian command. Phieu 
said 13,000 troops had already been 
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ulled out between May and the end of 

une. Hanoi's Ambassador to Phnom 
Penh Ngo Dien also said Vietnam's re- 
maining 200-300 military and civilian 
advisers would be withdrawn by the end 
of the year. 

Vietnam's announced withdrawal 
appears to have created anxiety among 
many Cambodians, especially in the 
capital. Foreign residents report that 
the price of gold has jumped and the 
black-market value of the Cambodian 
currency, which had been stable for sev- 
eral years, fell from Riel 130:US$1 to 
Riel 140 after Hanoi announced its 
withdrawal in late May. Western aid 
workers say many government officials 
have been telling them that they are af- 
raid chaos and bloodshed will follow the 
withdrawal. 

Dien said that Cambodian officials 
had resisted Vietnam's plan to withdraw 
all of its military advisers by the end of 
the year and had only agreed after 
heated discussions. 

Eastern bloc sources said Moscow 
pu considerable pressure on its allies in 

anoi and Phnom Penh to complete a 
major Vietnamese troop withdrawal 
this year. They interpret Cambodian 
President Heng Samrin's failure to 
thank Moscow for its assistance to Cam- 
bodia in his late June speech celebrating 
the 37th anniversary of the founding of 
the Kampuchean People's Revolu- 
tionary Party as a sign of Phnom 
Penh's displeasure with the Soviets 










leaders will cause confusion in the ranks 
and weaken their organisation, survival 
of which is seen as crucial for the survi- 
val of Cambodia. 

» The Khmer Rouge leadership ac- 
knowledges being "somewhat exces- 
sive" in suppressing enemies and 
mobilising labour but considers its 
three-year rule to be the “best” period 
in Cambodia's 2,000-year history. 

> Although the Khmer Rouge are pre- 
paring to enter a capitalist phase in à 
post-Vietnam Cambodia they have a 
separate policy agenda. And in order to 
carry out their own policies against for- 
eign and domestic enemies, they will 
oppose moves to remove any leader and 
make all efforts to maintain the unity 
and power of (communist) Democratic 
Kampuchea. 
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for pushing for a sizeable pullout. 
Diplomats in Bangkok say it is an 
d s question whether Phnom Penh's 
35,000-man army will be able to mai 
tain security after the Vietname 
leave. Dien said the Khmer Rouge had 
captured some military positions when 
Vietnam recently began pulling back its 
troops 30 km from the Thai-Cambodian 
border, but claimed Phnom Penh's 
army had quickly retaken these areas. 
Fighting in Cambodia during the 
past year has been at its lowest level in a 
decade. Analysts report that the Khmer 
Rouge are avoiding combat, busy mov- 
ing weapons and guerillas into the coun- 
try and concentrating on a campaign de- 
signed to win "the hearts and minds" of 
the peasantry. 
or the first time in several years, 
foreign aid workers and tourists have re- 
cently been able to visit Pursat province 
in the west and Bayon temple, near the 
historic Angkor Wat complex, suggest- 
ing security in some areas has improved. 
The capital of Phnom Penh last month 
pushed back its curfew from 9 p.m. to 10 
.m. But in other areas security prob- 
ems continue. O 
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erennial attention. 
We tend to every 
detail of your growing 
investment needs. 


If you're cultivating a substantial 
investment portfolio, you lwel- 
come the experience and advice 
of Merrill Lynch. 

Your Merrill Lynch Financial 
Consultant will work with you to 
clearly establish your objectives. 
He will also personally advise you 
how to select and carefully bal- 
ance the benefits against the 


potential risks of your investments. 


In addition, your Financial Con- 
sultant will give you the benefit of 


our top-ranked research team 
and all the other resources of 
Merrill Lynch around the world, 
around the clock. 

Merrill Lynch, with eight offices 
in seven countries throughout 
Asia and the Far East, can help 
you achieve investment growth. 
For more information about our 
investment and private banking 
services, call one of our offices or 
return this coupon in complete 
confidence. 





| Return this coupon to: Mr. John DeClue E 

| Merrill Lynch | 
St. George's Building, 12th Floor 

| 2 Ice House Street | 
Central, Hong Kong 
Telephone: 5-8445688 | 
Name: 

| Address: | 


| Tel.: FG-FEER i | 


©1988 Merrill Lynch 


vs Merrill Lynch 


4R-87-RO 


IBM Announces: 








The be 





` 





the end 


e 
Application 
Sydem 400 


With the Application System/400;" IBM 
introduces more than a completely new mid- 
range family. We introduce a completely 
new level of expectation: Mid-range without 
compromise. 

The IBM AS/400 is a new single- 
architecture mid-range family 
that can offer a twenty-fold 
increase in computing power 
from the entry level B10 to 
the powerful B60. All run the 
same operating system and 
all run the same application 
software. It’s a system you 
grow into, but you don't grow 
out of. 


For a smaller business, the 


Application System/400, Syaem/ 35 and System/38 are trademarks of IBM Corp. 





inning ob 
of mid-range limitations. 


AS/400 provides an enormous range of ready- 
to-run applications. Thousands of industry- 
specific IBM System/36™ and System/38™ 
applications can be run with minimum 
modification, and you won't need a computer 
professional around the office. 

For the medium-size company, the A5/400 
offers remarkable growth potential. As your 
business expands you can add capacity é 
without changing software or re-training your 
staff. 

And for the large enterprise, the AS/400 
offers a built-in relational database, powerful 
program development tools and a high level of 
connectivity to virtually any computer you rj 
may already own. 

Best of all, the Application System/400 is a 
computer system designed for the future of 
business computing. It 
incorporates the latest technology, 
not only to increase performance 
today, but to fit smoothly into 
the way you'll be doing 
business twenty years from 


now, From banking to design, ' 
manufacturing to retail, the 
Application System/400 
provides the power without the 
limitations. 
e 





We're beginning to bump imo the limitations 
of our current mid-range system and we want 
to upgrade. The problem is our current mid- 
@ range doesn't have any more expansion built 
in. Frankly, our next system had better give us 
plenty of room to grow. 


Growth can be painful if your system runs out 
of room. That's why the AS/400 was designed 
to accommodate a twenty-fold growth ratio. 
e You can start with our smallest machine and 
grow up to a machine that rivals a 
mainframe for power and sophistication. 
And every machine in our line muns 
exactly the same operating system, Any 
application that runs on one machine 
will run on any other. You can add 
terminals and add power without re- 
thinking your whole operation. 










Our head office uses a variety of IBM systems 
for data management. We'd like to be able to 

send in our figures and share important 

@ — information. Unfortunately, we can't afford the 
same large systems they use. 


The Application System/400 is highly 
compatible with the IBM System/38 and the 
System/36, You could install a small 45/400 
and run the same application your head office 
uses with a minimum of modification. In 
addition, the AS/400 family has built-in support 
for SAA, a software standard that offers both 
powerful communication options and a consistent 





user interface. Designing your company's future 
applications around SAA will make it easier to 
maintain a remote link with other IBM systems 
and will make the applications themselves easier 
to use, 


We're opening new offices throughout the re 

and we need a powerful data management 
system that can accommodate different languages. 
Many of our operators are more comfortable in 
their native language, so we'd prefer to have our 
computer system speak to them that way. 


IBM's Application System/400 uses an 
architecture that fully supports ideographic and 
other non-English characters, Your application 
can take advantage of this capability to provide 
a region-wide application that will appear on 
screen in any of several Asian languages. [BM is 
currently supporting Japanese, traditional Chinese 
and Korean for system prompts and menus. But 
your application can support other languages as 
well. 


We dont have any mid-range computer 
experience at all. Our staff is used to a personal 
computer environment, And while | know we 
need the power and the multi-user capability a 
mid-range system offers, m worried about ease 
of use and technical support. 


We've designed the Application System/400 to 
be the easiest, friendliest mid-range system 
available, Getting help on any topic is as 
easy as pressing one key. Most users will 
never have to leave their seat to find the 
answer. To make managing your system easier 
we've built in. Electronic Customer Suppor 
This advanced feature allows your compu 

to call in over phone lines to an IBM centre, 
where potential problems can be detected 
and corrected before you even notice them. 


* Requires att approved modem 









IBM Token-Ring Local? Area 
Network Adaptors 


DASD capacity (Mb) 





The IBM Application System/400 is the only 
mid-range system you'll ever need. And it’s here 
now. Today it offers impressive power and 
unprecedented growth potential within a single 
family. And in the future it can offer even more. 
The AS/400 supports new standards like SAA — 
and new ideas like Electronic Customer Support. 
To find out more about IBM’s new mid-range 
line, contact your IBM Marketing Representative 
or an IBM System Remarketer. 













“I never gamble at the table.” 
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SOUTH KOREA 


Reunification revived 


Roh attempts to improve relations with North Korea 


By John McBeth in Seoul 

he spectacle of the Soviet Union and 

Czechoslovakia contesting the final 
of the President’s Cup soccer tourna- 
ment in Seoul — something that would 
never have been dreamt of a few years 
ago — gave South Korean President 
Roh Tae Woo an idea: why not, he 
suggested recently, hold a soccer match 
between North and South Korea as a 
means to break the dialogue of the deaf 
on the divided peninsula. 

That and a proposed exchange of 
students represent South Korea’s latest 
effort to put more substance into its 
avowed policy of appeasing the com- 
munist North — an effort clearly aimed 

part at undermining opposition and 
student claims that Seoul has not done 
enough in working towards eventual 
reunification. 

The government has also moved to 
defuse another area of opposition criti- 
cism by releasing a further 46 political 
orisoners, including torture victim Kim 

eun Tae, 40, whose brutal treatment 
at the hands of police interrogators at- 
tracted the attention of international 
human-rights groups. Kim’s release had 
been regarded in diplomatic circles as 
one of the acid tests of Roh's commit- 
ment to democratisation. 

Surprisingly, Seoul's student swap 
formula received backing from an un- 
usual quarter — the Soviet Union. In a 
28 June commentary that caught the at- 
tention of Western diplomats and may 
have been designed to influence Pyong- 
yang's response, Radio Moscow de- 
scribed the idea as a bold decision which 
ould help ease tensions on the penin- 

la. 

Although the two proposals have not 
been formally submitted to Pyongyang, 
officials said they should be viewed in 
the context of Prime Minister Lee Hyun 
Jae's 3 June initiative seeking cabinet- 
level talks with the North to discuss two- 
way exchanges, Pyongyang's participa- 
tion in the September Olympics and the 
resumption of existing channel of 
dialogue. 

In what has become a familiar fea- 
ture of contacts between the two gov- 
ernments, the North refused to accept 
Lee’s letter, saying South Korea had de- 
clined to receive a previous North Ko- 
rean note proposing a North-South stu- 
dent conference. A week later, Seoul 
blocked a planned march by South Ko- 
rean students to the Panmunjom truce 
village where a delegation from the 
North was waiting to meet them. 

Assistant Foreign Minister Kim Suk 
Kyu said in an interview that Seoul is 
now ready to exchange an unlimited 
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number of students, "but we need to 
guarantee their safety and their desire 
to meet whoever they would like to 
meet." He would not confirm reports in 
some Seoul De EDAD? that between 
500 and 1.000 students would be consi- 
dered if the North accepted the pro- 
posal, but as he told the REVIEW: “The 
students are the future owners of this 
country." 

Roh's government has been paying 
particular attention to the reunification 
Issue since student activists began using 
it as the pretext for a series of violent, 
yet localised demonstrations in the early 
spring. Opposition leader Kim Dae 
Jung says he does not agree with the stu- 
dents’ methods, but supports 
their view that nothing can be 
achieved unless the divided na- 
tion re-establishes the dialogue 
that was broken off in 1985. 

Addressing the national as- 
sembly, Kim proposed the for- 
mation of a pan-national con- 
sultative council on national 
unification to provide à more 
open forum for debate. He also 
suggested a visit to Pyongyang 
by politicians of all South Ko- 
rean parties to press for the 
North's participation in the 
Olympics, and said a perma- 
nent peace can only be reached 
on the peninsula if the two 
Koreas sign a non-aggression 
pact guaranteed by the US, the 
Soviet Union, China and 
Japan. 


Ithough most South Ko- 

reans accept that unifica- 
tion is very much a long-term goal, it is 
an emotional issue all the same. At a 
time when anti-Americanism has been 
gathering steam over trade issues, it has 
also allowed students and other activists 
the opportunity to expand on what has 
become an increasingly popular theme: 
that Washington was largely responsi- 
ble for the country's partition in an ef- 
fort to check the expansion of Soviet in- 
fluence. 

In a recent interview with selected 
correspondents, top student leaders de- 
nied government claims that they have 
abandoned liberal democracy and are 
instead charting a course towards class 
revolution. They insisted that demo- 
cracy will never be possible under the 
existing administration — which they 
feel is no different from former presi- 
dent Chun Doo Hwan's Fifth Republic 
— and as long as South Korea remains 
dependent on the US. 





Kim Kun Tae with his wife: defusing criticism. — 








Although their argument is highly 
selective and accompanied by a fran 
admission that they have little know- 
ledge of North Korea, the students al- 
lege not only that the US was to blame 
for partition, but that it has dictated the 
South’s fortunes ever since — even to 
the point of ordering the October 1979 
assassination of former president Park 
Chung Hee because he would not toe 
Washington’s line. 

In response to questions about the 
yawning economic gap between North 
and South and whether they believe 
Kim Il Sung to be a dictator, the stu- 
dents say it is not possible to apply 
capitalist criteria to the “special type of 
socialism” practised by the Pyongyang 
regime, More specifically, they main- 
tain that ideological differences should 
not stand in the way of dialogue. 

The South Korean Governi 
hopes that by establishing closer ties 
with the Soviet Union and China, more 
pressure will be applied on North Korea 
to open up to the world and renounce its 








long-held dream of reunifying the 
penes by force. Moscow appears 

ound by tighter diplomatic constraints, 
but officials here are growing increas- 
ingly hopeful that Peking will open a 
trade office in Seoul after the Olympics. 

Chinese Foreign Ministry spokes- 
man Li Zhaoxing fuelled further specu- 
lation on post-Olympic developments 
when he told a recent press briefing in 
Peking that though China did not have 
diplomatic relations with South Korea, 
"we consider all questions from the per- 
spective of whether it is conducive to 
stability and the relaxation of tension on 
the Korean Peninsula." 

Seoul officials contend Pyongyang is 
trying to use the reunification issue to 
sow disorder in South Korea, but assist- 
ant minister Kim says the government 
feels that with a stronger economy and 
improved democratisation, now is the 
time to pursue its northern policy. D 
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TAIWAN 


Activating the students 


Opposition takes on KMT in campus election 


By Jonathan Moore in Taipei 
Gren liberalisation in Taiwan 
society is encouraging university 
students to become politically active. 
The most recent demonstration of this 
trend occurred in May when the Na- 
tional Taiwan University (NTU) stu- 
dents elected Lo Wen-jia, a political 
science department student, as head of 
the student association. Lo, backed by 
the opposition Democratic Progressive 
Party (DPP), won 50% of effective 
votes, against 39% by his opponent, 
whom the ruling Kuomintang (KMT) is 
said to have backed, in the first direct 
election to the post. 

While both Lo and his opponent 
strongly denied that they received fi- 
nancial and other support from the DPP 
or the KMT, it has been the 
established pattern in Taiwan 
for the KMT to get involved in 
virtually all campus elections. 

The significance of the 
latest development lies in the 
fact that this was the first time 
an opposition-backed candi- 
date had defeated the KMT- 
endorsed one though an oppo- 
sition candidate won in stu- 
dent representative elections 
in 1987. It may foreshadow a 
greater degree of student par- 
ticipation in the agitation for 
political reforms. 

The major issue facing 
Taiwan students now is how to 
win more autonomy for stu- 
dent activities, including the 
election of the student associ- 
ation. president and other 
posts. Among the restrictions 
they want to see removed are permits 
for club activities, and a reduction in the 
level of authority held by chiao kuan 
(military training instructors). 

Officially posted to each university, 
the chiao kuan have been responsible 
not just for military drills but also cer- 
tain "disciplinary actions." They have 
been criticised in the past for adminis- 
tering Spartan lifestyles and harsh 
corporal punishments. Students want 
them removed from the campuses for 
good. 

However, recent developments indi- 
cate Taiwan students are pushing for 
wider limits of their activism beyond the 
realm of campus politics. Apart from 
their growing involvement in social is- 
sues such as labour agitation, they have 
been actively involved in various street 
demonstrations on issues such as en- 
vironmental protection and farmers’ 
protests against US farm-goods im- 
ports, 
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“I think it is a good idea to connect 
students and society more closely,” Lo 
said. "We want to get involved in issues 
in broader Taiwan society, not just on 
the campuses." 

But one of their most urgent tasks is 
to remove the lingering presence on the 
campuses of KMT political cells or units 
seeking to retain its control of student 
activities. The KMT's formal presence 
at NTU was removed early this year 
when the opposition DPP threatened to 
organise itself among the students un- 
less the ruling party stayed out of the 
campuses. But the government's intelli- 
gence apparatus and the KMT continue 
to operate among students and profess- 
ors, keeping their eyes on what they do 
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Students rioting: pushing for more say. 





and think. It will be a long time before 
these operations are completely re- 
moved, according to observers. 


66™ Phe KMT is still trying to influence 

the way students study," said 
Wang Hsueh-feng. an NTU activist who 
was among those arrested for participa- 
tion in the violent 20 May Taipei riots by 
farmers and workers. "We want the 
professors and students to rule the uni- 
versity [not the authorities]. 

Students here first found their politi- 
cal voice two years ago in a movement 
called Love of Liberty, designed to pro- 
test against particular issues such as cen- 
sorship of campus newspapers. 

And despite the headway the move- 
ment is making. the number of politi- 
cally active students, even at liberal 
NTU, remains small for the time being. 
Taiwan's students are still primarily 
concerned with studying hard and get- 
ting good jobs when they graduate. 


But in line with the plan to broaden 
the targets of their struggle, Lo hopes to 
organise a major effort to support re- 
form of the national university law, 
which is to be passed by the Legislative 
Yuan, the island's national parliament, 
this autumn. 

The bill, already adopted by the gov- 
ernment, makes some nominal conces- 
sions, reducing the chiao kuan’s role 
and giving students non-voting rep- 
resentation in the campus administra- 
tive committee. But the students say 
they want formal recognition for the 
student government, and a bigger role 
in the university policymaking. 

More high-profile mobilisation, such 
as the plan to protest at the Legislative 
Yuan later this year, will add to the 
university administration's embarrass- 
ment, as it has been largely silent on the 
student movement issue. 

The administration, which mainly 
enacts policy decided at higher levels in 
government, must appease both the 
KMT, which wants to retain the campu 
control, and students who agitate for 
more radical changes. For 
example, students from the 
National Central University 
recently demonstrated in 
front of the Education Minis- 
try demanding the dismissal 
of their university presi- 
dent. 

"The students are a big 
problem for the Education 
Ministry, but they are still a 
sideline issue for the entire 
government," said Lu Ya-li, a 
professor of political science 
at NTU. 

Now, with the anti-admin- 
istration candidate winning 
the student election for the 
second time around the op- 
position has become  in- 
stitutionalised as a viable 
option for student gover” 
ment. 

So far, student activists have care- 
fully avoided being too overtly aligned 
with the DPP, for fear of alienating 
more neutral students. But it is also true 
that students do not consider the DPP's 
agenda sufficiently progressive, espe- 
cially on social issues like farmers' 
nghts. 

The late arrival of Taiwan students 
to the political scene is partly a result 
of decades of efficient control of stu- 
dent life at all levels by the party estab- 
lishment. Family and society pressures 
to perform well in school have also 
helped restrain student activism until 
now. 

While the students are tending to be- 
come more radical, they point out that 
South Korea's rock-throwing experi- 
ence is unlikely to be duplicated in 
Taiwan in the near future. "We have a 
much more moderate cultural tradi- 
tion," said an observer of the students’ 
movement. 
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Strike it Rich in America's Biggest Lottery 


Millions of U.S. Dollars are won regularly playing the World Famous New York Lottery. in fact, the New York Lottery has 
AWARDED BILLIONS OF DOLLARS to people who have won — including it's biggest Jackpot of U.S. $41,000,000. Imagine 
all the things you could do and enjoy with $41,000,000. Every year, people from all over the world go to New York just to play 
the New York Lottery. Now, you too can play the World's Greatest Lottery and win a MULTI-MILLION DOLLAR JACKPOT. 


Playing Lotto 6/54 is Easy 
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THE GOVERNMENT. Each week two draws are held in public — 
under strict supervision in New York. Lotto 6/54 is easy to play. You 
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from 1 to 54. It's that simple. The numbers you select are entered in 
the Lotto 6/54 Computer System and if they match the same num- 
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one of the thousands of other prizes. 


Here's How You Can Play 
All you have to do to play the World Famous New York Lottery 
is to complete the order form and send it to United States Interna- 
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Fast Service 
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to New York. THIS ENABLES US TO PROCESS YOUR SUB- 
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SHORTEST POSSIBLE TIME. 


You Will Be Notified Immediately When 
You Win 


United States International Marketing will immediately notify 
you when you win any prize of $1,000 or more. In addition, you 
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CHINA 


——— 


Ideology on the block 


Land sales have far-reaching implications for the party 


By Stephen Morgan in Hongkong 


fter 10 minutes of brisk bidding last 

December, the first piece of land 
sold by public auction in China since 
1949 passed under the auctioneer’s 
hammer in the Shenzhen Special Econo- 
mic Zone (SEZ), across the border from 
Hongkong. But selling land has far- 
reaching implications for the Chinese 
Communist Party (CCP) and reformers’ 
efforts to develop a Chinese "planned 
socialist commodity economy." 

Chinese officials have argued that a 
form of market distribution is crucial to 
improve the efficiency of land use, in- 
crease revenue and accelerate urban de- 
velopment. They are at pains to stress 
that what is sold or transferred is not 
freehold ownership — which the state 
retains but the monetary-com- 
pensated right to use the land for a 
specified period. However, a free mar- 
ket in land-use rights, or lease rights, 
has many risks and contradictions for 
the CCP. 

Land has had a special place in the 
ideology of the CCP. Historically, the 
private ownership of land in the coun- 
tryside was the root of "old" China's 
rural crisis of landlessness and poverty 
among the peasantry. Private land own- 
ership was abolished in the collectivisa- 
tion movement of the mid-1950s. 

Since then, the only form of owner- 
ship in land has been "socialist public 
ownership," of which there are two 
generic types: state-owned ("ownership 
by the whole people") and collec- 
tive-owned (“ownership by the 
working masses," or the peasan- 
try at large, which in practice 
meant the commune or, nowa- 
days, village and township or- 
dbi tationt). 

At the time of the Shenzhen 
auction — several other cities 
have since offered land for auc- 
tion or public tender — the 1982 
Chinese Constitution prohibited 
such practices. Article 10 stated 
that urban land was state-owned, 
suburban and rural land collective- 
owned, and "no organisation or 
individual may appropriate, buy, 
sell or lease land, or unlawfully 
transfer land in other ways." 

In April, the 7th National 
People's Congress amended Ar- 
ticle 10, deleted the prohibition 
against leasing land, and added 
the sentence: "Land-use rights 
according to legal regulation can 
be transferred." The ideological 
fiction of separating ownership 
from use thus became constitu- 
tionally legal. 
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Land auction at Shenzhen: impro ving land use. 


Making a case for selling: page 25 


Competition for capital: page 26 





Although current experiments are 
confined to state-owned urban land, the 
practice will inevitably extend to the 
countryside. As modernisation pro- 
ceeds, transfer of lease rights must 
occur if more peasants are to shift into 
non-farming activities, such as rural in- 
dustry and commerce. 

Peking think-tanks recently have 
even discussed a return to private own- 
ership, though that would seem to be 
improbable for the present. Permitting 
the free transfer of rights over land, 
however, undermines a pillar of post- 
1949 CCP ideology — that the abolition 
of private ownership in land removed 
the basis for exploitation. Chinese offi- 
cials have long maintained that con- 
tinued public ownership of land ensures 
the socialist character of China's ag- 
riculture, despite the recent return to 
household peasant farming. 

However, that notion is under chal- 
lenge, and involves major revisions of 
Chinese Marxism which are not explicit 
in such phrases as "building socialism 
with Chinese characteristics" or the 
theory of “the preliminary stage of so- 
cialism." The preliminary stage theory 
justifies private and other forms of own- 
ership coexisting with state ownership 
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as necessary for China's modernisation 
(REVIEW, 8 Oct. '87). 

The question of ownership arose in 
the countryside alongside reforms as- 
sociated with contract responsibility 
systems. Land contracts for one, two or 
three years were found to be insuffi- 
cient. Peasants developed a “robber 
mentality,” exploiting land for short- 
term profits. Worse, they did not re-in- 
vest in the land. Contracts were gradu- 
ally extended, and now are generally for 
10-12 or even 15 years. 

The reform focus shifted from the 
countryside to the cities, signalled by 
the October 1984 decision of the central 
committee, which raised the need to ad- 
dress the way in which land is allocated 
and urban development funded. 

The Shenzhen SEZ’s 1983 land man- 
agement regulations were the first to in- 
troduce provisions for selling land. But 
Francis Lau, president of the Hongkong 
Institute of Surveyors and an adviser to 
Peking on land resources, said officiale 
were initially wary. "The concept : 
selling land or leasing land infringed on 
basic principles of Marxism — they dare 
not touch the concept," he told the 
REVIEW. 

During the past few years, Lau said, 
there had been a “bitter struggle" about 
a move to allow a free market. The key 
to changing the past system of gratis al- 
lotment of land by the bureaucracy was 
the realisation that without a market 
mechanism for distributing land and 
controlling use, urban development 
would be handicapped by lack of capi- 
tal. 


B pragmatism, as some observers 
see it, did not triumph until last 
year’s summer retreat of senior leaders 
at Baidaihe where the policy positions 
for the CCP’s 13th congress were 
thrashed out. Vice-Premier Tian 
Jiyun, for example, lectured 
Hebei province officials on t^^ 
benefits of land sales for thx 
cities. Tian urged them to consult 
reference materials on Hong- 
kong's land sales, which he said 
was “a big revenue source" they 
could similarly tap. 

CCP General Secretary (and 
then also premier) Zhao Ziyang 
reportedly quashed suggestions 
that selling land leases to foreign- 
ers, who are a major target, was 
tantamount to allowing back the 
foreign concessions of yes- 
teryear's treaty ports. China's 
chief land official, Wang Xianjin, 
who heads the State Land Ad- 
ministration Bureau, repeatedly 
argued that the introduction of 
lease rights was crucial. 

Jiang  Rugao, director of 
Shanghai's Land Administration 
Bureau, was reported in Feb- 
ruary as saying that the city had 
turned to marketing land as a way 
to pay for rebuilding its delapi- 


14 JULY 1988 e FAR EASTERN ECONOMIC REVIEW 


A Nation and the Wirid 





congratulate a pilot. an airline 
and a government. 


“... the calm tower of strength that every 


airline passenger hopes to find in a pilot .... 


Operating an international airline 
carrying millions of passengers 
demands the highest standards of 
training and many years of 
experience. Inevitably, there are 
occasions when training and 
experience are put to the severest 
test. And it is on such an occasion 
that the world pronounces its 


judgement. 


Every airline in the world risks the 


attentions of terrorists and no 








pilot, airline or nation has suffered 
a more severe test than in recent 


Weeks. 


We gratefully acknowledge the 


courage and dedication of Captain 


Lx ILL pi 


KUWAIT AIRWAYS 


3? 


The Guardian 
United Kingdom 


Yousef and his crew but also 
extend our gratitude to Kuwait 
Airways crews everywhere around 
the world for maintaining such 
exemplary standards. We are 


proud of you. 


The world’s media has saluted the 
courage and resolution of our 
people and we join them in 
congratulating our pilot and our 
Government for making the world a 


safer place. 





dated infrastructure. “We have the 
most valuable property in China but 
those who occupy it have not paid a 
penny for it since 1949,” he said. 

The overwhelming impression from 
these reports is that the decision to pro- 
mote the sale and transfer of lease rights 
was for practical reasons. Ideology at 
the policy level was a secondary consid- 
eration — more pressing was the need 
to raise capital for urban reconstruc- 
tion. 

However, though ideology might 
take a back seat, it cannot be avoided, 
as little as it might affect day-to-day pol- 
icy decisions of the new breed of 
technocrat-managers in Peking. Marx- 
ist theory remains on the agenda, as Is 
evident in the various press reports of 
the continuing debate on ownership, 
the market, commodity prices and the 
reforms in general. Both the party's 
theory and its legitimacy could be un- 
dermined by social changes resulting 
from separating ownership from use or 
management of land. 

First, in cities, there are two prob- 
lems. Most urban land has already been 
allocated to enterprises — without any 
charge and with unlimited occupancy. 
That disadvantages foreign or domestic 
enterprises now seeking development 


land. But retrospective land pre- 
miums would be unfair to the present 
occupiers and probably unrecover- 




















able without bankrupting them. 

Further, expansion of land 
sales in a free-for-all market 
would probably frustrate hous- 
ing reform should land prices 
rise wildly because of vigorous 
bidding, pushing up the cost 
of residential development. 
All urban housing is state- 
owned and supplied at rents 
less than those which cover 
maintenance rural families 
own their houses, built on 
land allotted by the collec- 
tive. 

China would like to see a pri- 
vate-housing market begin, if 
only to reduce the fiscal burden, 
but unless cheap rents are in- 
creased to make home purchase 
attractive, this is unlikely. For this 
reason, Thomas Chan, a China eco- 
nomics researcher at Hongkong Uni- 
versity, believes that the extra control 
over prices available through the Shang- 
hai system of public-tender bidding 1s 
more beneficial for long-term develop- 
ment than the Shenzhen model of public 
auctions. 

Secondly, in the countryside, there is 
a three-fold controversy looming over 
ownership. Least worrying of all is that 
selling lease-rights in urban areas will 
increase the value of rural land near 
cities. Land-price inflation in such areas 
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10% deposit. Balance on 
Completion, February 1989 


From just A$230,000 buys a luxury 
apartment. MALIBU is now selling on a 
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For further information, phone 
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evelopment mode 





| is almost inevitable, but risks making 


vegetable growing uneconomic, which 
could worsen already serious problems 


_ of production, supply and price of food 


for urban consumers. 

The second controversy involves tl 
party's shibboleth that state ownership 
of land ensures the socialist character of 
Chinese agriculture. This side-steps the 


| crucial issue of control. Ownership of 


land or any other means of production is 
not the central issue, but rather, who 
exercises control and how that control is 
exercised. Since the early 1980s, pea- 
sants who have benefited from the con- 
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t-responsibility - 


turn they have hired out for a fee, often 
using hired labour. 

Thirdly, a new class stratification 
would seem possible: the emergence of 
a group of well-off rural families en- 
gaged in industry, commerce and ser- 
vices for whom possession of land-use 
rights is no longer necessary; and 
another two groups, comprising those 
who have obtained through legal trans- 
fers of lease-rights control over large 
tracts of farming land on which they use 
essentially capitalist methods (hired la- 
bour and machinery), and those who 
have sold their land rights, and become 
landless and divested of any means of 
livelihood other than their labour 
power, in Marxist terms. 


To process is already beginning. 
Joseph Cheng, a political scientist at 
the Chinese University of Hongkong, 
“ays that one of the effects of land-use 

ansfers in rural areas would be to 
widen wealth disparities, Once lease- 
rights are freely traded, he said, pea- 
sants rich in lease-rights will appear, with 
some, in a few years, becoming “[the 
equivalent of] millionaires.” Simultane- 
ously, Cheng said, a mobile population 
of those who have sold their rights but 
who have not found alternative employ- 
ment will emerge. These people will 
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2 er systems have 
| bought tractors and trucks, which in 
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developed efficient, research-oriented financial advisory 
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increase the value of your investments through informed asset 
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comprehensive benefits to investors, the Individual Financial 
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tend to flood the cities, exacerbating al- 


ready strained urban resources. 

Landlessness has historically been a 
worry for Chinese rulers. "If you have 
a larger and larger group of landless 
peasants, this will be a tremendous 
ideological challenge [to the state and 
party]. On one hand, under- and un- 
employment in the countryside cannot 
be disguised; and with the breakdown of 
the [past commune-based] collective 
welfare system, there will emerge the 
'evils' of capitalism of old China, such as 
vagrants, beggars and speculators,” 
Cheng said. 

The advent of obvious class polari- 
sation would cast a shadow over the 
party's raison d'etre. But the theory of 
the "preliminary stage" — which Zhao 
said would extend for 100 years from the 
1950s' basic socialist conversion 
seems to accept the inevitability of class 
friction. Paradoxically, collectivisation 
of the 1950s was justified in class-strug- 
gle terms -- continuing private owner- 
ship of land furthered polarisation as 
better-off accumulated land at the ex- 
pense of poor neighbours. 

In the end, increased exploitation is 
justified ideologically if the party’s re- 
forms are successful in modernising the 
means of production, which would pro- 
vide the classic Marxist basis for realis- 
ing the CCP's historical mission — a 
modern socialist society in China. D 





quarterly valuations. 
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Making a case 
for selling land 


Constitutions reflect changing : | 
views on property E 


ver the past four decades, China |. 





munist China. 


property and protected private-enter- 


and state-ownership property forms. 

Liu Shaoqi, who presented the re- 
port on the 1954 constitution to the 
Ist National People's Congress, stress- 
ed that it reflected the basic needs 
of China during the socialist-transi- 


| tional period. Although various forms 


of ownership of the means of produc 
tion were allowed, Article 6 stressed 
that the state-owned centrally managed 


Terentio emm eee n e Hte aai o APPS vorher US AA 





comprehensive system of valuations, reports, performance 

| reviews and regular analysis of their portfolio holdings. The 

| UTMAS service is a comprehensive investment management 
and advisory service which provides well researched recommen- 
dations, efficient dealing and administration service backed by 
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has promulgated four constitutions |. 
— in 1954, 1975, 1978 and 1982. Each |. 
has embodied a particular ideological |. 
viewpoint, and each has differently in- | 
terpreted property relations in com- |. 


The most recent amendments to the. | 
1982 constitution paved the way for |. 
legislating laws to legitimise the transfer |. 
of land-use (lease) rights and private en- | 
terprises employing wage labour. The. |. 
constitution has turned full circle — the |. 
1954 constitution allowed capitalist | 


prise artisans, alongside cooperative- |. 








ocialist economy was the guiding force 
of the national economy and the basis 
for effecting the socialist transforma- 
tion. The state protected its develop- 
|; On rural land, the 1954 constitu- 
| tion's Article 8 said that the state, ac- 


|. cording to laws, would safeguard pea- | 
| sant land-ownership rights and their 


t ownership of the means of produc- 
fon. 

4 Reflecting the immediate post-1949 
| period when the communist party was 


| still cultivating the "democratic na- 


t-tionalist bourgeoisie," no mention is 


| made of the restrictions on land-use or 
[the inviolability of socialist public prop- 


- erty, as appeared in the original Articles 
|- 10 and 12 of the 1982 constitution (Arti- 
i- cle 8 of both the 1975 and 1978 constitu- 
-. tion). 
i But for the most part, the 1954 con- 
| stitution was observed only in the 
|. breach during its 21 years — Mao 
j. Zedong's “socialist high tide" of 1956, 
| the Great Leap Forward (1958-60) 
.and the Cultural Revolution (1966- 





ing protection of persons and property. 
The 1975 constitution — the. brain- 
child of the Gang of Four — stated that 
"there are mainly two kinds of owner- 
ship at the present stage: socialist own- 
ership by the whole people and social- 
ist collective ownership by working 
people." The exception was "non-ag- 
ricultural individual labourers" who 
were, "within limits permitted by law" 
and overseen by collective manage- 
ment, allowed to engage in self-employ- 
ment. Few did. 


p plots were generally disal- 
lowed (though Article 6 permitted 
them), rural markets banned and the 
state monopolised handicrafts. The 
state- or socialist-sector was the "lead- 
ing force in the national economy" and 
the state could requisition, take over or 
nationalise land "under conditions pre- 
scribed by law" — in effect, we make the 
rules, you live by them: the maxim of 
the times. 

The 1978 constitution restates its 
1975 predecessor's position on the “two 
main forms" of ownership. It did, how- 





between 1975 | and 1954 


previously lost civil rights, but little 
more, and only in vague, legally unen- 
forceable terms. 

The 1982 constitution, and amend- 
ments, restored most civil rights which 
had existed under the 1954 constitution 
(though the concrete law to give effect 
to such rights is still vague). But it still 
has articles such as Article 12, which 
savs "socialist public property is sacred 
and inviolable" and "appropriation or 
damage of state or collective property 
by any organisation by whatever means 
is prohibited.” 

April's amendments have bestowed 
constitutionality on the transfer of land- 
use rights (Article 10) and to private en- 
terprises (Article 11), and laws to give 
practical effect have been or are being 
drafted. These newly approved ac- 
tivities, however, occur only as a sup- 
plement to the state-public ownership 
economic system. No return to private 
land ownership seems likely, though 
Article 13 allows the right to inher 
private-individual property, which no 
doubt also extends to lease-rights. 


-| available to buy land-use (lease) rights. 


| 76) all but destroyed any basis for 
|| "socialist legality” in China, includ- 








Competition for capital 


Land-use rights unleash funds fever 


hina's State Council approved last November five trial 
centres to test the selling of land-use rights — Shanghai, 


Sp Cut-throat competition immediately emerged, each ap- 
.| proved city eager to tap the domestic and foreign capital 
E The lease period 

- for Shenzhen, Canton and Shanghai was 50 years; Hainan 
(which became a province in May this year) was allowed 
to offer 70-year terms, and Fuzhou has offered 90-year 
terms. 

Francis Lau, president of the Hongkong Institute of Sur- 
veyors, argues that unless a free market in lease-rights is en- 


|: couraged, China's cities will be unable to fund their develop- 


ment. In the past, bureaucrats would decide how to allocate 
land as they saw fit, without any fee for its use or for provision 
of roads, water and electricity. “I believe that that is why in 
the past 30 years development of infrastructure and housing 
has been so poor," Lau said. 

| The evolving system has three key features: 

» Land is allocated or sold with compensation — a price 
must be paid for land whereas in the past it was allocated 
gratis to the user. This income can then be used for infrastruc- 
ture development. “That’s very significant," said Lau. “The 


| Shenzhen government has estimated that it will get Rmb 100 


` million [US$26.9 million] from the sale of land this year. That 


; ` then can be used for opening up more land, building roads and 
«| providing housing. This change will accelerate development 
in China." 





^» Land is allocated by the market — instead of the 
bureaucracy — through tender, auction or private treaty. 


c] Private treaty will still remain the main transfer method, 





‘| Lau said, but because of public tenders and auctions, local 


Canton, Shenzhen, Tianjin and Hainan Island (a few weeks - 
later, Fuzhou and Xiamen in Fujian province were added). By — 
| the end of 1987, dozens of other cities announced their desire | 
:| or intention to begin auctions, though the government indi- - 

.| cated approval to other cities would only be given when the 
-| time was ripe. 


ever, represent a half-way compromise 


| 


| 


p E ERR 


— Stephen Morgan 


governments will have an indicator of the land's market 
value. 

» Free transfer of lease-rights, but with controls over 
speculation. Lau said the rules are tighter than in Hong- 
kong, stipulating a time limit or percentage value for capital 
development as well as limiting capital gain per transfer 


| transaction. Shenzhen, for example, requires the buyer to 
- spend at least 25% of the lease premium's value on develop- 
ment before selling it to a third party, and limits resale pro- 


In addition to the initial price paid to acquire the lease- 
rights, China's Land Administration Bureau has announced 
that from 1989 an annual land-use fee will be charged in urban 
areas. — 

Stripped of its ideological trappings, the Chinese system is 
modelled on Hongkong where nearly all land sales are under a 
leasing system — the Crown retains ownership but for a pre- 
mium relinquishes rights over the land. The price paid undi 
the Chinese system is nothing other than a land premium, an 
the yearly use fee is a property rate. 

But the evolving system could collapse in chaos and a crisis 
of confidence among investors, Lau fears, because of the fail- 
ure to unify the terms for the sale and transfer of lease-rights. 
China does not have concrete laws, for example, which em- 
power different authorities to sell leases, specify conditions, 
fix lease terms, and provide lease renewal when it expires, de- 
spite the amended constitution. 

Chinese local government officials, overly eager to intro- 
duce the sytem, also could produce some awful messes because 
of inexperience and untrained municipal staff, Lau said. 
*Once you have sold land, you should not — you cannot — 
say, ‘Oh sorry, I have made a mistake,’ and take it back be- 
cause that's disastrous for investor confidence. The whole sys- 
tem may collapse," Lau said. 

Should such problems arise, China does not have the legal 
machinery for settling property disputes, such as Hongkong's 
Land Tribunal. 

And if finance is to be readily available for large residential 


and commercial development, China must set up a proper 


mortgage system. Otherwise, without legal security over the 
property itself, financial institutions would not be prepared to 
back projects, Lau said. — Stephen Morgan 
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Not in aerospace. Not in Information 
Technology. For at McDonnell Douglas we have 
the working knowledge to deliver computer- 

ed systems. On time and within budget. 

How? 

Because we are one of the world’s most 
skilled and experienced users of Information 
Technology. And are now being recognised as 
leading Systems Integrators. 

McDonnell Douglas professionals can help 
you get more from your present computer 
systems, and can network different makes of 
computers. Next door, or around the world. 


Our proprietary computer systems and 
applications software are precision engineered 
to fulfil the most exacting information require- 
ments of individual departments or entire 
organisations. 

And for those seeking advanced graphics 
and factory automation tools, our experience 
of computer-aided design, manufacturing and 
robotics is unique. 

Reach for new heights in efficiency and 
performance with McDonnell Douglas. 

The sky's no limit. Not for us. Not for you. 
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Bad News #1: 
Our competition isn't going to like this one bit, but the fact is, 
the new COMPAQ DESKPRO 3865 is the first affordable alternative 
for tbose considering the 286 PCs. 


With the launch of two new Compaq personal computers, the COMPAQ 
DESKPRO 386s and COMPAQ DESKPRO 386/25, Compaq once again introduces 
major breakthroughs in PC engineering. 

The new COMPAQ DESKPRO 386/25 is, for instance, the most powerful 
PC available in the world today. Processing at a speed that's up to 60 9o faster than 
most 20MHz 80386-based PCs, it has a response time that leaves every other PC 
in the dust. 

With this advanced, top-of-the-line Compaq PC, you can get memory of 
up to 16 megabytes and massive storage of up to 1.2 gigabytes’; not to mention a 
system that's compatible with MS-DOS*, new MS* 0S/2, UNIX*, XENIX*, Microsoft 
Windows/386 and all the thousands of programs written to run under them. 

To complete the Compaq high performance 80386 line, Compaq also has 20 
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Bad News #2: 
As the fastest, most powerful PC available, 
the new COMPAQ DESKPRO 386/25 will put our competitors bebind tbe times 
And you abead of it 


and 16MHz versions plus the newly created COMPAQ DESKPRO 386s. It is, to be pre- 
cise, the first personal computer designed around the revolutionary Intel 803868X 
microprocessor. And it has a system performance that will allow you to run your 
current software up to 60% faster than most 10MHz 80286 PCs. This, naturally, 
makes it the first affordable 80386 alternative for anyone considering 80286 PCs. 

Furthermore with the new operational offices in Singapore and the region, 
you can rest assured, of not only Compaq's commitment to the region, but also 
of better service and support from the world's leader in 386 personal computing 
for business. 

To find out more about the new COMPAQ DESKPRO 386/25 and the new 
COMPAQ DESKPRO 386s, and how you can take advantage of this piece of good 
news, go to your nearest authorised Compaq dealer today. 
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Now you can catch a Thai International flight from Bangkok 


and in no time at all you can be in Toronto, Canada. 


The great lakes, the great outdoors. The great diversity of everything Canadian. From the Rockies to the Prairies, 
from the traditional to the modern. This is Canada. And now Thai takes you to Toronto in 747 comfort every 
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HONGKONG 


Policing the police 


Critics want sweeping powers to be curbed by 1997 


By Emily Lau in Hongkong 
he already sweeping powers of the 
Hongkong police have been aug- 


mented by the passing on 22 June of 


amendments to the Mental Health Or- 
dinance. Before, the police could only 
take a person suspected of a mental dis- 
order to the police station where further 
inquiries would be made; now that per- 
son can be taken straight to a hospital 


where he will be detained pending | 


examination, 

The amount of discretion the law- 
making Legislative Council (Legco) has 
given the police on a medical matter is 
as outrageous, according to concerned 
leeal circles, as the amendments' ignor- 

g of a person's right to liberty. There is 

-owing concern that the police now 
have too many powers and that these 
should be restricted and clearly defined 
before Hongkong is given back to China 
in 1997, 

A law lecturer at the Hongkong Uni- 
versity, Johannes Chan, has described 
the police powers as ill-defined, un- 
necessarily vague, hardly comprehensi- 
ble and unjustifiably extended. Lawyers 
and pressure groups have warned that 
as police activities are not subject to 
strict parliamentary supervision, there 
is a danger that their wide-ranging pow- 
ers could be abused and the personal 
freedoms of the individual infringed. 

The bulk of these powers are laid 
down in the Police Force Ordinance, 
though they are also scattered rougi 
40-50 other ordinances. They give the 
police the power to stop, search, ques- 
tion, arrest and detain almost anyone 
“reasonably” suspected of having com- 

tted an offence and to enter, search, 
seize and confiscate property. But 
whereas a suspect must be produced be- 
fore a magistrate within 48 hours, prop- 
erty can be retained indefinitely pend- 
ing the outcome of investigations. 

They also give the police control 
over social gatherings. Under the 
Societies Ordinance, the commissioner 
of police is also the registrar of societies 
and can refuse registration for any so- 
ciety. The legislation was originally 
aimed at controlling the activities of 
triad societies and the Chinese Com- 
munist Party but gives the registrar ac- 
cess to the constitution of any society, 
its members, meetings and premises. 
Control is extended to prohibiting pub- 
lic assemblies or demonstrations, and in 
this and other ordinances anyone may 
be stopped and searched to determine if 
he is carrying an offensive weapon — 
which critics have said is a gross invasion 
of privacy. 

The government is aware of public 
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| be held against him. 


concern and the Legal Department's 
Law Reform Commission (LRC) plans 
to review the extent of police powers 
next year. There will be much to dis- 


| cuss. A 1984 LRC report on confessions 


extracted from people in police custody 
revealed that the defence alleged that 
confessions had been unlawfully or un- 


| fairly obtained in about 90% of court 
hearings and that these claims were up- | 


held in up to 34% of these cases. 

The law on loitering also encroaches 
on an individual's rights. Under this 
law, which is being reviewed by the 
LRC, a person loitering in a public place 
must satisfactorily explain his presence, 
He is not compelled to break his silence. 
but refusal to do so may 


Peter Morrow ol 
Hongkong University's 
Faculty of Law has said 
this law | encroaches 
upon the right to silence 
and places an obligation 
on people in certain 
situations to provide the 
police with information. 

Morrow also ex- 
pressed concern over 
the power to enter and 
search on only the suspi- 
cion of a minor offence 
and that the material 
sought might not relate 
to the offence but 
merely throw light on 
the character or ac- 
tivities of the person. 
He argued this enabled 
a police officer to resort 
to a search to strengthen 
a very weak case or to gather evidence 
about an offence of which the police had 
little or no suspicion at all. 


n 1980, a provision in the Immigra- 
tion Ordinance was introduced to em- 
power a police officer to demand proof 
of identity from any person. The provi- 
sion was meant to help police detect il- 
legal immigrants, but some policemen 
have gone further, retaining identity 
cards in order to check whether the per- 
son was wanted for a criminal offence. 
A retired senior government official has 
said this law must be abolished in order 
not to give the same powers to the police 
of the future Hongkong Special Ad- 
ministrative Region (SAR) after 1997. 
It could take the LRC many years to 
review and liberalise this scattering of 
powers in different legislation. A more 
immediate solution appears to be the 
introduction of a Hongkong Human 








Police question a suspect in Hongkong. 


Rights Order, incorporating the human 
rights and freedoms contained in the In- 
ternational Covenant on Civil and Poli- 
tical Rights and the International Co- 
venant on Economic, Social and Cul- 
tural Rights. 

Such an order passed by the British 
Parliament would supersede any Hong- 
kong law inconsistent with it, and 
though it would lose effect in 1997 Chan 
hopes by then an equivalent provision 
would have been written into the Basic 
Law. Hongkong’s post-1997 mini-con- 
stitution. 

It is understood that a move to draft 
such an order was initiated by former at- 
torney-general Michael Thomas. A 
group of government and private 
lawyers produced an initial draft. 

The government has denied this. A 
spokesman said the legal profession 
had been concerned that the present 
methods for giving effect to the two cov- 
enants, namely through a combination 
of statutory laws, common law and ad- 
ministrative measures, were not satis- 
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factory and that lawyers in the attorney- 
general’s chambers and those in private 
practice had met merely to discuss the 
matter. 

The draft Basic Law published in 
April said provisions in the two interna- 
tional covenants would be implemented 
through legislation by the GAR. The 
spokesman said the attorney-general’s 
office was examining how that article, if 
eventually promulgated as part of the 
Basic Law, could be fully implemented 
in Hongkong. 

The introduction of a human rights 
ordinance is a controversial subject. 
Some people think Hongkong does not 
need it. Others think it will be seen as an 
insinuation that China will interfere in 
Hongkong's affairs and thus be an af- 
front to Peking. What is generally ac- 
cepted is that neither the Hongkong nor 
British. governments will act without 
China's approval. o 
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THE 5TH COLUMN 





Armed, yes, but must 
it be to the teeth? 


2| en resistance to assuming 
greater responsibility for their own, 
and for regional, security is being gradu- 
ally worn down by concern with the 
strategic balance between the US and 
the Soviet Union, the credibility of the 
US defence umbrella and greater anxi- 
ety over the Soviet naval build-up in the 
Pacific. 

The Japan Self-Defence Force 
(SDF), created during the Korean War, 
is now accepted as a military necessity 
by the public, but defence expenditures 
— some 1% of GNP — remain low, 
even if in absolute terms they are in- 
creasing rapidly. But only since the 
early 1980s, partly under pressure from 
the US to take on a greater share of sec- 
urity costs, have significant efforts been 
made to strengthen the SDF. 

Chief among these is increasing the 
SDF's capabilities so that Japan can be 
defended from attack by the Soviet 
Union, at least until the US comes to the 
rescue, and also so that the SDF can 
deny Soviet strategic submarines access 
to three straits they need to pass 
through to enter the Pacific and harass 
the US Seventh Fleet in time of conflict. 

This falls in line with key US 
strategies: the "maritime strategy" of 
destroying Soviet naval bases in the 
Pacific and its strategic submarines in 
the Okhotsk Sea during a conflict; and 
the "horizontal escalation strategy" of 
opening up a new front in the Pacific as a 
counterbalance when the US or its West 
European allies are under attack. 

To this end, US forces and the SDF 
have undertaken joint exercises since 
1979 and its navy and air force 
strengthened. By 1990, the navy will 
have 60 destroyers, 
including two equip- 
ped with the Aegis Air- 
defence System and 
100 P3C' for anti-sub- 
marine warfare. The 
air force, which now 
has 100 F4 Phantoms, 
will by 1990 have ap- 
pum 200 F15 

agles and 100 F 16s 
which will be equip- 
ped with advanced 
Japanese-made avi- 
onics. 

To meet these 
targets, set out in the 
Mid-Term Defence 


until it is now the third largest after the 
US and the Soviet Union. 

In the context of burden sharing, 
Japan puts out some US$2.5 billion an- 
nually towards costs for facilities used 
by US servicemen stationed in Japan 
and for providing local personnel. In ad- 
dition, Japan picks up the costs for prior 
positioning of arms and ammunition 
and other logistics to be used by US 
troops in case of an attack on Japan and 
conflicts around Japan. 

Japan will also transfer high technol- 
ogy to the US in the field of defence 
and armaments, beginning with tech- 
nology coopera- 
tion in the 
Strategic Defence 
Initiative, or sO- 
called Star Wars. 
Japan has put a 
constraint on itself 
to transfer de- 
fence-related tech- 
nologies only to the 
US. 

A further aspect of the burden-shar- 
ing scheme is the provision of "strategic 
assistance" to certain countries of 
strategic significance to the US and the 
Western world. The assistance would be 
in the form of economic aid meant to 
help such countries as Pakistan, Tur- 
key, Egypt, Thailand, the Philippines, 
and in the future perhaps Central 
American countries too, to cope with 
internal political and security problems 
or conflicts with other countries. 

Another aspect is the increase of Ja- 

anese official development assistance 
(ODA), which overtook that of the US 
this year, as well as the so-called re- 
cycling programme. 
Japan pledged US$30 
billion at the Venice 
Economic Summit in 
1987, of which US$2 
billion has already 
been agreed on for 
the Asean nations. 

Thus far, China, 
South Korea, Asean, 
Australia and New 
Zealand believe that 
efforts to strengthen 
the SDF's capabili- 
ties and the bigger 
defence budget in 
the context of bur- 
den sharing are al- 








Review 1987-90, ready sufficient. 
Japan increased its Further increases 
defence expenditure would arouse suspi- 


5% annually in real 
terms from 1983-87 
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cions as to Japan's 
intentions. The Rea- 


Takeshita: independent capability. 


6 jt is important, however, that 
the security relationship not be 
linked to economic and trade 
relations. The latter are in 
themselves a source of conflict 
and should not complicate the 
relationship in other fields. ? 


gan administration also believes that 
by 1990 the SDF's strength will be 
sufficient. Attempts in the US Con- 
gress to force Japan to increase its 
defence expenditures to 2-3% of GNP 
have been defeated, Washington being 
worried that a further push in this 
direction could lead Japan to strike 
out on its own in defence strategy — 
which is certainly not in US self-in- 
terest. 

There is some fear in parts of the 
Western Pacific about a resurgence of 
militarism in Japan — fuelled by utter- 
ances of extreme rightist groups — but 
they are essentially comfortable with 
the current Japanese defence strategy 
and security role as well as with the level 
of its defence capabilities. This is due to 
two factors: belief that the public aver- 
sion to military adventurism will defeat 
any TA j^ 
make the SDF : 
independent mili- 
tary force, and be- 
cause these coun- 
tries now under- 
stand better the 
strategy and role of 
the SDF in joint 
missions with the 
US. 

There are, however, undercurrents 
in Japan that demand further examina- 
tion on the cost and benefit of greater 
independence in Japan's ability to de- 
fend itself, albeit still within the alliance 
with the US. All of the new weaponry, 
from the PC3 Orion to the Aegis anti- 
missile system and the production of 
front-line fighters, are determined by 
US strategic needs as they are treated as 
a part of the US military mission. It is in 
this light perhaps that one should inter- 
pret Prime Minister Noboru Takeshita's 
suggestion on 21 March that Jape” 
should develop a defence capabili 
p to its national power. 

ere have been other develop- 
ments, notably the increase of members 
of the Zoku, the defence forum in the 
Diet, to 2096 of total members, as well 
as pressure from Japanese industries to 
produce their own front-line fighters. 


S by outsiders, it would appear 
that some quarters want the SDF to 
have a more independent conventional 
capability to defend Japan from a Soviet 
attack, namely surface-to-sea missiles, 
advanced helicopters and fighters and 
Japan's own reconaissance capabilities. 
Therefore, the debate between the rul- 
ing Liberal Democratic Party politicians 
and the Self-Defence Agency is no 
longer whether aircraft carriers are 
necessary for the defence of Japan, but 
what type of carrier should be bought. 
The debate remains quite obscure to 
outsiders who fear that in the end Japan 
may build up its military capability with- 
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out a clear strategy and become a mili- 
tary power without knowing what the 
power is to be used for. Indeed, the 
question is why Japan would wish to 
have a more independent defence capa- 
bility in the first place. Is the Soviet 
threat perceived as a real one? Is Japan 
concerned that it could be drawn into a 
future US-Soviet conflict because of the 
maritime and horizontal escalation 
strategies of the US? Does Japan per- 
ceive China, or North Korea, as a long- 
term threat even though relations with 
both countries today are cordial? 

In view of the possible wrong percep- 
tions the Japan debate could create 
among its friends in the region, it is cru- 
cial that institutionalised consultations 
on these issues do take place. 

Pressure from the US, mainly from 
congress and public D rudi still influ- 
ences the direction of Japan's security 
policy, especially with regard to burden- 
sharing. Despite the failure of recent at- 
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Naval exercise: part of US maritime strategy. 


tempts to get Japan to increase its de- 
fence budget the pressure persists. The 
''* and Japan will ave to work closely 

"ther to ensure that this does not 
lead to nonsensical burden-sharing pro- 
grammes. It is unthinkable what the im- 
plications of a Japanese defence budget 
amounting to 3% of GDP will be. At 
current levels, this would amount to 
about US$90 billion — or one-third the 
US defence budget — and larger than 
the combined defence budgets of Bri- 
tain, France and West Germany. 

There have been other proposals: 
that Japan steps up its ODA, that it 
joins the US to provide a Marshall Plan 
for Mexico and Central America, or 
that a free-trade area between the US 
and Japan be established, and extended 
perhaps to Canada and Mexico. 

The Asia-Pacific region would cer- 
tainly welcome an increase of Japanese 
ODA, direct investment from Japan to 
the Asian newly industrialised countries 
(NICs) and Asean, a further opening of 
the Japanese market for exports from 
the Asian NICs and Asean, as well as an 
increase of the so-called strategic assist- 
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ance. Japan could consider supporting 
the US proposal for a Marshall Plan for 
the Philippines as a way to diffuse 
nationalistic sentiments there on the 
issue of US bases which guard the sea 
lanes of communication which are vital 
for Japan. 

Japan could also provide the neces- 
sary economic assistance following a po- 
litical settlement of the Cambodian con- 
flict or it could help Vietnam cope with 
its current food shortage and in doing so 
also ei stem the outpouring of ref- 
ugees who are a burden to countries in 
the region. 

Beyond this, however, Japan and the 
Asia-Pacific region as a whole should 
address some more fundamental ques- 
tions: should Japan continue increasin 
its defence capabilities at the same rate? 


Should this be accompanied by other 
diplomatic efforts, such as negotiating 
for disarmament in the Asia-Pacific re- 
gion, or promoting economic and poli- 





tical relations with the Soviet Union? 

The following issues should also be 
addressed: will the nature of the threat 
to the US-Japan alliance and to the sta- 
bility of the Asia-Pacific change? And 
how would the US-Japan alliance and 
regional stability be affected by a more 
independent Japanese defence capabil- 
ity? 

So far, Japan and the US have han- 
dled security and defence issues between 
them well. This is often seen as compen- 
sation for the increased tensions in their 
trade relations. It is important, how- 
ever, that the security relationship not 
be linked to economic and trade rela- 
tions. The latter are in themselves a 
source of conflict and should not com- 

licate the relationship in other fields. 
From the regional perspective, a sound 
US-Japan relationship is the corner- 
stone of regional peace and stability. D 


Jusuf Wanandi is the executive direc- 


tor of the Centre for Strategic and In- 
ternational Studies in Jakarta. 
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DEFENCE 
A military manoeuvre 


| Top Japanese defence official visits Southeast Asia 


By Michael Vatikiotis in Jakarta 
JU has heightened the growing 
awareness of its potential military 
role in the Asia-Pacific region with the 
first visit to Southeast Asia by Tsutomo 
Kawara, the director-general of the 
country's Self-Defence Agency. Ka- 
wara visited Indonesia and Singapore 
where, in talks which included calls on 
President Suharto and Prime Minister 
Lee Kuan Yew, he sought to dispel fears 
that Japan was becoming a military 
power. "Japan's self-defence force will 
never be used to attack other coun- 
tries," he told the Indonesian press. 

For its part, the Indonesian Govern- 
ment made it clear it regards Japan as an 
economic, not a military power in the 
region, and that while the present level 
of defence expenditure (US$28. 9 billion 
for 1988-89) is not seen as a worry, any 
further increase would be grounds for 
concern. "We believe Japan's singular 
contribution remains an economic 
one," said Indonesia's Foreign Minis- 


ter, Ali Alatas. "We don't see any need 
for a predominantly military ap- 


proach.” 

The visit is, however, timely. Possi- 
ble changes in superpower deployment 
in the area and the effect this would 
have on regional security have been a 
topic of discussion since last De- 
cember’s Asean summit in Manila. 
Since then, the threat to a continued US 
presence in the region, posed by the ris- 
ing tide of Filipino hostility to the US 
bases in the Philippines, has become 






« By Michael Field in Paris 
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Kanaks an and settlers. come tog a compromise 


n agreement on New Caledonia’ 's. future, reached with : 
m A surprising speed on 26 June between Kanak (indi- . 
; genous Melanesian) and French settler leaders, faces its first. 
test of acceptability at a congress of the separatist Kanak | 
ocialist National Liberation Front (FLNKS) on 15 July. : 
us 'he plan has avoided partition — which some had seen as on 
the only PUE. to communal iolence 1 in federalism unde Pa cific 


more tangible. There is also mounting 
concern that recent summit agreements 
between the US and the Soviet Union 


will weaken the strategic importance of 


the region. 

All this, in the eyes of observers 
here, has raised areas of common sec- 
urity interest between Japan and 
Asean. For Japan, heavily dependent 
on the import of oil supplies from the 
Middle East, protection of the sea lanes 
— in particular the Malacca Straits — is 
of vital strategic importance. The with- 
drawal of US forces in the area, accord- 
ing to a senior Western diplomat in 
Jakarta, would force the Japanese to 
“re-examine their regional non-role." 


ndonesian strategists are also fear- 

ful of the vacuum that would be left by 
the withdrawal of US forces from the 
Philippines. Sources say that far from 
the re-emergence of Japan as a military 
power, or the threat of Chinese ag- 
gression, what Indonesian military 
Strategists fear most is an unstable 
Philippines. Analysts agree that despite 
these areas of common interest, region- 
al acceptance of any Japanese military 
presence is a long way off. A more likely 
scenario is that the Japanese will trade 
aid for a bolstering of Asean defence 
capabilities. 

Indeed, Kawara's visit. prompted 
speculation that Japan was seeking 
cooperation from Indonesia and Singa- 
pore on the protection of Japanese ship- 
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- Both FLNKS president. Jean-Marie Tjibaou and tton. a 





ping. TheJ apanese have already funded 
a traffic-separation scheme in the 
Malacca Straits — mostly involving pay- 
ing for marker buoys. Both the Indone- 
sian and Singaporean navies will soon 
be in a better position to patrol the sea- 
lanes. Indonesia will increase the 
number of submarines it has to eight, 
and Singapore is said to be acquiring 
submarines for its navy. 

Although both sides denied that any 
proposals on sea-lane protection were 
discussed in Jakarta, the possibility 
raised for some analysts here the sensi- 
tive issue of Indonesia's military profile 
in the region. "Kawara's visit. could 
offer a fruitful opportunity for Jakarta. 
based on a symmetry of strategic in- 
terests, to lay down a firm bilateral 
cooperation that could enhance fn- 
donesia's role as the prime manager of 
regional order,” suggested an editorial 
in the English-language Jakarta Post. 

Regarding the possibility of closer 
defence cooperation in other areas — 
for example, exchange of military p 
sonnel and the transfer of military 
technology — Kawara told the Indone- 
sian news magazine Tempo that greater 
understanding on defence matters be- 
tween Asean and Japan "would be use- 
ful." He did not rule out the exchange of 
military personnel. 

Washington itself has led the way in 
persuading the Japanese to share more 
of the burden of defence costs. Dip- 
lomats point out that Washington's ap- 


| proval of Japanese offers to help fund 


last vear's operations in the Persian 
Gulf may have set a precedent for other 
regions. There is no indication. for 
example, that Washington would op- 
pose a restricted kind of cooperation be- 
tween Japan and Asean countries that 
would serve to strengthen regional sec- 
urity. 





- _ leader Jacques Lafleur seem glad that partition has been set __ 


- A . aside, at least for the time being, in favour of a division into 
three regions to take effect in July 1989 after a year of direct _ 
_ French rule. The last two attempts at a political : solution, moo 


o 1985 and 1987, devolved power to four regions. 




















v. Tjibaou is ‘confident that the 26 June agreement k a p! 
genuine. part of the de-colonisation process. He 


has got seve — 


eral things he wanted: when the regions are set up, ina 
year’s time, they will have strong executive authority (at the 
_expense of the formerly all-powerful, pro-French territorial _ 
administra ation) and so able, he thinks to get on with “decol- - 
g” — chiefly training Melanesians in the responsible - 
s the French and other non-Kanaks now hold. New — 

n rrangements will. favour the. less-developed _ 
ions. Im mimigration i is to be stopped, meaning | that 

e Kar again be the majority. 








14 JULY 1988.e FAB EASTERN ECONOMI 


sen 


minnt 


- 


HH 





iy 


TT HEEL LLL mit HHN in T imm IHE 


HHHH a fA HTT 


TUTTE EEN HE HE EBE EUA 


BHP, AUSTRALIA'S INTERNATIONAL RESOURCES ENTERPRISE, 
PRELIMINARY PROFIT 1988 


BHPannounces increased 





For the year ended May 1988, BHP recorded a significant 
increase in sales and earnings per share. 
Sales were up | M. and bisce per tare were up 19%. 





Um is poised to produce strong earnings- 
. growth in its three core businesses 












Michael Anseli, Morgan Staniey Research Report, 25 February 1988. 
PERFORMANCE SUMMARY 

All business groups increased sales, with the strongest 
performances by the Petroleum and Minerals Groups, 
particularly in crude oil, iron ore and gold. 

Improvements to plant and operations in the Steel 
Group are now yielding inereased returns. Steel Group sales 
increased 1366. 

BHP's capital and investment expenditure in the past 
year exceeded $2000 million demonstrating the Company's 
commitment to its international businesses. 
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Wiem & ie e Merit Lynch, 26 May 1988 
PETR OLEUM 


e The first full years output from the Timor Sea contri- 
buted substantially to Peiroleum's sales and profits. 
Coupled with higher average 
increased e. 





world oil prices, this 









A .BHP i is i dici ping sizable ad I 
d “and gas reserves in the Timor Sea and j 
“on the North West Shelf." F 





Phil Dodge, fNomura secu dtes AEA, Bintan 1988. 
€ The success of the exploration program in the Timor Sea 
has led BHP Petroleum to commit increased resources to 
that area. 
€ At the North West Shelf project. progress is being made to 
meet the export phase, due io commence in October 
1989. 





MINERALS 


€ Significant progress was made in bringing the Escondida 
copper project in Chile closer to development. 

€ Minerals! performance and earnings benefited from the 
higher contributions made by 
particularly in sales of copper, gold and aluminium. 


non-ferrous metals, 

€ The increased sales volume for coal and iron ore partly 
offset the effects of lower world prices and adverse 
exchange rate movements. 
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rofits, earnings per share. 





* “On the international front, Broken ; 
- Hill Proprietary is an attractive a 
-global natural resource and 
= energy enterprise 







"Robert À R Wider Peabody 
Research Report, 20 May 1988. 














€ The benefits from the new plant installations which 
substantially completed the modernisation program are 
now being realised. 

€ Steel commenced a new export business with the sale of 
500,000 tonnes of coke. This new opportunity continues 
to strengthen in volume and profit. 
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E mer Lucille Palermo, 
Brexit Burnham amn Report, B Anril 1988. 
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EARNINGS PER SHARE* 
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*Earnings per guns before Pearni y items and ad usted for share 
issues, The 300 million shares subject to cancellation have been treated 
as nationally cancelled from 1 March 1988. Earnings per share relates 
to ordinary shares only 


BUSINESS GROUP PROF IT RESULTS 






















$A millions 









1988 1987 
Petroleum 364 289 
Minerals 369 329 
Steel 185 200 
Corporate items and investments 6l EPA 

$979 $840 






tNet profit before minority interests and extraordinary items 








*AT figures quoted are in Australian dollars. 


Dividends totalling $502 million were declared, an 
increase of 5% on the payout of 1987, 


If you would like more information about BHP and 
our future prospects, contact Investor Relations Depart- 
ment, BHP, 140 William Street, Melbourne 3000. 
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Factions to the fore 


 Alow-level LDP split leads right to the top 


By Charles Smith in Tokyo 

apan's ruling Liberal Democratic 

Party (LDP) has grown so strong in 
|. the past few years that talk of an opposi- 

"tion coalition ever gaining power has 
become a day-dream. Yet, while the 
party grows ever more powerful at na- 
tional level, the LDP'sability to manage 
its own affairs seems to be diminishing. 

The latest breakdown of intra-party 
discipline has involved senior LDP lead- 
ers trying and failing to restore order 
in the north-eastern prefecture of 
Fukushima, where rival factions of the 
local party organisation have split over 
the choice of a candidate for the prefec- 
tural governor. The leadership’s inabil- 
ity to act has raised the possibility that 
two LDP candidates may fight the 
Fukushima governorship election in 
September — opening the way for op- 
position groups like the Japan Socialist 
Party to exercise a casting vote. 

Even if the party eventually gets its 
.act together, the incident promises to 
leave a serious dent on the reputation of 
LDP secretary-general Shintaro Abe. 


WHERE THE WORLDS OF 
EAST AND WEST MEET 


Traditional Oriental hospitality 
and modern convenience 


- the Imperial Hotel 


* A fully equipped health 
center with sauna 

* Four restaurants, including 
delicious Cantonese and 
Japanese cuisines. 

* Conference and banquet 
facilities that can accom- 
modate more than 500 
quests 

* Remodeled quest rooms 
sporting a fresh ambiance 
and a host of amenities 

* Beauty salon and barber 

shop services 
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Abe's attempt to settle the Fukushima 
dispute by asking both factions to with- 
draw their candidates in favour of a 
third man nominated by the party's top 
leadership, seems to have actually 
heightened tensions. 

Damage to Abe's personal standing 
may have been increased by the fact that 
the Fukushima affair is not the first in 
which he seems to have failed to act de- 
cisively. Abe has been blamed, fairly or 
otherwise, for the long delay early in the 
year in settling the *Okuno affair" (in- 
volving public statements by a cabinet 
minister, who seemed to suggest that 
Japan was trying to "act for the best” 
during World War II). 

Abe's critics within the parliamen- 
tary LDP have claimed that the 
Fukushima crisis need never have oc- 
curred if the secretary-general had 
acted promptly to discipline one of the 
warring factions when disagreements 
first broke out early in 1988. But this 
view appears to overlook factors that 
have made the situation in the prefec- 
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ture more than usually explosive. | 

One aspect noted by analysts i is the | 
rivalry between a local “aristocratic” - 
leadership, whose roots go back to pre- 
modern Japan, and a more recently 
formed group of politicians whose 
power stems from links with the con- 
struction industry. Another aspect is 
that the Fukushima conflicts have their 
counterpart in rivalries at the national 
level. This means that quarrels over 
elections to prefectural offices can and 
do spill over into rows between top lead- 
ers of the party in Tokyo. 

Of the two Fukushima rivals, 59-year- 
old Toshio Hirose, a former Construction 
Ministry official, who was born in the 
prefecture, had the edge in the early 
stages of the campaign. Hirose was 
handpicked for the job of governor by 
Kosei Amano, an LDP elder statesman 
and local party boss and former con- 
struction minister. 


E isaku Sato, the younger and less « 

perienced of the two candidates. 

said to enjoy the backing of only 13 LDP 
members of the Fukushima prefectural 
assembly, as against the 27 committed 
to Hirose. However, Sato's office 
claims that he is backed by Masayoshi 
Ito, a senior member of the LDP hailing 
originally from Fukushima prefecture, 
who is the executive council chairman at 
party pias abide in PRSE: Ito's pa- 
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tronage presumably 
explains why Sato 
was able to win a 
seat in parliament in 
the 1986 national 
elections without 
any previous back- 
ground in politics. 
Sato's decision to 
run for governor at 
the relatively young 
age of 48 is said to 
stem from "frustra- 
tion” at the limita- 





The LDP leader- 
ship's fixation about 
by-elections is not 
merely a result of 
anxiety about the | 
fate of the current 
tax-reform ro- 
gramme, analysts 
point out. In early 
1987, when a previ- 
ous attempt by the 
Nakasone cabinet to 
reform the tax sys- 
tem had to be ig- 







tions of a career in nominiously aban- 
the upper house of doned, the govern- 
arliament in To- |f = ments resolution 
sek Nagatacho, | Abe:heightenedtensions. *""*"e"| was broken by the 





but may also reflect 
the determination of independents 
within the Fukushima chapter of the 
LDP to block domination of the prefec- 
ture by the powerful construction-in- 
dustry lobby. 
A bid by Sato to win the governor- 
ip would create a vacancy in the par- 
liament, forcing the government to call 
a by-election at a time when the 
Takeshita cabinet's involvement in try- 
ing to put through a controversial tax- 
reform programme makes elections 
highly unwelcome. In order to prevent 
this from happening, the LDP leader- 
ship seems to have been determined to 
scuttle the Sato candidacy. 


SINGAPORE 
Delving in 
the mud 


Lee escalates campaign against 
colleague-turned-critic Nair 


y Margaret Scott 
|: releasing a cascade of sordid details 
about the alleged drinking and 


womanising of former president Devan | 


Nair, the Singapore Government has 
plumbed new depths in its feud with the 
one-time political lieutenant of Prime 
Minister Lee Kuan Yew and co-founder 
of the ruling People’s Action Party. 
Lee, responding to a question from 
his back-bench in parliament, elabo- 
rated on allegations of Nair's alcoholism 
and the drunkenness while on an official 
visit to Sarawak that led to Nair's resig- 
nation in March 1985. Lee said these 
disclosures were made necessary by 
Nair's recent public statements, which 
— às well as denving the alcoholism 
charge — have included calls for Lee's 
resignation and condemned the recent 
use of the Internal Security Act (ISA ). 
Lee said Nair was an alcoholic who 
had gone into a drunken tizzy in 
Sarawak. "He was uninhibited with 
women he met, including the wife of an 


FAR EASTERN ECONOMIC REVIEW e 14 JULY 1988 





surprise defeat of an 
LDP candidate in an upper-house by- 
election in Iwate. 

The method chosen by Abe to defuse 
the by-election threat — calling on both 
candidates to withdraw simultaneously 
from the governorship race — seems to 
have been regarded as the only fool- 
proof solution to the problem, on the 
grounds that an attempt to arbitrate in 
favour of one candidate might have en- 
couraged the other to run as an indepen- 
dent. In the event, however, the stra- 
tegy backfired disastrously. 

Shortly after both men had agreed at 
an informal meeting on 30 March to step 
down in favour of a third candidate, 





» 
GUTTER 
assistant minister . . . women at dinners, 
and nurses who looked after him. He 
outraged their modesty, propositioned 
them, fondled and molested them." 
Lee said. Lee's 29 June speech was 
amplified by a 42-page government 
paper on Nair's alleged improprieties. 

Nair, in a telephone interview from 
France, called these disclosures "a dis- 
graceful demolition effort motivated by 
political revenge." He again denied he 
was an alcoholic and said: "A medical 
condition has been transformed into po- 
litical pornography." 


who would be nominated by the party 
leadership, Hirose announced, appa- 
rently on Amano's urging, that he had 
decided to run after all. Sato then de- 
clared that, in that case, his own with- 
drawal was no longer valid. Meanwhile, 
the party leadership's candidate for gov- 
ernor withdrew from the race on the 
grounds that he had only agreed to run 
in the first place if he could be assured of 
unanimous support by the other two 
factions of the prefectural party. 

The LDP's next step in the 
Fukushima tangle could involve an at- 
tempt to coerce Hirose's supporters, 

ossibly including ex-minister Amano 

imself, through a special resolution of 
the rarely convened party disciplinary 
committee. But moves to punish 
Amano would risk creating farther 
splits at the centre of the party. In order 
to avoid this, the LDP top leadership 
may make one more attempt at a com- 
promise this month. 

One of the morals of the Fukushima 
affair may be that senior leaders of the 
LDP should not risk exposing the limi- 
tations of their power by attempting to 
intervene in disputes between local fac- 
tions. But if this were all, the party 
would have relatively little reason to 
worry. At a deeper level, though there, 
are also signs that the LDP may have be- 
come too large and too disparate to be 
able to keep order in its own house. D 
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SNIPING 


Although he wrote a letter to Lee 
which seemed to acknowledge his al- 
coholism when he resigned, Nair later 
retracted this admission. He has since 
become increasingly critical of the gov- 
ernment and of Lee's political style. 
From France, Nair said Lee’s speech 
was retaliatory because Nair had chal- 
lenged the legitimacy of the ISA deten- 
tions, particularly the detention of Sin- 
gapore’s former solicitor-general, Fran- 
cis Seow, accused of scheming with an 
American diplomat. 

“Legitimate political comment calls 
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for rational political response, not for 
political revenge by a descent into the 
gutter,” Nair said. Lee's family law firm 
in May began a defamation action against 
Nair after he likened Seow's actions to 
actions taken by Lee and other leaders 20 
years ago during the uneasy period when 
Singapore was part of Malaysia. 

In parliament, the prime minister 
said the disclosures of Nair’s behaviour 
were necessary “so that Singaporeans 
can understand his [Nair’s] motives and 
see through his statements.” 

Lee said Nair had refused to resign 
when confronted with descriptions of 
his behaviour in Sarawak, agreeing 
“only after I told him that I would move 
a motion in parliament for his removal.” 





Before confronting Nair, Lee said he 
collected information on Nair’s drink- 
ing problem and behaviour from Nair's 
wife, sons and aides. Lee claimed that 
Nair had been drinking heavily since 
1979, and had consumed a bottle of 
whisky a night in the months before his 
Sarawak trip. Lee accused Nair of beat- 
ing his wife, sneaking out of the Istana 
(presidential palace) and wearing a wig 
as a disguise and conducting a clandes- 
tine affair with a German woman. 
Meanwhile, High Court Justice Lai 
Kew Chai heard a third attempt to win 
the release of detainees through a 
habeas corpus application. In a two-day 
hearing, which ended on 30 June with 
Lai reserving judgment, London OC 


Anthony Lester claimed the continued 
detention of lawyer Teo Soh Lung was 
unconstitutional and the harsh condi- 
tions of her detention breached the gov- 
ernment’s rules. 

To rebut this claim, the government 
disclosed for the first time details about 
the Whitley Road Detention Centre, in- 
cluding the size of Teo’s room (6.64 m2), 
the food given her on a typical day (fish, 
spinach, beans and fruits for dinner) vs 
what she could be given on a punish- 
ment diet (10 oz of bread and 2 oz of 
cheese a day). The government also 
gave rules on the required reading of 
letters to detainees as well as the 
amount of exercise (40 minutes a day) 
and visits from relatives. Oo 





INDIA 


Musical chairs 


Congress and opposition in search of a winning formula 


By Rajendra Sareen in New Delhi 
| the wake of the ruling Congress 
party's defeats in the Allahabad and 
other by-elections on 16 June, both the 
Congress and opposition have tried to 
fashion for themselves formulas which 
will work in a general election due next 
year. Both are ignoring the real afflic- 
tions that beset them and show little sign 
of succeeding. 

For the Congress the Allahabad de- 
feat at the hands of V. P. Singh, one of 
its former cabinet ministers, was par- 
ticularly galling. Singh rode to victory 
on a so-called morality platform in Al- 
lahabad in what has been described as a 
“referendum on [Prime Minister Rajiv| 
Gandhi's performance." This was the 
seat Gandhi had declared had to be won 
"at all costs." The opposition parties 
know that if they are to repeat the suc- 
cess of the recent by-elections, they 
must band together to confront the 
Congress. 

Opposition efforts earlier this year to 
forge a united stand failed because the 
Bharatiya Janata Party (BJP) on the 
Right and the two communist parties 
and their allies of the Left did not find 
the proposition feasible. Now, Haryana 
Chief Minister Devi Lal — who came to 
power earlier this year by trouncing the 
Congress in his state — has suggested a 
"federal party," comprising middle-of- 
the-road political groups which will re- 
main as separate organisations but con- 
test elections on a common manifesto 
and a single list of candidates. In parlia- 
ment and the state legislatures. their 
elected members would function as a 
single, united party. 

Such a federal party would come to 
an electoral understanding with the left- 
ist parties without prejudice to its 
right to forge an alliance with the right- 


wing BJP. The proposed federal party's 
likely constituents are Singh's Jan 
Morcha, Janata Party, Lok Dal, Con- 
gress (Samajvadi), Telugu Desam, 
Assam Gana Parishad and Dravida 
Munnetra Kazhagam. 

In practice, however, each of these 
parties has internal problems and to 
compound this, there is a clash of per- 
sonalities and perceptions among the 
leaders of the different parties that 
makes it difficult to envisage them fit- 
ting into a framework of unity. 

On present indications, there ap- 
pears to be little chance that the opposi- 
tion will be able to confront the Con- 
gress in a general election as united as 
in the Allahabad by-election. Con- 
gress, beset as it is with internal pro- 
blems of its own, is nevertheless 
in a far stronger national position. 
When necessary, the Congress leader- 
ship can smother in- 


Not that Congress leaders are un- 
aware of what is wrong. At its centenary 
celebrations in Bombay in December 
1985, Gandhi referred to "self-per- 
petuating cliques of the brokers «^ 
power and influence." In the first de 
ade after ui cir n in 1947, the ab- 
sence of a political framework cleared 
the way for these cliques to capture 
pero posts at the district level and 

elow through bogus membership lists 
and rigged elections. In the second dec- 
ade, these groups similarly dominated 
state-level party committees. 

By the time Gandhi's mother, Indira 
Gandhi, became prime minister in 1966, 
"bossism" had already become the 
hallmark of the ruling party in New 
Delhi. 

After winning a massive mandate in 
the 1984 general election, Gandhi found 
himself unable to cope with political tur- 
bulence in the nation as well as in the 
Congress because there was no party 
structure through which he could reach 
out to the areas of discontent. 

So far, neither Gandhi nor his 
top colleagues have come up with à 
workable plan to rejuvenate tl 
party. Their response in every cri: 
has been simply to change the party's 
office bearers. The 





ternal opposition or 
come to terms with 
it. 

Both Congress 
and the opposition 
are afflicted by the 
atrophy of the politi- 
cal system at the 
grassroots and a re- 
medy to that is pre- 
cisely what is miss- 
ing from their plans. 
According to one re- 
port, the Congress 


partys plans to 
streamline its or- 
ganisation have 
been stymied for 


want of ideas as well 
as the will to put 
them into effect. 


ad M 
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creation of the posts 
of working president 
and  vice-president 
for the party (Gandhi 
himself continues to 
be president) and 
later the abolition of 
these posts as well as 
the frequent changes 
of general  sec- 
retaries is ad- 
ministrative re- 
sponse to a problem 
that is essentially 
political in nature. 
However, there is a 
consensus among 
analysts that this is 
all the Congress can 
do for the time being 
at least. 


an 


Nea N * 
Devi Lal: ‘federal party’ plan. 
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TRAVELLER'S TALES 


€ WOULD Britain's Labour Party be- 
nefit from a course in Japanese manage- 
ment techniques? The party's shadow 
defence minister, Denzil Davies, recently 
resigned because his fellow Welshman, 
the party leader, Neil Kinnock, had un- 
ilaterally renounced support for unilateral 
nuclear disarmament (thereafter — ap- 
parently — he changed his mind), all 
without proper prior consultation. Ob- 
viously a basic course in nemawashi (the 
"binding of the roots together" — in other 
words, the often endless discussions 
which ideally lead to a binding corporate 
consensus) could have saved the boyos 
from yet another damaging public split. 
Not only among the Labourites. A 

little more root-binding in the cabinet 
would have left Margaret Thatcher less 
vulnerable today to the charge of one- 
woman rule. And in the White House, 
where successive resignations and 

emoirs reveal all too clearly that no 
_. ft hand knew what the right was doing, 
whether selling arms to Iran, channel- 
ling the profits to the Contras or basing 
residential schedules on what the stars 
oretell, a few Japanese-style binding 
sessions might have been useful. 

€ MOST people, including us, as- 
sumed that the consensus-seeking 
methods of Japan’s newest prime minis- 
ter, Noboru Takeshita, would limit his 
effectiveness as a leader. I asked the ob- 
vious rhetorical questions in this column 
last October: “Will the [Takeshita’s] 
election make any real difference any- 
way?’ Will the new prime minister, 
locked into Japan’s balance of power 
between the Liberal Democratic Party 
(LDP) factions, the bureaucracy, the in- 
terests of Japan Inc. and those of the 
land owners and farmers be able either 
to make the necessary decisions, or to 
implement them if made?” 

@ AT the recent summit meeting of 

e rich, industrialised powers at To- 
,»nto, Takeshita demonstrated that 
consensus-seeking does not necessarily 
result in grey compromise; indeed, he 
appears to have wielded the sword of 
Japan’s economic power more effec- 
tively than the nationalistic and some- 
what maverick Nakasone. As the 
mainstreamer Takeshita settles himself 
more comfortably into the seat of 
power, the Nakasone years seem in- 
creasingly idiosyncratic. The era of the 
“Ron-Yasu,” one-on-one relationship 
appears to be remote and irrelevant, 
as do Nakasone’s projects to set up 
a foreign policy think-tank and to iden- 
tify the essence of “Japaneseness,” to 
say nothing of his self-promotional ef- 
forts to immortalise his charisma as 
Yatchan in a manga, or comic book 
(REVIEW, 21 Jan.). 

€ TAKESHITA at Toronto managed 
to focus the attention of the Western 
leaders onto Japan's priorities — the 
need for competition and dialogue, the 
costs of confrontational relations, the 
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worries about the Philippines, the Cam- 
bodian issue and the security of the 
Olympic Games — far more effectively 
than any of his predecessors, even mak- 
ing allowances for the fact that the 
weight of the yen helped to concentrate 
the minds of his co-delegates. And, of 
course, they welcomed Japan's newly 
proclaimed willingness to liberalise its 
economy, without dwelling too long on 
the thought that this fresh impetus will 
be launched from a very low base. And 
without examining the 20th-century 
idiocy of Takeshita's claim that all im- 
ports and other activities may be 
(gradually) freed, but that rice is an 
emotional, even religious commodity, 
and that Japan's inefficient rice farmers 
should remain inviolate (they do, after 
all, vote the straight LDP ticket). 

è THE West liked Nakasone because 
he appeared to be a fresh wind: his ap- 

eal lay largely in his directness, which 
inspired a DE (justified or not) that 
he meant what he said and would de- 
liver on his promises. With the advent of 
Takeshita, many types of ambiguity are 
likely to cloud and convolute Japan's re- 
lations with the US and Europe. The 
latter should beware. They should recall 
such episodes as the time the then prime 
minister of Japan, Eisako Sato, per- 
suaded the then US president, Richard 
Nixon, to agree to give back Okinawa to 
Japanese sovereignty in return for what 
Nixon took to be a promise to restrain 
Japanese textile exports to the US. But 
Sato had merely promised to “do his 
best" — which is the Japanese equiva- 
lent of *No way." 

€ JAPAN remains hidden not only be- 
hind the mists of its own culture, which 
imposes an unreadiness to wound 
another's feelings by saying “No,” and 
the battlements of its own complicated 
language, it is also camouflaged by its 
own usage of the English language. The 
huge construction firm Kumagai Gumi 
was trying to make the point in a recent 
annual report that its employees are 
sent abroad on longer tours of duty than 
is usual among other Japanese com- 
panies, but did so so obliquely in a scary 
headline that equated an overseas 
posting with a death sentence: 


Going Abroad? 
First, Buy a 
Cemetery Plot! 





Likewise, the menu of the Suzuki 
Coffee Shop in Singapore, spotted by 
Kit Lam, confirms the theory: 





Derek Davies 


e SPELL stands for a US organisa- 
tion, the Society for the Preservation 
of English Language and Literature, 
which keeps an eye out for outrages 
committed on the language. Last year it 
gave the first prize in its Dunce Awards 
to a Japanese firm, the manufacturing 
firm Olfa Corp. The winning entry was 
scored by a label it stuck on one of 
its knives: Caution: Blade Extremely 
Sharp! Keep Out of Children! 

The theme of introducing metal ob- 
p into human beings was carried on 

y a notice of instructions to inmates 
leaving a foreign students' dormitory at 
one of Tokyo's top universities. It was 
photographed by Peter Hendriks: 





Any injuries which result might be 
treated by a Japanese-made band-aid 
which apparently needs a band-aid it- 
self: 





€ OF course, Japan's communications 

with the outside world will always be 
complicated by the Japanese propensity 
to mix up Ls and Rs. My recent item 
(REVIEW, 26 May) about the flag pole 
atop Canberra's new Parliament Build- 
ing ("Erection took a little lover four 
months," according to the Canberra 
Times) reminded retired Hongkong 
banker Tim Cotton of the Australian at- 
Tue d to cut a dash at Expo 70 at 
Osaka. 

He writes: "The Aussies were an- 
xious to impress their Japanese hosts 
and constructed an unusual pavilion. To 
ensure that everything connected with 
their exhibition was conducted in a 
manner consistent with Japanese tradi- 
tion, a Shinto ground-breaking cere- 
mony was arranged by the Japanese 
construction company. Distinguished 

uests consisted of ministers, the dip- 
omatic corps, and persons of such ilk. 

"To ensure that the many gaijins 
would know exactly what to do, the 
order of the ceremony was printed in 
both English and Japanese. The guests 
were instructed to 'follow the Priest, do 
as Priest does. Go to altar, crap three 
times and bow twice", " 

As Cotton comments: "It could only 
happen to the Aussies.” 
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Only tinsel dreams for 
Bombay’s battered urchins 


By Jagdish Bhatia in Bombay 


i ndia has over 179 million child labour- 
ers, 135 million of them between the 
ages of five and 14, and 6496 of them 
illiterate. This army of shame grows 
every day. Eighteen million children 
below the age of 15 work in the non- 
agricultural sector, many of them in 
hazardous industries like the match fac- 
tories and fireworks units in Tamil 
Nadu, or Agra's glass bangle sweat- 
shops where blazing furnaces reach 
temperatures of 1,400°C. 

In the mining industry, 56% of the 
‘Sour force comprises children below 

, and the dhabas (eateries) and tea 
stalls of Delhi employ 
over 60,000 underage 
workers, often at wages 
of Rs 2 (about 14 US 
cents) or Rs3 a day. On 
an average, 30,000 chil- 
dren are arrested every 
year for minor crimes, 
and despite the Ju- 
venile Justice Act of 
1986, many of them are 
still imprisoned with 
hardened criminals, a 
fate that also awaits 
child vagrants whose 
only offence is that so- 
ciety has no other place 
for them. 

The poor children of 
India have long borne 
mute witness to a tragic 
drama of neglect and 

ploitation, a story 

at has now been 
turned into a critically 
acclaimed film, Salaam 
Bombay, which won 
the Golden Camera Award in the 
directors' fortnight at the recent Cannes 
International Film Festival where it re- 
ortedly received a standing ovation 
rom the audience. 

It is unlikely that the star of the film, 
12-year-old Shafi, would have heard 
about the applause. He might not even 
get to see the film, which is the first in 
which he has acted, and probably also 
the last. For Shafi is one of the 
thousands of children who scratch a pre- 
carious livelihood off the pavements of 
Bombay, doing odd jobs or living by 
their wits. Having runaway from his 
family, who are construction workers in 
Bangalore, Shafi drifted to Bombay, 
India's film capital where the streets are 
paved with the pinchbeck of tinsel 
dreams. But in a twist of plot far-fetched 
even for a Bombay talkie, the runaway 
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soon found himself enacting the ulti- 
mate fantasy when he was chosen 
to play the lead role in a movie. 
But then this is a most unusual 
movie. 

Chal Bambai Chal (as the film was 
titled in its original Hindi version) is the 
brainchild of 31-year-old Mira Nair, 
whose earlier /ndia Cabaret, about the 
striptease artists of Bombay, won the 
best documentary award at the Ameri- 
can Film Festival. Salaam Bombay tells 
the story of a boy who comes to Bombay 
with a travelling circus and gets left be- 
hind. Stranded and homeless in the big 
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Shafi in a scene from the film: poignant irony. 





city, he is befriended by the street ur- 
chins of the infamous red light area off 
Grant Road. Sustained by the impossi- 
ble dream of saving up Rs 500 which will 
give him the means to start a new life, he 
pets a job delivering tea for a neighbour- 

ood eatery where he is nicknamed 
Chai-pau (tea-bun). 


C hai-pau, a castaway in limbo, comes 
into contact with Bombay's un- 
derworld as represented by a drug ad- 
dict, the madam of a brothel, a procurer 
and his paramour. Into this half-world 
comes Sola Saal (Sweet Sixteen), a 
young prostitute who has been sold into 
the district. Chai-pau and Sola Saal be- 
come friends, innocents in a perverse 
paradise. 

The most remarkable feature of the 
film, however, is not its theme but its 


casting. Apart from the four profes- 
sional actors who play the adult roles, 
the entire cast is comprised of Bombay’s 
street children — garbage pickers, 
shoeshine boys, canteen workers and 
waifs. Nair, a Harvard graduate turned 
film-maker who divides her time be- 
tween New York and India, conceived 
the idea for the film during a visit to 
Bombay in 1983. 

“My taxi had stopped at the Bandra 
flyover and suddenly hordes of children 
converged on it. They were performing, 
begging, dancing, blowing bubbles, 
washing windows — anything to earn a 
few paise,” she said. “So Salaam Bom- 
bay is the story of the lives of children 
living on the streets of Bombay, a story 
that celebrates their spirit of survival, 
their humour, their dignity and courage 
in a world that denies them the luxury of 
childhood.” 

Working on the screenplay with her 
childhood friend, Sooni 
Taraporevala, Nair 
realised that it would be 
“impossible to get pro- 
fessional actors to play 
the children: their ex- 

rience, their instinct 

or survival made them 
very complex charac- 
ters . . . Only they 
themselves could have 
enacted their own lives.” 

BBC's Channel 4 
agreed to fund a theatre 
workshop to see if the 
idea was feasible and 
the streetside drama 
began to take shape. A 
hall was rented in Bom- 
bay and for two weeks a 
production team went 
around the city handing 
out address cards to 
likely volunteers for the 
experiment which was 
portrayed as being a 
play. Of the 120 who 
turned up at the hall, 25 were finally 
selected for the eight-week training pro- 
gramme in which for two hours a day the 
young actors-in-the-making underwent 
a regimen that included movement and 
voice control exercises and “discussions 
about their lives and improvisations on 
familiar themes: running away, family 
ties, remand homes, cheating, violence, 
the street gangs," she said. Each par- 
ticipant received a daily stipend of Rs 
20. After four weeks, a video camera 
was introduced and screen tests con- 
ducted; Shafi was the unanimous choice 
for the lead role. 

Then mimesis merged with reality as 
location shooting began in the teeming 
slums and malodorous backlanes of 
Bombay where the children enacted be- 
fore the cameras the grim yet irrepressi- 
ble game of their daily life. Describing it 
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as one of the “richest experiences” of 
her professional career, Shaukat Azmi, 
who plays the madam, says of the nine- 
week shooting schedule: “Some of these 
children, especially Shafi, have a natu- 
ral talent. They were not self-conscious 
of us as filmwallahs, but slipped into 
their own roles as if they were born for 
them.” 

But if the shooting went without seri- 
ous hitches, post-production problems 
of another kind proved less tractable. 
The biggest and most obvious question 
was what was to become of the children 
once the project was over. "We couldn't 
just abandon the kids to their former 
existence, but we had to be realistic," 
says assistant director Dinaz Stafford. 
The young actors received fees ranging 
from Rs 5-20,000 and trust funds yield- 
ing fixed monthly interests were set up 
for the smaller children. Of those admit- 
ted to a local school, several escaped to 
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It’s rags to riches and 
back to rags in Kerala 


By Salamat Ali in Trivandrum 


ndia's Kerala state has gone from rags to riches and back to rags again. This 

tale of Kerala's fortunes, of course, is only an echo of the oil boom and bust in 
the Gulf. In Kerala, the story revolves around the Gulf malyalees, the Keralites 
who once flocked to the Gulf on the other side of the Arabian Sea to satisfy what 
seemed to be an endless demand for skilled and unskilled workers. 

When oil wealth fuelled a construction boom in the Gulf, Kerala was quick 
to seize the opportunity and the great exodus began. In 1981, there were an esti- 
mated 1.87 million Keralites working abroad. Although no official figures are 
available on how many immigrant workers left each year and how many re- 
turned home to stay, figures given by the Office of Protector of Immigrants 
show that 1984 was the last good year, with 120,000 new clearances issued to 
workers going abroad. The figure began declining in 1985 when 100,000 clear- 
ances were issued. These came down to 62,000 in 1986 and 1987. The current 
year could end at a far lower level. 

But these bare statistics do not reveal how the Gulf malyalees have caused a 
sharp upward pressure on local wages and real estate prices. The shortage of 
construction workers in Kerala pushed up the wage rates for those who could 
not go to the Gulf. Also, the remittances sent back to families has helped push 
up consumer prices as well. 

Official estimates show that each immigrant worker remitted around 
US$1,000 a year. This probably is a gross undervaluation, for the statistics do 
not show the amounts sent through the more efficient unofficial remittance 
channels or the money brought back by those returning home. One estimate has 
that expatriate Indian remittances to Kerala in 1987 were US$242 million, two- 
thirds of which went to purchase land and construct homes. 

But with Gulf oil prices settling at a reduced level and the construction boom 
almost over, the competition for unskilled jobs there has become fierce among 
workers from Pakistan, India, Sri Lanka, Bangladesh, Thailand and the Phi- 
lippines. According to stereotypes popular in the Gulf states, Indian workers are 
hard working and docile. Pakistanis earn extra marks for capacity to work 
under extremely harsh conditions. Bangladesh and Sri Lankan workers rank 
somewhat low on the scale of competence and capacity to work hard. 

But would-be workers from Pakistan and Bangladesh have an advantage if 
they are Muslim. Saudi Arabia, for instance, requires that 50% of employment 
visas in the unskilled and semi-skilled categories must go to Muslims. This has 
helped Kerala Muslims as well. In the coastal village of Chavakad, for example, 
there are 120 new brick and cement buildings among the thatched huts and all 
of them belong to Muslims. 

With the boom in the Gulf petering out, working conditions have become a lot _ 
worse and wages have dwindled. As a result, there has been an exodus in the 
other direction. For example, on 29 April 20 malyalees — drivers, mechanics 
and auto-electricians who had been recruited with the promise of earning 
around US$400 a month — arrived in Kuwait to discover that their salary was 
to be 40% less than that and they had to work in a garbage dump seven days a 
week, 16 hours a day. They protested and were repatriated. 

Those repatriated join others who returned earlier such as George Joseph, 
27, who returned from Dubai in March 1986 and is still unemployed. Joseph, 
who had worked as a clerk, had sent home US$180 a month. 

Neither the Kerala government nor the central government has any rehabili- 
tation plan for the returnees. The government apparently does not consider an 
asset the exposure these workers have had to modern techniques and the latest 
machines that oil money could buy. | 

During the good years, the Gulf malyalees bought land for construction at 
astronomical prices. Land in Trivandrum was far more expensive than in Bom- 
bay which has the highest land prices in India. Prices have now crashed in 
Kerala. Not many are buying even at the vastly reduced rates. 

Success for a malyalee always meant a big new house in his village to an- 
nounce to fellow villagers his enhanced new status. Discarding Kerala's simple 
but beautiful architecture, many built in what is sneeringly referred to as 
malayalee renaissance style, with the hallmark being bright, rainbow colours. 
The smart malyalees have been the ones who invested in coconut or rubber 
plantations and other agricultural land. They are still comfortably well off. 
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Street child star: fantasy and reality. 





























return to the streets which are the only 
home they know. 

Some lives, however, have been 
changed. One of the boys returned to 
his village in Orissa and built a house for 
his family with the money he had 
earned; another helped his mother set 
up a pavement stall selling garments. 
Sixteen-year-old Shekhar went back to 
Nagpur “to look for my mother and sis- 
ter whom I hadn't seen since I was three 
years old . . . my mother recognised me 
from a scar on my forehead . . . She 
hadn't even known if I was alive all 
these years . . . I brought them to Bom- 
bay for 15 days and gave them a really 
good time.” 

But Shafi’s is perhaps the most ironic 
case of all. Returning to his family in 
Bangalore, he was beaten by his father 
who thought he had stolen the money he 
had with him. A week later, Shafi was 
back on Bombay's streets, his poignant 
story just another tattered discard from 
the great dream-machine of the met- 
ropolis. 
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When you work out 
here, your engine is 
the only way home. 





So your engine must be reliable every time. Running 
twenty-four hours a day, often for weeks. That explains why 
Cat is the overwhelming choice of men whose lives and 
livelihood depend on unfailing power. For over half a 
century our diesel engines have carried those men out 

and home. And they still do. 


Every day. 
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Caterpillar Far East Ltd. 
G.P.O. Box 3069 
Hong Kong 
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CULTURE 


Vietnamese films return 
to the American War 


By Murray Hiebert in Ho Chi Minh City 


housands of Vietnamese have flock- 

ed to theatres here in recent months 
to see Platoon, the 1987 Academy 
Award winning movie about the experi- 
ences of American soldiers fighting in 
Vietnam. Platoon is the first American- 
made movie about the Vietnam War 
shown in Ho Chi Minh City since com- 
munist forces defeated the US-backed 

overnment in what was then South 
ietnam in 1975. 

Vietnamese here interpret the show- 
ing of an American movie as a symbol 
of the cultural relaxation launched by 
Vietnam's communist party in late 
1986. But Platoon is not the first Viet- 
nam War movie shown in the city's 
theatres. Like the Americans, the Viet- 
namese have been making their own 
movies about how the war was won — 
and lost — for the past 13 years. 

One popular Vietnamese film, De- 
sert Field, ends with a peasant woman 
defiantly approaching a burning Ameri- 
can helicopter, which she helped shoot 


down after its gunners killed her hus- 
band. As she nears the wreckage, she 
sees that the dead American pilot has 
dropped a picture of his wife and son. 

Desert Field, which won a gold medal 

at the Moscow film festival several years 
ago, depicts the struggle of a peasant, 
his wife and their baby to survive against 
the onslaught of sophisticated US mili- 
tary technology. Helicopters come al- 
most every day and disrupt the family's 
life in the southern Mekong River delta. 
Often the parents have to put their baby 
in a plastic container and hold it under 
water to protect him from gunfire. 

The hero is a part-time communist 
uerilla who on at least one occasion 
eads an attack against an American mi- 
litary base. The helicopter finds and 

shoots him, but other guerillas, includ- 
ing his wife, manage to shoot down one 
of the helicopters, killing the pilot. 

"We wanted to tell people that dur- 
ing the war Vietnamese suffered as well 
as Americans. Sometimes they were 


killed too and so their wives and child- 
ren in the US suffered," said Hong 
Sen, the movie's producer, who was 
born in south Vietnam, but spent the 
war years in the north. 

Since 1975, the Ho Chi Minh City 
Film Co. has produced about 70 movies, 
according to Vo Thanh Le, the com- 
pany's deputy director, and about one- 
third of them deal with what the Viet- 
namese call the American War. 

Unlike American movies such as 
Platoon and Apocalypse Now, most of 
the Vietnamese War movies are simple 
productions. Le said many of them were 
shot in black and white using outdated 
equipment on a budget of less than 
US$500,000. And unlike American war 
movies, Vietnam’s films do not have full- 
scale battle scenes. Sen said he avoids 
big battles because of the expense and 
because many Vietnamese have already 
seen enough of war in real life. 


ietnam's war movies leave little roc 
for ambivalence about which si 
was right and which was wrong. “I try to 
make people understand the unjust 
cause of the American war against the 
Vietnamese people," Sen said, “and the 
spirit of our people — their heroism — 
in fighting the Americans." 
These films also reflect the country's 
romantic literary tradition and some of 
them portray an almost incompre- 
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Scene from Platoon, an American film about the 





hensible compassion for the enemy. 

Left Alone, also produced by Sen, 

ows the separate struggles of an 
American pilot — who was injured 
when his plane was shot down in the 
central highlands of Vietnam — and a 
Montagnard minority woman and her 
baby, whose village was destroyed in a 
US bombing attack. In the end, the 
woman stumbles across the dying pilot 
in a jungle clearing and offers him a 
drink just before he dies. 
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Vietnam War. 














One of the most popular serialised 
films in Vietnam depicts the experi- 
ences of acommunist agent who worked 
for the US-backed South Vietnamese 
overnment in the 1960s. The director is 
e Hoang Hoa, who studied film mak- 
ing at the University of California. 

In the eighth episode, filmed last 
year, the agent is involved in putting to- 
gether a shipment of heroin from the 
Golden Triangle, the fertile opium- 
growing area where the borders of 
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Laos, Burma and Thailand meet, to 
raise money for the war effort and to 
line the pockets of corrupt officials. 
Thirteen years after the war ended, 
Vietnamese film makers say about two- 
thirds of the movies they produce deal 
with themes other than war. But many 


| new movies continue to use the war as a 


backdrop for stories examining Viet- 
nam's current social and economic 
problems — and for confronting corrupt 
and incompetent government officials. 

Girl on the River is a controversial 
new movie produced since the com- 
munist party gave artists and writers 
greater freedom to cover subjects off- 
limits a few years ago. The villain in the 
story is a high-ranking party official who 
betrays a former prostitute who had 
saved him from the Americans after he 
was injured in a firefight. 

After the war, she seeks help from 
the official in finding a job, but he pre- 
tends he does not know her. When a 
journalist, who turns out to be the party 
official’s wife, writes an article about 
the former prostitute’s experiences, he 
prevents it from being published. 

Girl on the River has stirred up con- 
troversy in Hanoi, Vietnam’s puritani- 
cal capital. Some viewers are surprised 
that the movie vilifies a communist party 
official, while others are shocked that 
the government did not censor the film’s 
surprisingly explicit nude scenes. Oo 
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CHINA 


How not to be bamboozled 


The China 1988 Guidebook by Fredric Kaplan, Julian Sobin, Arne de Keijzer. 
Houghton Mifflin/Eurasia Press, New York/Teaneck, New Jersey. US$16.95. 
China: A Travel Survival Kit by Alan Samagalski, Robert Strauss, Michael Buck- 
ley. Lonely Planet, South Yarra, Australia. US$17.95. 


The Economist Business Traveller's Guides: China. Prentice Hall, The 


Economist, New York/London. US$17.95. 


Fielding's People's Republic of China 1988 by Ruth Lor Malloy. Fielding Travel 


Books, New York. US$13.95. 


The Rough Guide to China by Catherine Sanders, Chris Stewart, Rhonda Evans. 
Routledge & Kegan Paul, London and New York. US$29.50. 


W riting a truly excellent guidebook 
on China is an awesome task. The 
obstacles are numerous: the size of the 
country, the backwardness of communi- 
cations and transport, a dearth of reli- 
able information and a troublesome 
bureaucracy that treats even the most 
basic facts as secrets. But perhaps the 
biggest headache for the would-be 
guidebook writer is the speed at which 
everything in China — prices, popula- 
tions, pagodas, policies and particularly 
telephone numbers — is changing. 

en China first began to encour- 
age foreign tourism in the late 1970s, a 
number of guidebooks appeared to 
meet the needs of those who had long 
yearned to be the first on their block to 
visit China. The pioneering publishing 
efforts they took with them at that time 
had little choice but to draw upon the 
soft-core propaganda provided by the 
Ministry of Tourism. 

In the past decade, tourism in China 
has come a long way. The communist 
party's quick shift to the West has shed 
its benefits on tourism (as well as the 
state's coffers), giving rise to a new gen- 
eration of independent tourists-cum- 
backpackers, as well as books to guide 
them. Unfortunately, the government 
seems to have recognised the political 
consequences of this move a bit too late: 
"certain foreigners" were blamed for 
participating in the riots in Lhasa last 
October. 

The first major effort in the do-it- 
yourself genre was Lonely Planet's, 
China: A Travel Survival Kit, now in its 
second edition. This is the only guide 
under consideration that is truly fun to 
read and unsparing in its candour. The 
authors might be faulted, however, for 
their pervasive cynicism: "The Chinese 
don't trust each other and there's no 
reason you should trust them." But this 
is an attitude shared by many Chinese, 
whose recorded travels during the Cul- 
tural Revolution (1966-76) make 44 
hours on an unheated train seem like a 
tea party in a massage parlour. 

The copious and chatty introductory 
matter is excellent; the sections on the 
difficulties of individual travel as well as 
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The Temple of Heaven in Peking. 


making contact with the locals are out- 
standing. In this new well-illustrated 
edition, the hand-written Chinese 
characters in the text have been re- 
placed with printed forms, but the bad 
review accorded the Ming Tombs 
should be revised because of the open- 
ing of the museum in 1987. 


he Rough Guide to China, first pub- 

lished in 1987, is a well-crafted new- 
comer for the backpacker, compiled by 
a mostly British crew. The tone is earn- 
est throughout, and while strong on 
cultural background, it provides less 
coverage of hotels, restaurants and 
transport and fewer entertaining digres- 
sions than the China: A Travel Survival 
Kit guide. 

In Kaplan's The China 1988 
Guidebook, which has "world's best- 
seller" splashed all over, most of the 
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text remains stuck in the rhetoric of the 
late 1970s. Many of the city descriptions 
emulate the long-winded briefings of 
China Travel Service Guides and are 
not the product of first-hand visits. 

Only three cautious pages cover un- 
escorted "freelance" travel: little won- 
der, the publisher is affiliated with a 
company that runs group tours. The 25- 
page business section dates from mid- 
1985 And this Zhao-of-all-trades guide 
even has four pages in Chinese. The 
roseate picture it paints — "your reun- 
ion with long unseen relatives in China 
is likely to be one of the most joyous ex- 
periences of a lifetime" — is belied by 
numerous horrendous stories in 
the Chinese press. 

The 27 pages on hotels in Pe- 
king could stand a healthy 
weeding, and, typically, the Pe- 
king Hotel merits twice as mu: ` 
space as the Summer Palac 
But then: “Regrettably, the Pe- 
king Hotel is not available for 
direct booking by foreigners. 
You will need a Chinese contact 
— and a high-placed one at that 
— to secure accommodations 
there." 

Ruth Lor Malloy's Fielding's 
People's Republic of China 
1988 is a prestigious reincarna- 
tion of her former editions 
printed in 1975, 1980 and 1982. 
It is, though, a hodgepodge of 
typos, faulty romanisation, 
missing and misplaced Chinese 
characters and redundancy. 
More distressing is Malloy’s well- 
meaning yet often condescend- 
ing style: “Ask political ques- 
tions. Don’t be afraid to do this. 
If it is done in the right spirit, 
both the Chinese and you can 
learn a lot. Political discv~ 
sions can get heated. Plea 
keep the conversation friendly 
and relaxed.” 

While Malloy offers precious advice 
not available in other guides, superflu- 
ous material abounds, such as a unique 
list comparing hamburger prices in 10 
restaurants. There are also numerous 
sinological inaccuracies. Some favour- 
ite one-liners are: “The Ming tombs and 
the Great Wall are best seen at dusk, 
when one feels the presence of ghosts;" 
“Zoos are usually pathetic, but have 
many pandas.” 

The Economist Business Traveller's 
Guides: China covers 19 major business 
cities concisely and with thoroughness 
and authoritativeness. More than half 
of its pages give good background infor- 
mation on the Chinese political, eco- 
nomic, industrial and business scenes, 
and the sections on business and cul- 
tural awareness are by themselves 


worth the hefty price of this small book. 
— Don J. Cohn 
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SARAWAK 


Into the heart of Borneo 


Penans: The Vanishing Nomads of Borneo by Dennis Lau. inter-state Publish- 


ing Co., Kota Kinabalu. No price given. 


Natives of Sarawak: Survival in Borneo’s Vanishing Forest by Evelyne Hong. 
Institut Masyarakat, Penang, 1987. No price given. 


rench anthropologist Claude Levi- 

Strauss once defined freedom as the 
outcome of an objective relationship be- 
tween the individual and the space he 
occupies. The Penans of Sarawak (num- 
bering 10,000) were, until recently, the 
region’s unsung exponents of this con- 
cept. They live a nomadic life, well- 
tuned to the jungle under whose canopy 
they find shelter and survive. They did 
so undisturbed for many years until 
timber companies came to the jungle 
with their bulldozers. 

The timber companies are said to be 

inevitable part of modernisation, but 

Penans reacted by mounting block- 
ades across the roads the timber com- 
panies had built. In the event, they have 
attracted national and worldwide at- 
tention with their blockades. In 1986, 
with the aid of social activists, they 
formed a contingent which flew to 
Kuala Lumpur. Wearing loin-clothes 
and carrying their hunting spears cum 
blowpipes, they attempted to air their 
grievances to Malaysia's Prime Minister 
Datuk Seri Mahathir Mohamad himself. 

These grievances echo arguments 
often heard before but are 
nonetheless relevant and im- 
portant. They have mainly to 
do with the impact of develop- 
ment. From the perspective of 
customary ownership of land, 
the Penans — and other na- 
tives of Sarawak — question 
why the forests, for example, 
must be cut down. They also 
^" w attention to such issues as 

d ownership, compensation 
and benefits from the timber 
industry, the environment and 
ecology. Dennis Lau's Penans: 
The Vanishing Nomads of Bor- 
neo is a photographic record 
which broaches these issues ef- 
fecting the Penans, but only 
from an oblique angle. 

His camera is aimed straight 
at the Penan — portraits of Pe- 
nans, Penans trekking in the 
jungle, and finally, Penans 
standing guard over a block- 
ade. This is the Penan in 
his element. Lau is an un- 
obtrusive photographer. His 
years of releasing the shutter 
in the far-flung interior of 
Sarawak have made him an 
acute social observer whose 
subjects seem to respect him 
as he does them. Hence, the 
sense of empathy, as one looks 
at the pictures, is all the great- 
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er. The Penans are not camera-shy. 

Evelyne Hong's Natives of Sarawak 
documents the plight of the Dayak na- 
tives — ageneric term which includes all 
the indigenous people of Sarawak — as 
they face the onslaught of modernisa- 
tion. It is, on the whole, a restrained, 
well-argued book, liberally illustrated 
with photographs. 

Hong shows how the concepts, in- 
deed the reality, of modernisation and 
development do not relate to the eco- 
nomic and ethical systems of the Day- 
aks. Significantly, she makes a valiant 
defence of their swidden (slash and 
burn) agricultural practices. Far from 
integrating the widespread practice of 
swidden agriculture into development 
pues. the Sarawak government has 
ong looked upon the practice as an evil, 
to be stamped out. 


I; the light of the blockades against 
the timber companies mounted by the 
natives, senior government ministers 
and officials have conducted a campaign 
placing the blame for the destruction of 
the forest on shifting cultivators and 


"enans at a timber road blockade. 





exonerating the timber merchants. 
Hong provides statistics which prove 
otherwise. 

In 1985, nearly 270,000 ha of forest 
were logged by the timber industry 
whereas shifting cultivators could not 
have used more than 18,000 ha for swid- 
den in any one year, according to 
Hong's statistics. Moreover, Hong ar- 
gues, the economic benefits and con- 
tribution deriving from swidden agricul- 
ture are overlooked as the government 
pursues its vision of planned cash-cro 
cultivation and plantation-style agricul- 
ture. 

No government minister disavows 
the policy of turning the Dayaks into 
wage labourers and of centralising their 
dispersed longhouse habitats so that 
they may be easier served by “develop- 
ment" (meaning, in effect, schools and 
hospitals). The idea of bringing deve- 
lopment to the natives, instead of the 
natives wanting development, has re- 
sulted in the mooting of a massive pro- 
ject such as the Bakun hydroelectric 
dam — slated to cost more than M$10 
billion (USS3.82 billion) and which. if 
implemented, would flood an area the size 
of Singapore Island, displacing more than 
5,000 people. Hong gives an account of 
this and other development schemes, 
and concludes that instead of being 
beneficiaries, the Dayaks are, more 
often than not, the victims. 

Similarly, the meting out of ever-in- 
creasing timber concession areas to 
timber merchants and politicians will 
mean the gradual erosion of a 
lifestyle based on swidden ag- 
riculture, the customary own- 
ership of forest land, and the 
traditional ethical precepts of 
native law known as adat. The 
government's reluctance to 
recognise adat and customary 
rights is held out as the natural 
consequence of progress — the 
price which Dayaks must pay if 
they are to be brought into the 
modern world. 

A dilemma is poised here: 
how much of tradition can 
Dayaks keep intact as the clock 
of development ticks. Hong 
avoids a discussion of such a di- 
lemma which many Dayak in- 
tellectuals must surely face. 
However, the question must be 
asked: will more of such discus- 
sions bring about more rational 
and human policies of develop- 
ment? Hong's book actually at- 
tempts to show that there is a 
destructive side to develop- 
ment, though not completely 
in line with the maxim that in 
order to build, one must de- 
stroy. Hersis a treatise of deve- 
lopment in which the ratio of 
destruction (in terms of the 
human and enviromental price 
extracted) is higher than that of 
construction. — — Stephen Teo 


DENNIS LAU 


55 










|j. By James Clad in Manila 
he Asian Development Bank 
(ADB) is close to approving a 
special capital increase (SCI) which will 
see both Japan and the US strengthen 
their voting power in the bank. A com- 
promise settlement will recognise 
Japan’s role as the dominant financial. 
backer of the bank, but will also ensure 
Washington keeps an equal voice in the 
institution. 
Japan and the US each contribute 
| 14.976% of the ADB's callable capital. 
-| This will rise to 16.41% after the capital 
| increase. Unlike a general capital in- 
|| crease (GCI), in which all members 
" |. would participate proportionately, an ad- 
. justment such as the SCI will reduce some 
‘countries’ equity in the bank's capital. 
. This has a direct effect on voting 
rights, and hence on countries' ability to 
influence bank projects and policy. So 
the SCI proposal has caused some mis- 
giving, notably among the bank's Asean 
and EC member countries. 
The impetus for an SCI has come 
primarily from Japan. Tokyo believes it 













the Asian Development Fund (ADF) 
and to other bank funds without receiv- 
ing commensurate recognition in bank 
shareholding. 


the bank's Manila headquarters on 7 June 
put the SCI proposal in the context of 
^| proposals for other increases since 1985. 
«| At that time, five European members 
| (Finland, France, Italy, the Netherlands 
and Switzerland) boosted their shares. 

The issue surfaced when China's ad- 
mission was being negotiated during 
that year. By last November, nine other 
bank members had also signalled their 
wish to increase their stake in the bank. 
Apart from Japan and the US, the 
others were Bangladesh, India, In- 
donesia, Pakistan, the Philippines, 
South Korea and Sweden. 

The sticking point has been to settle 
on acceptable criteria for a capital in- 
crease. When the bank started in 1966, 
shareholdings were based on a formula 
with three components: GDP per capita 
(7096), tax revenue to GDP (1576) and 
total export value (15%). 

However, the ADB board is largely 


free to adopt any criteria it chooses for - 


| capital structure changes. The bank's 
:.| charter simply prohibits any reduction 
^| inthe aggregate shareholding of region- 

| al members below 60% while enjoining 
bigger shareholders to have “special re- 
gard” for any member country holding 
less than 6% of the stock. 









has given a disproportionate amount to 


An ADB board paper circulated at | 





Japan, the US and Sweden to boost ADB stakes 


Vote-buying in Manila 


Since 1985 the bank’s management 
has toyed with various SCI formulas, 
but none of these was accepted. 

ADB president Masao Fujioka's 
staff tried again last year when pro- 
posals for an SCI for the nine countries 
reached the board. Two formulas were 
offered, one for the bank’s 32 regional 
members and the other for its 15 non-re- 
gional members. 

According to this plan, any regional 
country wanting to change its share 
would have its present capital subscrip- 
tion (one half of the equation) weighed 
against GNP growth and current-ac- 
count receipts. Non-regional members 
would have been judged on their 
cumulative subscription to the ADF, 
the bank's concessional-loan faci- 
lity, and their current capital subscrip- 
tion. 


There was just one problem. "The 


criteria would not support most of the 
outstanding requests for special sub- 
scription increases," a recent bank 
memo noted. The applications from 


BUDGETS 


By which 
account? 


A forecast big deficit — 
upsets NZ policymakers 


By Colin James in Wellington 
NE Zealand Finance Minister 
Roger Douglas appears to have 
won a cabinet showdown with Prime 
Minister David Lange over the budget, 
due on 28 July. The majority of the 
cabinet accepted Douglas’ argument 
that a huge increase in the projected 
budget deficit had to be reduced by cut- 
ting spending and not by rolling back tax 
cuts. 

Ministers had been expecting a 
projected deficit of NZ$1.8 billion 
(US$1.22 billion) and both Lange and 
Douglas were confident that it could be 
trimmed by a further NZ$200-300 mil- 
lion to reduce it to the target level of 
2.2% of GDP. m 

But on 2 June, eee poe 
a projected deficit of NZ$3.2 billio 
about 5% of GDP. This was partly the 
result of a computer programming error 
but it also reflected the growing weak- 
ness of New Zealand’s economy and 


t — 





Bangladesh, Indonesia, India and the 
Philippines would probably fail under 
these draft SCI criteria. 

Ensnared by politics, the board then 
considered simply passing the buck to 
the bank's governors, direct representa- 
tives of its owners. But the June paper 
says “many directors were reluctant to 
support such a large number of special 
subscription increases . . . having signi- 
ficant impact on voting rights," while 
^some directors also pointed out that 
most requests . . . could not be justified 
[by] any of the criteria previously d 
cussed.” 


M une rights were, and are, at the 
heart of the issue. The ADB retains a 
high, triple A credit rating and can bor- 
row easily on the open market at any 
time. Funds are not a problem at a time 
when the bank is finding it a struggle to 
attract enough borrowers. More impor- 
tant is financial muscle-flexing by 
Japan. 

The SCI has ignited fears among 


| what Douglas called a "wish list" of 


spending proposals by ministers. 

The unexpected surge in the forecast 
deficit sparked a battle between Doug- 
las, who insisted on sticking to the origi- 
nal target by cutting spending, and 
Lange, who attempted to preserve 
room for more state spending on educa- 
tion, health and social welfare. Lange is 
the minister responsible for these si- 
tors, which are about to undergo f... 
reaching reorganisation. 

At a cabinet meeting on 22 June, the 
dispute was resolved in Douglas’ 
favour. Ministers endorsed his insis- 
tence on tightening control of govern- 
ment spending to complement his al- 
ready tight monetary restraint. 

Critics, including some Treasury of- 
ficials and the Reserve Bank, claim 
Douglas’ over-reliance on monetary 
controls has distorted his macro- 
economic policy and thrown most of the 
burden of restructuring the economy on 
the export sector. 

This is only partly fair for Douglas 
reduced the financial deficit — the def- 
icit in the budget before asset sales and 
privatisation of state-owned enter- 
prises — from 8.9% of GDP in 1983- 
84 to 2.296 in the year to 31 March 
1988. 

But even at this lower level it is gen- 
erally accepted that government fund- 
ing pressure on money and bond mar- 





some members that one or both eco- 
nomic superpowers intend to strength- 
en their grip on the ADB. The re- 
sult has often been fierce, behind-the- 
scenes tussling. 

The bank's rules require countries 
with 8*6 or less of regional voting rights 
to share a board seat. Indonesia, for 
example, now has 8.095% and a perma- 
nent seat. This will drop to 7.836% after 
the SCI, requiring closer consultation 
with New Zealand, now paired with 
Jakarta but holding only an alternate di- 
rector's chair. 

The outcome, however, is that de- 
spite rearguard action by some Euro- 
pean and Asean countries, only Japan, 
the US and Sweden will be able to boost 
their equity. The developed European 
member countries may win a quid pro 
quo, however: they want a stronger 
commitment from Fujioka about future 
European staffing at the bank. At pre- 
sent, a West German holds one of the 

ree vice-presidencies, and the Euro- 

eans want that slot "reserved" for their 
region. On this and other staffing mat- 
ters, they probably will get most of what 
they want. 

The European countries won addi- 
tional bank shareholdings in 1985 by 
pointing to, in proportional terms, “con- 
siderably higher" ADF contributions 
than capital stock shares. Japan relies 
on that argument as well, stressing that 
while its original ADB shareholding 
was 20.6276, its share dropped almost 


SIX percentage 
joints in the fol- 
lowing two dec- 
ades, even though 
both its economic 
strength and par- 
ticipation within 
the ADB had 
grown enormously. 


efore the third 

GCI, Tokyo's 
Shareholding was 
the 16.41% it will 
now regain after 
the SCI. "Japan's 
request for [SCI] 
has been found to 
qualify under any 
of the criteria con- 
sidered . . . in the 
past," Fujioka told 
the board. 

Before the April general meeting in 
Manila, Tokyo appears to have accepted 
that Washington is ready to match any in- 
creased ADB subscription by Japan. The 
US SCI request thus results only from a 
decision "to maintain the historically 
equal shares" of both countries. "The 
Ma euin omni Fujioka told the board, 
“is thus based solely on the desirability 
of maintaining parity with Japan." 

This situation may lead to a "free- 
ride" for the US, some bank sources 
said. They pointed out that, cumula- 
tively, Japan has given nearly 40% of 
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kets has forced in- 
terest rates up and 
raised the New Zea- 
land dollar by 1096 
since it was floated 
in 1985, despite New | 
Zealand having a far | 
higher inflation rate 
than its trading 
artners. 

Douglas had in- 
tended to keep the 
financial deficit at 
the same percentage 
of GDP in the cur- 
rent fiscal year, de- 
spite slashing com- 
pany tax from 48% 
to 28% on 1 April 
and reducing per- 


sonalincometaxtoa | Douglas: showdown victor. 


base rate of 24% and “———————_—_ 
a top rate of 33% . He aimed to achieve 
this by changing the way in which ad- 
vance tax payments by companies and 
the self-employed are calculated in 
order to stop them underestimating the 
amount they have to pay. 

But this was to have been a one-off 
windfall for this tax year because the 
higher payments would be deducted 
from the final settling of the tax account 
which is carried out the following tax 
year when the company’s or individual's 
income is known. 
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Next year, how- 
ever, ouglas 
hoped to have in 
place an overhaul of 
government depart- 
ments which will 
give chief executives 
of departments 
more flexibility — 
and more responsi- 
bility. The aim is to 
provide an incentive 
for chief executives 
to improve produc- 
tivity and to make 
savings. 

The surge in the 
forecast deficit 
threatened to throw 
his plans into disar- 
ray. But after a 
hard-fought cabinet 
battle it appears that Douglas convinced 
fellow ministers that the necessary sav- 
ings could be achieved by raising some 
government charges and putting heavy 
pressure on chief executives to cut 
spending. 

Douglas' tough stance is likely to win 
praise from the private sector, and par- 
ticularly the export sector, which is reel- 
ing under the effects of the recession. 

The markets, however, reacted un- 
certainly to the outcome of the cabinet 
tussle, especially when it appeared sev- 





| Fujioka: ‘erred’ in appointments. 
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ADF funds and 
nearly 57% of 
special, technical 
assistance money 
(TASF). By con- 
trast, Washington's 
ADF contribution 
has totalled only 
18.42%, while its 
TASF share was 
1.78% only. 
Sweden’s great- 
er stake is assured 


because it com- 
pletes the 1985 
European read- 


justment. Fujioka 
said Sweden's re- 
quest then "could 
not be included. . . 
because the re- 
quest had been 
temporarily with- 
drawn for internal budgetary reasons." 

A few Asean contacts, looking at the 
longer term, say the SCI could augur a 
time when Japan, either directly or via 
close working arrangements (as with 
South Korea), will begin to approach 
the 25?5 voting share that amounts to 
veto power on the board. 

However, most regional sources 
thought this unlikely, though most felt 
that Fujioka, a Japanese, had erred in 
recently appointing South Koreans both 
to à vacant vice-presidency and as the 
bank's chief economist. o 


eral days later that differences between 
Lange and Douglas remained. 

In a hastily arranged speech at the 
National Press Club on 29 June, Lange, 
while aligning himself with Douglas’ 
determination to hold down the deficit, 
said there would have to be tax changes. 
The markets promptly bid up five-year 
government stock by about half a point. 
And the New Zealand dollar bounced 
around within a 2 US cent trading 
range, 

Later that same day, Douglas, who 
had been consulted on the wording of 
Lange’s speech, tried to counter the un- 
certainty by insisting that the October 
tax cuts would go ahead as planned and 
that there would be no increase in the 
10% tax on goods and services. 

The next day the two issued a state- 
ment and Lange held a press conference 
at which he said he would be pleased if 
the deficit target could be reached with- 
out changes to the tax cuts. 

Investors remained unconvinced and 
on | July the stockmarket dropped 
about 2% . But, ironically, the hospitali- 
sation of Lange on 2 July after he suf- 
fered chest pains and the recall of De- 

uty Prime Minister Geoffrey Palmer 
rom an overseas trip to head the gov- 
ernment steadied the markets on 4 July. 
That evening Palmer announced the 
final decisions had been made and that 
Douglas’ deficit target would be met. D 
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| By Nick Seaward in Kuala Lumpur 

: yero and Malaysia have signed 
E a memorandum of understanding 
|. on the supply of Malaysian natural gas 
|. and water, ending three years of dogged 
|: negotiations that degenerated — on oc- 


| casion — into displays of commercial 


|- brinkmanship. 
|. The memorandum, signed by prime 
ministers Lee Kuan Yew and Datuk 
|} Seri Mahathir Mohamad on 28 June, 
4. was acclaimed as a victory for common 
^ sense and a sign of a more mature bila- 
4j. teral relationship. 
ok However, Singapore has conceded 
j] to Malaysia’s terms for both gas 
«and water. Singapore will pay a pre- 
||. mium for gas compared with the same 
| energy equivalent of medium fuel oil 
"(MFO), which it currently uses for 
= power generation. Singapore will pay 
for the new water works, but unlike 
earlier agreements, these will remain 
the property of Malaysia. 
; Under the agreement — which has 


.. mot been disclosed in full — Singapore 


Singapore agrees to Malaysia's terms in gas and water deals 


has undertaken to buy at least 150 mil- 
lion f? of natural gas a day from 
Malaysia, while Malaysia has agreed to 
sell Singapore amounts in excess of 250 
million gallons a day of fresh water, which 
it has the right to buy under the terms of 
two pacts signed in 1961 and 1962. 

The gas-purchase agreement is for 15 
years, though no time limit for the 
water-supply agreement has been men- 
tioned. It is understood that the extra 
water will be covered by the 1962 pact. 
The pact gives Singapore the right to 
draw water from Malaysia's southern- 
most Johor state until 2060. 

The agreement marks the end of pro- 
tracted negotiations that saw Singapore 
flirting with Indonesia over the pur- 
chase of gas from its offshore fields in 
the South China Sea, and Malaysia 
making threatening remarks about 
“weaning” Singapore off Malaysian 
water supplies. Neither side was willing 
to give way on the two main sticking 
points: the price ofthe gas and the ques- 





Bangladesh bréaks with tradition 





a By S. Kamaluddin in Dhaka 
B angladesh's garment exports have 
KA overtaken jute, the traditional 
<1: mainstay of the country's economy. Ex- 


|. ports of garments surged 43% in the 


^|. year ending 30 June, to reach US$435 
million against earnings from jute of 
US$339 million. 
«p The surge in garment shipments was 
disclosed by the Minister for Commerce 
H. M. A. Gaffar when he announced the 
new import-export policy for 1988-89. 
Gaffar said that export earnings for 
fiscal 1987-88 reached Taka 44.95 billion 
(US$1.22 billion), exceeding the year’s 
target of Taka 34.4 billion. Traditional 
rural-sector exports — including jute, 
tea and leather — used to account for 
more than half of the total. But last year, 
traditional exports totalled US$430 mil- 
c| lion compared with non-traditional ex- 
-| ports which grew 24% to US$790 mil- 


gp For the coming year, projected ex- 
^| port earnings are US$1.41 billion. Tradi- 


^| tional exports will account for US$495 
^4 million of the total and non-traditional 
.] items US$911 million. Garments exports 
-| are forecast to climb another 20% to 
:4 US$525 million. 


.|, Garment exports overtake jute as top export earner 


Imports for 1988-89 have been esti- 
mated at US$2.275 billion. To finance 
the import bill, the government will 
make available more than US$1.6 billion 
through the exchange market while 
another US$181 million worth of goods 
will be imported under special trading 


arrangements. The commodity assist- 


ance programme will provide a further 
US$500 million. 

Ruhul Amin Majumdar, chief of the 
export-promotion bureau, said domestic 
value-added content of garment exports 
has increased to more than 30?5. The in- 
dustry has diversified its products and 
started to develop markets in the Soviet 
Union and Japan, though the US re- 
mains the largest market. 

The target for tea exports has been set 
at 30 million kg, worth about US$48 mil- 
lion, an increase of 23% (up 26% in taka 
terms) on last year's US$39 million when 
Bangladesh exported about 28 million kg 
of tea. The government plans to ensure a 
regular container shipping service to 
Karachi, one of the largest tea markets, 
and to reduce freight charges on Biman, 
the national flag air carrier, for tea ship- 
ped to the Middle East. 
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water supply facilities in Johor. 

In the end, Singapore gave in on 
both. Its greatest concession was to 
agree to pay a premium for the gas. 
During his 1986 official visit to Kuala 
Lumpur, Lee had stated flatly that Sin- 
gapore would not pay a premium. 

Malaysia has argued that a premium 
should be paid, as gas is a cleaner fuel 
and gives cost-savings in handling. In 
1986, the state-owned petroleum com- 
pany, Petronas, was hoping to charge a 
premium of around 2076. Sources put 
the premium agreed by Singapore at 
around 7-8% of the average of the spot 
and posted prices of MFO in Singapore. 
This is broadly comparable to the pre- 
mium that Malaysia's Paka power sta- 
tion in Trengganu pays for its gas 
supplies. 

All that has been released officially 
on the premium is that Singapore will 
pay a minimum of S$20 million (US$9.75 
million) during the first vear of supply: 
the rate of 150 million ft} a day. Th 
guaranteed sum is over and above the 
price of the gas, which will be based on 
the energy equivalent of MFO in Singa- 
pore. 

At current prices and exchange 
rates, however, the guaranteed pay- 
ment of S$20 million implies a premium 
slightly more than 9%. Calculations 
based on accepted UN energy equiva- 
lent standards indicate that 150 milhon 
ft of natural gas a day would replace 
1.38 million tonnes of MFO a year in 
Singapore's power stations. The $$20 
million lump sum is therefore a $$14.50 
a tonne premium on top of the present 
average of the spot and posted price for 
MFO of S$159.50 a tonne. This does not 
take into account the 5% "diseconomy" 
mentioned by Hu. 

The water agreement is sweet and 
sour. Unlike the water facilities built in 
Johor in the past, the new dam, pipeline 
and installations will remain the pro 
erty of Malaysia. Singapore will pay f 
their construction and be responsible 
for their upkeep. However, it will retain 
ownership of the water treatment plant 
built on the Malaysian side. 

Singapore can derive comfort from 
the water prices. The charge will remain 
unchanged at 3 S cents per 1,000 gallons 
for water supplied under the 1961 and 
1962 pacts. Presumably, the price of 50 
S cents per 1,000 gallons at which Singa- 
pore currently sells 9 million gallons of 
treated water a day back to Malaysia 
will remain unchanged, too. 

Sources say that no limit has been 
placed on the extra water that Singa- 
pore may draw in excess of the 250 mil- 
lion gallons a day. However, the price of 
the additional supply will be higher than 
before, based on a percentage of the 
average tariff rates in Singapore and 
Johor. This mechanism provides 
Malaysia with the option of forcing up 


the prices charged by Singapore to = 


consumers. 


of ownership of proposed new | 









out to be an event that goes down in your company’s history. 


The Swiss are old hands at organizing congresses. 
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Ihe Swiss Federal Diet held at Baden in AD 1531. Copperplate engraving after a chronicle entitled 
"The Fellowship of the Confederacy" 





[his typical 


clock is à 
distinctive feature 
Ol Swissotel 
Hotel Inter- 
national Zurich, 
Hotel Président 
Geneva, 

Hotel Bellevue 
Palace Berne, 
Hotel Le Plaza 
Basle, 

Le Lausanne 
Palace, 

Le Montreux 
Palace, 
Amsterdam Ascot 
Hotel, 

Hotel Le Belson 
Brussels, 

[he Bosphorus 
Swissotel Istanbul 
(opening summer 
1990), 

[he Drake Hotel 
New York, 

The Lafayette 
Hotel Boston, 
[he Swiss Grand 
Hotel Chicago 
(opening August 
1988), 

[he Swiss Grand 
Hotel Beijing 
(opening end ol 
1989). 

The Crystal Palace 
Hotel Tianjin/PR 
of China, 

[he Swiss Grand 
Hotel Seoul 

For information 
and reservations 
please contact the 
hotel directly, 
Swissair Nestlé 
Swissotel Ltd., 
CH-8050 Zurich- 
Airport, Switzer- 
land, your travel 
agent or Swissair/ 
HORIS 
Swissotel - 

SWISS precision in 
hospitality 


The Swiss not only have a long history of well-organized business congresses and seminars. 
They also have a great future. Take the hotels in the Swissótel group, for example. Whether 
in Europe, America or Asia, they all have the facilities and the equipment, together with the 


consultants and technicians, to ensure that your function goes off without a hitch. It may even turn 


swissótel 4” 
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Treasure island 


Developers cash in on Phuket's tourist potential 


By Paul Handley in Phuket 


fter a year of stunning growth in the 

number of tourists visiting Thai- 
land, investors are beginning to talk of 
the southwestern island of Phuket as re- 
sort which could soon rival the successes 
of Hawaii. 

Several thousand new hotel rooms, 
mostly first class, are being planned, in 
addition to the 9,000 that the Tourism 
Authority of Thailand (TAT) estimates 
will be available by the end of this year. 
There are already nearly twice as many 
hotel rooms in Phuket as there were two 
years ago. 

The island's hoteliers and their bank- 
ers expect Thailand's tourist boom, 
which has also benefited Bangkok 
(where 2,000 new hotel rooms are plan- 
ned for this year) and other areas, to 
continue. They expect at least 10% 
more visitors on average each year be- 
tween now and 1995. TAT forecasts 
that visitor arrivals to Thailand should 
increase this year to 3.8-4 million, up 
from 3.48 million in 1987, which was 
23.6% above the 1986 total. 

However, the outlook is clouded by 
two factors — the unwillingness of the 
authorities and national carrier Thai In- 
ternational (THAI) to allow other air- 
lines to fly more often to Phuket, and 
the lack of control over development. 
Without the right controls, Phuket 
could easily become a large version of 
the Pattaya resort town, with its pros- 
titution, drugs and polluted beaches. 

Bankers and hoteliers on Phuket say 
that TAT's estimates of planned hotel 
projects are too low. They suggest that 
in 199] there might be 2,000 rooms 
more than the authority predicts. 

In addition, shadowy Swiss ship- 
owner-banker Bruce Rappaport wants 
to develop a US$350 million project for 
the 1990s. Details have yet to be publi- 
cised, but it involves between four and 
seven hotels, two golf courses and a 
health spa development to be built on 
leased Treasury land at the northern tip 
of the island. A number of hoteliers are 
concerned that such a development 
could create a room glut. 

But others are moving quickly, re- 
gardless of such fears. The Thai Wah 
Group, which owns large tracts of land 
adjacent to its Dusit Laguna Hotel at 
the north of the island, is reported to be 
preparing to build two more hotels, with 
a total of 600 rooms, and a golf course. 
Dusit Thani Group, manager of the 
Dusit Laguna, is known to be looking 
for beach property on the island. 

One Phuket banker who declined to 
be identified said his bank was prepar- 
ing finance for a Thai-European joint 
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venture of up to 800 rooms. “We predict 
20-25% growth in arrivals yearly for the 
next three years," the banker said. In 
addition, seven hotels totalling more 
than 1,000 rooms are planned or under 
construction in Phuket City, well away 
from the beaches. 

Other bungalow and hotel projects, 
not included in TAT projections, are 
under way on the quieter western 
beaches. 

The interest in Phuket is generating 
ambitious talk. The Japan International 
Cooperation Agency 
(JICA) is conducting a 
study of Phuket as a 

lobal island resort, 
ike Hawaii. Hoteliers 
agree with the poten- 
tial. “You need a criti- 
cal mass like Hawaii" 
to take off, said one. 
"Japanese feel Hawaii 
is overcrowded now." 

JICA's study fore- 
sees a demand in 2001 
for 19,000 rooms cat- 
erng to 1.2 million 
visitors. This kind of 
prediction, say TAT 
and Japanese sources, 
anticipates a rush of 
Japanese hotel pur- 
chases and new deve- 
lopments aimed at the 
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Patong hotel development: lack of controls. 


But current transport plans mean 
that not enough tourists can reach the 
island to fill the available rooms, said 
Jamlong Ratanapan, head of the 
Phuket TAT office. THAI does not 
have enough seats on domestic and in- 
ternational flights, and it cannot, by 
itself, cope with the projected demand 
for Phuket. Other aiilinés are itching to 
bring in more regular-flight and charter- 
flight passengers, but few have been 
granted permission. 

The lack of policing of planning goals 
also remains a serious threat. On the 
busiest beaches, hotels are pumping un- 
treated sewage into the sea, though the 
effects so far are minimal. Building 
codes are being ignored. At the same 
time, open-air bars with prostitutes are 
spreading from Patong beach, their 
traditional stronghold, to other loca- 
tions. Oo 
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currently ill-served Ja- 
panese visitors. According to island 
sources, Japanese investors have al- 
ready made substantial land purchas- 
es. 

Meanwhile, the Thai Government is 
attempting to boost the island's infra- 
structure. But the speed of tourist deve- 
lopment has already overtaken its long- 
term water and electricity planning. 
This will undoubtedly act as a brake on 
future development, though many 
hotels are installing their own power 
supplies. Water, however, remains a 
much bigger problem. 

Road construction is moving at a 
rapid pace. Too rapidly, complain 
hoteliers on popular Patong Beach, 
where builders did not wait for the end 
of the high season to start constructing 
a main road skirting the beach. 

A major stumbling block in the way 
of the island's ambitious plans is the re- 
ticence of THAI to open up the skies for 
more flights. Phuket airport's newly 
lengthened runway will be able to take 
wide-bodied aircraft, and the govern- 
ment is to install advanced instrument- 
landing facilities. Next year, the termi- 
nal will also be expanded. 





FINANCE 


Red faces in 
Japan's MoF 


Small bank ignores official 
instructions on lending 


By Nigel Holloway in Tokyo 

Japanese Government investiga- 

tion into a bank for small business is 
embarrassing the powerful Ministry of 
Finance (MoF). For the past three 
months, MoF's inspectors have been 
checking the books of Daiichi Sogo 
Bank, which is alleged to have been in- 
volved in some questionable lending to a 
property company. 

The inspectors are sufficiently un- 
happy with what they have found at 
Daiichi, one of 68 sogo banks in Japan 
which provide loans to businesses with 
less than 300 employees, to bring the 
bank under MoF’s strict supervision. 

Daiichi is said to have lent the prop- 
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Promoter with a past is behind hotel scheme 


B Rappaport, who in March 
announced plans to invest US$350 
million in seven resort hotels in or near 
Phuket, is far better known in the ship- 
ping industry than as a hotelier. His 
most widely publicised previous activity 
in the region was his role as agent for 
Pertamina, the Indonesian state oil 
company, in its early 1970s tanker-buy- 
ing spree which eventually forced the 
country to reschedule billions of dollars 
of foreign debt. 

Rappaport's activities then were 
based on  well-maintained political 
links, and he appears still to be follow- 
ing the same route. The name he has 
suggested for his planned Phuket deve- 
lopment is "Prem Resort," a shameless 
play on the prime minister's alleged 
verity. But he has offered no details, 

er than that it would be on 1,100 
auès Of Phuket land leased from the 
Treasury. 

Sources told the REVIEW that Rap- 
paport wants to build four hotels on 
Phuket, with two golf courses, and 
health facilities, targeted at European 
spa-goers. Three more hotels would be 
built on the coast of Phang Nga pro- 
vince, just north of Phuket. It is unclear 
whether Rappaport plans to invest him- 
self, or simply arrange investors for the 
project. A Treasury source said Rap- 
paport had said he has already lined up 
substantial bank support. 

The Phuket land is part unused 
sandy scrub land, and part swamp, 
straddling the northern tip of the island. 


Originally the Treasury declined to call _ 


erty-development company Mogami 
Kosan more than ¥80 billion (US$595.2 
"lion), far beyond the limits on loans to 
: company. The Tokyo public pro- 
secutor has questioned the bank presi- 
dent, Chihiro Kobayashi, about his links 
with Mogami Kosan. Mogami Kosan is 
also being investigated for allegedly rig- 
ging the price of land in western Tokyo. 
Daiichi is said to have lent Y5.6 billion 
for the project. 
The bank seems to have ignored MoF 
j instructions. In a regular bi-annual 
| check by the MoF in August 1986, 
| Daiichi was found to have lent Y 30 bil- 
lion to Mogami Kosan. Although the 
MofF told the bank to cut its loan to the 
| firm and to report every three months, 
| lending to Mogami Kosan kept on rising. 
A Daiichi vice-president and two direc- 
| tors have resigned, but Kobayashi has 
refused to step down, despite reported 
: requests from the MoF and the sogo 
* banks’ association. Kobayashi was re- 
_ elected president at the bank's annual 
| general meeting on 29 June. 
- All this seems surprising in view of 
B the MoF's tight control over the banking 





bids for the lease of the land because 

peed ag Pide offer was already very 

good. However, after some opposition, 
other bids were called in mid-June, with 
an end-October deadline, according to 
a Treasury official. 

Rappaport is not known to be in the 
hotel business elsewhere. His hundreds 
of companies, mostly shipping and oil- 
oriented and often linked through shell 
companies registered in Hongkong, 
Liberia and Panama, comprise the Inter 
Maritime group, with the Swiss-based 
Inter Maritime Bank, and refineries in 

| Belgium and Antigua, at its core. 

| enior government sources say Rap- 
| paport, who is a close friend of Deputy 
| Prime Minister Chatichai Choonhaven, 
| is actually bartering for control of Thai 
| Maritime Navigation Co. (TMN), the 


Thai flag line with debts put at Baht 300 | 


million (US$11.9 million). TMN is a 
long-mismanaged firm over which Thai 
interests have haggled for control for 
| years, because of its access to state car- 


$ : 


| goes, especially military supplies. 
| I? the past couple of years, TMN has 
| laid up its vessels and trimmed most of 


| its staff as it came under the influence of 





| another state-controlled line, Unithai, . 


in which Rappaport’s Inter Maritime 
group reportedly has a shareholding. 





| sels allegedly chartered at above-mar- 
ket rates through a chain of companies 
possibly linked to Inter Maritime. 
If the scenario suggested by one 
senior Finance Ministry official is cor- 


system. Daiichi’s president from 1976- 
84 was a retired MoF official and 
another former ministry man was on the 
board until 24 May 1988. They had got 
there by the process known as 
amakudari (literally, descent from 
heaven), the provision of jobs in business 
for retired bureaucrats. In Japan, as 
elsewhere, it helps if a firm is well con- 
nected — in this case with former col- 
leagues in the MoF. 


D aiichi is not the only sogo bank to have 
got into trouble. Heiwa Sogo was 
investigated by the MoF between August 
1985 and January 1986 for lending large 
sums to firms related to Heiwa’s direct- 
ors. The bank was subsequently ac- 
quired by Sumitomo Bank. In the past 
10 years, Taiko and Tokuyo were two 
other sogo banks which were investi- 
gated by the MoF for dubious loans. 

An advisory body to the MoF last 
month issued a report recommending 
that sogo banks should be allowed to be- 
come full commercial banks without 
being expected to specialise in lending to 
small business. Once this change is put 
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This year TMN has been operating ves- | 
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| Meese. 


rect , Rappaport wants to build the Prem 


Resort in exchange for some form of © 
| control over TMN, or TMN's vessel ac- — 
quisitions, with exclusive access to gov- 
ernment cargoes, including, possibly, 


oil imports. 


Rappaport has long been involved in - 
the transport of oil, for Thailand as well. | 


as Indonesia. During the crisis in 1976. |. - 


over the rescheduling of massive debts 
run up by Pertamina, it surfaced that 


Rappaport had made hefty personal [t 


loans to the then Pertamina chief, Ibnu 
Sutowo. Indonesia accused Rappaport 
of vastly overcharging for vessel char- 
ters and purchases he brokered for Per- 
tamina. 

Rappaport's closest friend in the 
Thai Government appears to be 
Chatichai. This friendship probably 


goes back to Chatichai's stint as ambas- | 
sador in Geneva in the late 1960s. — 


Chatichai's connections proved impor- 
tant when Thailand secured oil supplies 
from the Middle East in the 1970s, often 
shipped by Rappaport-controlled vessels. 

Most recently Rappaport has e 
ped up in another large and well-publi- 


cised deal. He was alleged to have ar- - 


ranged a political deal with Israel in 


1985 which guaranteed the safety of a. 
PE to be builtin | 
| e pipeline was never — 
built, but subsequent — and unproven . 
| — accusations suggest Rappaport was - 


US$1.1 billion oil 
Iraq by Bechtel. T 


involved in offering payoffs to the Is- 


raeli Labor Party, led by his friend Shi- — 
| mon Peres. Intrigue surrounding the 
project has recently brought tremend- . 
i ous pressure to resign on US Attorney - 
General Edwin Meese, who is linked | 
to the deal via Robert Wallace, a . 
friend of Rappaport's and lawyer for | 
— Paul Handley 


into effect, a number of sogo banks are | 





likely to merge, with the possibility of | . 


some being taken over by city and re- 
gional banks. Despite doubts about 
Daiichi, its share price has risen by half 
this year in anticipation of a takeover. 

For the past couple of years, sogo 
banks’ traditional market has been in- 
vaded by credit associations and the big- 
ger banks. Because of increased compet- 
ition, many sogo banks have turned to 
riskier ventures, such as property 
financing. Daiichi was one of the most 
aggressive real-estate lenders in Tokyo, 
earning it the highest profit margin of 
any sogo bank. 

A decline in Tokyo’s property prices 
since mid-1987 is worrying many banks 
which have lent heavily to developers 
and speculators. Two small Tokyo prop- 
erty companies went broke in February, 
each with liabilities of more than ¥8 bil- 
lion. Commercial-bank lending to prop- 


erty firms totalled Y28 trillion in March |. : 


1988, a tenth of outstanding loans, 
excluding the use of property as collat- 


eral for bank loans and house lending to. | 


individuals ( € 22 trillion). 
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Apple of Taiwan’s eye 
. Acer sees a world market for its computers 


| By Jonathan Moore in Taipei 


cer Inc., already Taiwan’s largest 

maker of personal computers, 1s 
aiming to become Taiwan’s first hi-tech 
multinational corporation. To do this, it 
is adopting an aggressive international 
marketing strategy aimed at topping 
US$1 billion in sales within two years 
and adding higher-end, multi-user pro- 
duct lines to integrate with its lower- 
end, PC-compatible machines. To help 
fund its upward iios Acer will go pub- 
lic at the end of the year. 

Already, the target date of a five- 
year plan that was to see turnover reach 
US$1 billion by 1991 has been advanced 

^| to 1990. President and founder Stan 
| Shih bases his confidence on Acer 
| having achieved 12 years of growth av- — 
| eraging more than 100% a year. 
"In the information industry, 
the opportunities are unlimited," 
Shih said. "But in order to [meet] 
future productivity [targets], we 
need to plan ahead for new build- 
ings and more people. We are 
. planning to expand by 1,000 new 
employees a year." 
Last year Acer showed its 
determination to succeed in the 
US market, and in the more 
sophisticated, multi-user systems 
market when its wholly owned US 
"Subsidiary, Acer Technologies 
© Corp. paid US$4.4 million to buy 
| Counterpoint Computers, a Sili- 
— |. con Valley firm making multi-user sys- 
tems, which are centralised office com- 
puters with multiple user stations. 

Acer's aggressive approach makes it 
unusual in the Taiwan business world, 
which is dominated by small and 
medium-sized traditional manufacturers, 
most of which are technology copycats. 
Rising labour costs and a sharply re- 
valued local currency have forced many 
of Taiwan's exporters to accept lower 
profits in an attempt to defend dwindl- 
ing market shares. 

Acer has survived rampant apprecia- 
tion of the NT dollar in the past two 
years because labour costs in the high- 
value added sectors are still competitive 
and also, while most of its manufactur- 
ing is in Taiwan, its earnings have not 
been dependent on sales to the US, 
where the exchange-rate fluctuation has 
hit Taiwan's exporters the hardest. Shih 
said in three years time he might con- 
sider moving some production to South- 
east Asia, but there are no plans to do so 
at present. 

Despite gaining a 2% slice of the 
world PC market, Acer faces an uphill 

marketing battle in overcoming Tai- 
wan's poor reputation as a source of 


primarily 
goods. 

To help create a sharper interna- 
tional image, Acer changed its name 
last year, from Multitech, which it con- 
sidered too generic, at a cost of about 
US$6 million. 

Shih founded Multitech as mainly a 
trading firm in 1976 with an initial in- 
vestment of US$25,000. He had five co- 
founders, 11 employees, and a steadfast 
belief in the potential of microprocessor 
technology. 

By 1987, after-tax profit had climbed 
to NT$484 million (US$18.3 million) on 
consolidated revenue of NT$10.4 bil- 
lion. This. year’s earnings are projected 
to be NT$636 million on revenue of 
NT$15 billion. Acer has a working capi- 


low-quality manufactured 
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ACER IN FIGURES 












tal of NT$1.39 billion and a debt/equity 
| ratio of around 1.5:1. 

The Acer group in Taiwan now in- 
cludes a trading firm, a venture capital 
company and a publishing house pro- 
ducing computer books and magazines, 
while overseas operations include sales 
branches in the US, West Germany, 
Britain and Japan. It also has overseas 
manufacturing and research and deve- 
lopment (R & D) subsidiaries, Acer 
Counterpoint and Acer Laboratories, 
based in San Jose, California. 


AS production volume was 260,000 
PCs in 1987, and is expected to 
double this year. The company is ex- 
panding its factory space from 580,000 
f? to 1 million ft? by the end of next 
year. PC sales now generate 9096 of 
Acer's revenue, with just over half of 
these being Acer brand name sales, and 
the rest made for other computer com- 
panies on an original-equipment manu- 
facturer basis. Shih hopes that by 1990 
PCs will only make up 50% of the total, 
with the company's new product lines 
contributing the rest. 

Analysts familiar with the company 
believe it has a good chance of achiev- 
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| strong management and its success in 














lis rapid expansion because of its ` 


developing its brand name. However, 
there are suggestions that management 
is not as strong in finance as it is in 
technology and marketing. Industry ob- 
servers point out that Acer has fairly 
high leverage for a company with rapid 
expansion plans. | 

But Acer's plan to go public will give 
it an important boost, they said. The 
company has already completed the 
first stages of the plan, with private 
placements to a local investor, Conti- 
nental Engineering Co., which has 17% 
of the company’s stock, and to six inter- 
national financial institutions including 
Chase Manhattan, which together hold 
13%. Acer employees own the remain- 
ing 7076. A public offering is planned 
for the end of October. 

Acer's marketing strategy has been 
to sell Acer brand computers directly in 
Taiwan, where it has a 50% market 
share for brand-name PCs, and to deve- 
lop distributor networks in 69 countri 
beginning with less competitive mark. .. 
such as Chile, Greece and Scandinavia. 
The company has moved into the 
US market only in the past two 
years. Eighty-six percent of Acer's 
sales now are overseas. 

From the start, Acer has made 
creative use of local talent. Taiwan 
has an abundance of engineering 
and science graduates who work for 
about a third what US companies 
pay for equivalent jobs. More im- 
portant, says Shih, is the manage- 
ment philosophy that has enabled 
the company to solicit commit- 
ment from its workers through in- 
centives including promotions and 


REVIEWTABLE by Andy Tang employee stock ownership . 


The employee stock plan is unique. 
Since the company’s early years, em- 
ployees have had the choice of receiving 
part of their pay cheques in share op- 
tions. This enabled Acer to raise the 
capital it needed to grow out of its sta 
up phase as a PC clone maker, ana n 
also bound the financial fates of its em- 

loyees with its own, thus ensuring their 
oyalty. 

Acer has benefited from emphasis- 
ing research. The company spends 5% 
of its earnings on R & D each year, 
which is a lot in Taiwan because the 
R & D dollar spent here goes about 
twice as far as it does in the US. Of 
Acer’s 3,639 employees, 500 are in 
R&D. 

Computer industry experts say 
Acer’s dedication to R & D has put it in 
a good position to keep pace with kev 
technology developments as it has the 
ability to design its own application- 
specific integrated circuits (ASICs). 
The electronics field is increasingly be- 
ing led by companies with the cutting-edge 
technology necessary to create these 
customised chips. Acer’s success will 
depend on its ability to exploit this capa- 


bility, they say. a 
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Comfort can go along way in making a flight seem shorter. That's why our first 
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SHIPPING 


Terminal optimism? 


Manila plans to modernise its neglected port facilities 


By Michael Westlake in Manila 

j ee Philippines is planning to re- 
vitalise its cash-strapped shipping in- 

dustry and hopes to turn Manila into a 

regional trans-shipment centre to rival 

Hongkong, Kaohsiung, Singapore, and 

Bangkok. 

The government recently unveiled a 
US$86.69 million scheme to rehabilitate 
run-down facilities in Manila's north 
and south harbours and to design a new 
breakbulk-cargo terminal. And in May 
it signed a US$455 million contract to 
renovate the capital's dilapidated contain- 
er terminal and operate it for 25 vears. 
Discussions are also taking place on the 
"ding of a new air-cargo terminal. 

Jn top of these basic infrastructural 
moves, the government is attempting to 
rationalise the multi- 
layered bureaucracy that 
dominates the shipping 
sector. There is talk of the 
Philippine Coast Guard, 
the Maritime Industry Au- 
thority and the Port of 
Philippines Authority 
being combined in one 
body to avoid duplication 
of effort and inter-agency 
squabbling. 

Meanwhile, in a bid to 
boost the flagging fortunes 
of the country’s ship- 
owners, the government is 
considering offering tax 
breaks and other incentives 
to encourage ownership of 
foreign-going vessels in- 
stead of the system of 
^7"?boat charters operat- 

under the Philippines flag which has 
been the practice until recently. 

All these moves are badly needed. 
The industry has long been neglected by 
officialdom. With the collapse of the 
economy under former president Fer- 
dinand Marcos, there was an almost 
total lack of investment in and mainten- 
ance of port facilities. 

But efforts to rejuvenate the industry 
and to create a major shipping hub are 
likely to be dogged by the political in- 
fighting and rivalry which has so far 
dominated the award of key contracts. 

The container-terminal contract, for 
example, sparked off a nine-month cir- 
cus in which labour unions, stevedoring 
companies and other port users hurled 
accusations of inefficiency and cronyism 
at each other through the media, the 
courts and in debates in the House of 
Representatives. The melee was only re- 
solved when President Corazon Aquino 
stepped in to push the deal through 
without further delays. 
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Port of Manila: shocking state. 


Even then, a sulky statement by the 
House, which grudgingly recognised 
Aquino's right to take independent ac- 
tion, argued the contract was a "legisla- 
tive franchise." But the House said it 
would leave the final decision on who 
had the authority to approve the con- 
tract to the courts. A lawsuit challeng- 
ing Aquino's decision has since been 
filed by one of the unsuccessful bidders. 

The winning group was International 
Container Services Inc., which com- 
prises E. Razon Inc. (46.75% ), the local 
stevedoring company which via an as- 
sociate ran the container port until 
ousted for inefficiency in 1986; Anscor 
Container Corp. (46.75%), owned by 
the Soriano family of San Migel Corp. 
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fame; and Sea-Land Orient (6.596 ), the 
Hongkong subsidiary of the US-based 
container line Sea-Land Corp. 


he container contract, which will run 

for 25 years, involves a total lease 
payment of US$319.6 million for the 
terminal. In addition, the group will pay 
the government a rising share of rev- 
enues — 12% in 1988-90 to 20% in 1997- 
2012 — estimated at about US$135.7 
million. The whole contract is subject to 
revision or cancellation if container 
throughput falls more than 20% below 
the groups's projections. 

Under the deal, E. Razon will run 
the day-to-day operations of the Manila 
International Container Port, Anscor 
will provide the capitalisation and Sea- 
Land the computer-based container 
tracking and control systems. About 
US$52 million is to be invested in equip- 
ment. Eight second-hand container 
straddle-carriers are already en route to 
Manila from Kuwait. 







Two new container cranes have also 
been ordered. But because of their cost 
and the delay in awarding the terminal 
contract, the orders were not finalised 
until recently. As a result, the port's 
facilities will be under used for about 
nine months, putting the entire business 
plan behind schedule. 

The group hopes to attract the over- 
seas shipping lines which now connect 
with feeder lines serving other ports in 
the region. Manila can offer shorter, 
and thus more frequent, trips at low- 
er cost to Indonesia, Brunei, East 
Malaysia and Micronesia. It hopes to 
build up annual trans-shipment traffic 
from an estimated single weekly main- 
line vessel, lifting 7,800 20-ft container 
equivalent units (teus) in 1989, to eight 
vessels a week, lifting 260,000 teus in 
2012. 

A further attraction for foreign ship- 
ping lines is that Manila's trans-ship- 
ment charges at US$87 per 40-ft con- 
tainer are far lower than those in Hong- 
kong (US$194) and Kaohsiung 
(US$187). Only Bangkok (US$86.33) 
and Singapore (US$68) 
offer lower rates, But the 
group says that Singapore’s 
daily port charges for a 
1,566 teù vessel are 
US$4,236 and Bangkok's 


US$2,623. Manila’s, it 
says, will be US$2,095 
(against Hongkong's 


US$1,530), giving it near 
parity in terms of combined 
costs and a distinct advan- 
tage when it comes to dis- 
tance. In addition, once the 

rt is up and running it 
is unlikely to suffer the 
congestion which is troubl- 
ing some of its rivals. 

But while the plan 
seems attractive, the group 
had to pay a high premium 
for the contract. Its bid for 
the 25-year lease was about 25% more 
than its nearest rival. Its total bid is 
thought to have been four times the next 
highest figure. 

Insiders say the state of the port 
came as a shock to some of the group. 
One member told the REVIEW: "It's in 
terrible condition, worse than we ex- 
pected. The contract said we have to 
take it as is, but we didn't know it was 
going to be so bad." 

Part of the reason is that since the 
last operator lost the contract, the ter- 
minal has been run by the Port of Philip- 
pines Authority, which had no experi- 
ence and no mandate or budget to buy 
spares for the foreign-made equipment. 
As à result, the two existing container 
cranes no longer work. 

Nevertheless, a group insider told 
the REVIEW he was confident of the 
port's potential. But he emphasised that 
the port must be made to work before 
there can be any hope of attracting busi- 
ness from its rivals. o 
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COVER STORY ~ COMPANIES 


On the road back 


apan’s second-largest car manu- 

facturer, Nissan Motor, is in the mid- 
dle of what may be one of the most am- 
bitious corporate turnarounds attempt- 
ed by any Japanese company: in the 
1980s. In the past three years, the com- 
pany has reorganised the way it designs 
cars, the way it sells them and, after 
years of conflict with its company union, 
the way it makes them. 

The changes have born fruit in a 
sharp improvement in earnings. Nissan 
reported a ¥47.6 billion (US$364.8 mil- 
lion) operating profit for its 1987-88 fis- 
cal year — reversing the ¥8.4 billion loss 
sustained in 1986 when yen revaluation 
abruptly wiped out earnings in the US 
market. 


To match its improved earnings, Nis- 
san has proved in the past year that its 
cars are no longer the dowdy, middle- 
aged vehicles some people had come to 
expect. Models like the 3-litre Cima, the 
Be-1 and the Bluebird Attessa have 
received compliments for their style 
and performance. Yet market share in 
Japan continues to slip, as older models 
lose ground. Exports have fallen rapidly 
in the past few months reflecting what 
seems to be a deliberate decision to 
cut down excess inventory levels in the 
US. 

Nissan’s tragedy is that it may have 
restructured itself just a bit too late. Al- 
though Japan’s home market for passen- 
ger cars has boomed since mid-1987, 


competition in the key US market has 
grown extremely rough with the arrival 
of South Korea as a powerful force at the 
bottom end of the market. Overproduc- 
tion by newly established Japanese 
plants in the US could do even more 
harm to established producers such as 
Nissan. 

Nissan president Yutaka Kume said 
the company has only just begun to earn 
a return on the US$750 million invested 
in its Tennessee truck and passenger-car 
plant between 1982 and 1985. Industry 
analysts say that even if the Tennessee 
project prospers, Nissan may take 
longer to recover its original yen costs 
than ventures launched by rivals after 
the US dollar started depreciating in late 
1985. 

Nissan's US problems mean that the 
next two to three years will make or 


Nissan finds new fight to hold its ground 


New look, new life 


By Charles Smith in Tokyo 
Nissan's top manage- 
ment — and a lot of 
employees at other 
levels — think the 
company has at last 
Pad Started to get a grip 
- "Ion its problemes: The 

" EÁ man responsible for 
changing the mood has been Yutaka 
Kume, the soft-spoken 67-year-old en- 
gineer who took over as company presi- 
dent in July 1985 at a time when the fu- 
ture looked stormy. 

Kume has managed to cut produc- 
tion costs and revive the company’s flag- 
ging finances. He has also introduced a 
design philosophy which means that 
Nissan now builds cars designed by 
young engineers with specific groups of 
people in mind, rather than churning 
out functional but uninspiring 
models approved by top manage- 
ment. More important has been 
the sense of excitement and 
change that pervades  Nissan's 
Ginza headquarters in central 
Tokvo. 

Nissan staff members who were 
once self-satisfied to the point of 
complacency now readily admit 
that the company is in a state of 
creative turmoil in which Kume is 
the chief shaker. The same fresh 
breezes seem to be blowing 
through the Nissan group — a fam- 
ily of 163 companies, many of 
them owned or controlled by Nis- 
san, whose job is to supply the par- 
ent with parts and components. 

Kume's attempts to rationalise 





Nissan's top-heavy domestic sales sys- 
tem, which consists of five independent 
dealer networks, each answering to a 
different head-office department have 
yet to make much progress. They may 
well be running into some obstruction 
from the surviving bureaucrats at head 
office. But reports from the field 
suggest that dealers have at least stop- 
ped lowering sales targets and cutting 
advertising budgets as some were doing 
until a year or so ago. 

Kume credits his predecessor, 
Takashi Ishihara, with the first big 
breakthrough in Nissan's efforts to re- 
structure itself. In late 1984, after years 
of battling against a dictatorial company 
union president, who had the backing of 
some of Nissan’s top management, 
Ishihara established the right of man- 
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agement to manage without continually 
seeking union approval of its decisions. 

Without this change, efforts by top 
management to revitalise the company 
would probably have got nowhere. But 
Kume conceded during a lengthy inter- 
view with the REVIEW that much re- 
mained to be done at the end of the 
Ishihara period. And he takes a consid- 
erable share of the credit for what has 
happened since. 


shihara's long battle with the union 

left Nissan with a —€— dented pub- 
lic image and a low level of productiv**™ 
In the three years since the “v 
ended, a more compliant union has en- 
abled Nissan to knock more than ¥200 
billion (US$1.53 billion) off its domestic 
production costs — at least half through 
automation. This will accelerate 
from now on, says Kume, though it 
may still take two or three years to 
catch up with Toyota. 

In trying to restore corporate 
morale, Kume may have actually 
been helped by the loss Nissan 
suffered during the first half of 
its 1986 fiscal year, when yen re- 
valuation wiped out profits from 
the US market. Executive manag- 
ing director Atsushi Muramatsu 
says the  *19.7 billion loss, 
Nissan's first in more than 
50 years as a public company, 
produced a crisis of confidence 


which helped to prepare the 
way for some fairly radical 
changes. Kume used the op- 


portunity to shake up Nissan's 
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break the company, with profits possibly 
coming under pressure again as the 
domestic car boom subsides. But Nissan 
may be better placed to take the strain 
than some of the smaller Japanese car 
makers which have bet equally heavily 
on the US market. The company has a 
1:1 debt-equity ratio, considerably bet- 
ter than any other car maker except 
Toyota. 

Another strength is its hidden re- 
serves, including real estate in central 
Tokyo. These were estimated at “several 
trillions of yen” by executive managing 
director Atsushi Muramatsu, who also 
points to the existence of a ¥1 trillion 
share portfolio. Muramatsu said Nissan 
has enough financial muscle to handle 
whatever challenges lie ahead. What 
may matter more is that Nissan 


finally seems to have decided where it 
wants to go — and persuaded its com- 
pany union to agree on how best to get 
— Charles Smith 


there. 








management system, tacitly discarding 
many traditions inherited from earlier 
presidents. 

According to a former Ishihara aide 
who left the company in 1986, Nissan 
was managed during the early 1980s on 
an extreme version of the top-down 

rinciple, with Ishihara reaching most 
cey decisions in private after reading 
written memorandums from deputies. 
Kume's approach has been to delegate 
power to younger people, freeing the 
president himself for frequent visits to 
factories and dealers. 

During his first two-and-a-half years 
in office, Kume claims to have visited 
each of Nissan's five main Japanese as- 
sembly plants four times and each block 
of dealers twice. Complaints by some 
dealers that Nissan still reacts in a nega- 
tive or bureaucratic manner to pro- 
posals for improvements in the com- 

y's marketing system suggest that 

management may still not be aware 
ot what is happening at the grassroots. 
But Kume appears at least to have made 
a start in breaking down barriers. 

Nissan's geographically scattered 
layout, with factories dotted over most 
of Japan, may be one reason why presi- 
dents of the company have traditionally 
stayed away from the shop floor, prefer- 
ring to rule from their Ginza headquar- 
ters. Another reason for the aloofness 
of previous top managements may have 
been the choice of candidates for presi- 
dent. Kume's three predecessors in- 
cluded an ex-banker (transferred from 
the Industrial Bank of Japan, Nissan's 
main bank), a personnel specialist and 
an accountant (Ishihara). This contrasts 
sharply with the Toyota tradition of 
training engineering graduates from tlie 
founding Toyoda family as future top 
management material. 

Less radical than his changes in man- 
agement style, yet perhaps equally tell- 
ing as morale boosters, have been 
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Kume's efforts at refurbishing the com- 
pany's public-relations image. Top Nis- 
san executives now give frequent inter- 
views to journalists instead of pleading 
pressure of work as Ishihara and his 
aides tended to do. 


side from the changes in Nissan's 

management style, Kume has also 
tried to transform the look of Nissan 
cars by democratising the design system. 
Under Ishihara, engineers at the Nissan 
design centre in Atsugi, just outside Tok- 
yo, were required to submit to top man- 
agement a series of suggested designs for 
new models from which the president 
made the final choice. Kume admits the 
system resulted in cars that persistently 
failed to match market trends. And the 
designers suffered when top manage- 
ment decided it liked the front-end of 
one suggested design and the rear-end 
of another. 

Kume's recipe for bringing Nissan's 
designs up to date has been to ask 
groups of workers 
belonging to the age 
group at which a par- 
ticular model is 
aimed to make a 
choice from sample 
designs provided by 
Atsugi. In the case of 
the Be-1, the wildly 
successful “nostal- 
gia” car whose re- 
lease in early 1987 is 
seen by some ana- 
lysts as the turning 
point in Nissan's for- 
tunes, the winning 
design was picked by 
60 office girls and 60 
male workers in their 
20s. Senior managers 
were left with the job 
of giving a formal 
blessing to a design 
they would never have selected on their 
own initiative. 

Nissan's ability to match its designs 
to the market may gain from a technical 
advance in the way cars are developed 
and tested. Hitherto, nearly all models 
have been developed over a four-year 
period and have remained on sale for 
another four years regardless of the 
level of consumer response. The com- 
puterisation of many develoomen pro- 
cesses that were previously done by 
hand means Nissan should be able to cut 
down the model cycle drastically. 

Nissan's new approach to model de- 
sign has produced a number of winners. 


Bluebird of happiness: page 70 
Manufacturing problems: page 70 
Ahead in hi-tech race: page 72 


Home-front pressure: page 73 
Designing by computer: page 74 


Ishihara and Kume: breaking down barriers. 





Apart from the Be-1, the latest version 
of the 1.8-litre Bluebird and the 3.0-litre 
Cima (unveiled in February 1988) are 
claimed to have equalled or surpassed 
sales of corresponding Toyota models in 


| the Tokyo area. But no one at Nissan 


claims the company can start recovering 
market share in Japan from Toyota in 
the near future. Kume told the REVIEW 
that even the Cima has not been win- 
ning over Toyota customers, only Nis- 
san drivers who have been persuaded to 
upgrade from smaller models. 

Before attacking the Toyota strong- 
hold directly, Nissan needs to stop los- 
ing existing customers when they 
change cars, Kume suggests. Outsiders 
believe that this step-by-step approach 
reflects Nissan's urgent need to boost 
profitability on its domestic sales now 
that profits have stopped flowing in 
from exports to the US. Sales volume 
has been sought in the past through 
ruthless competitive discounting at the 
retail level, but Kume clearly hopes to 
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end this, even if sales have to grow more 
slowly. 

Putting an end to discounting is à 
crucial issue for Nissan, not just because 
it is a symptom of weakness in the mar- 
ket, but also because it directly under- 
mines the company’s financial stability, 
analysts point out. Unlike Toyota, 
which sells mainly through independent 
dealers, Nissan owns or controls a large 
proportion of its retail outlets. This is 
not the result of deliberate policy, 
Kume explains. The company was 
forced to buy up dealers to stop them 
going out of business when the domestic 
market started slipping in the early 
1980s. 

In apparent contradiction with its 
policy of ending dealer discounts, Nis- 
san recently announced a cut in the 
showroom price of one of its most popu- 
lar small cars, the four-wheel drive ver- 
sion of the 1.3-litre Sunny. But show- 
room prices are one thing and dealer 
discounts another, the company claims. 
The purpose of cutting the car's list 
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price was to cash in on the emerging 
yuppie market in the suburbs of big 
cities. At the dealer level, Nissan insists 
it has set its face against heavy discount- 
ing and that the policy is beginning to 
stick. 

Kume's interest in profits rather than 
growth seems to apply to overseas 
manufacturing operations. He sees the 
company's early excursion into offshore 
manufacture as one of the main reasons 
why Nissan's earnings came under se- 
vere pressure in the mid-1980s, But he is 
not prepared to say that Nissan was 
wrong in deciding to build pickup trucks 
in the US in 1983 at a time when no 
other Japanese motor manufacturer ex- 
cept Honda had even begun to consider 
manufacturing in the US. 

The US truck venture made sense at 
the time because a 25% tariff enabled 
the company to undersell the competi- 
tion from imports. It still makes sense 
today, Kume maintains, even though 
the emphasis of Nissan's US manufac- 
turing operation is switching to passen- 
ger cars. 

Kume's stubborn defence of Nissan's 
overseas strategy has the ring of loyalty 
to Ishihara who made many of the origi- 
nal investment decisions and who, as 
chairman, still calls many of the shots. It 
also possibly reflects irritation with the 
publicity Honda has garnered from its 
extremely successful US operation. 


Ko added that the company was 
prepared to start exporting cars from 
the US if to do so seemed profitable. 
Meanwhile, he said it was hard to un- 
derstand how Honda could be planning 
bulk exports to Japan from its Ohio 
passenger-car plant. Honda's US-made 
cars still contain a significant proportion 
of imported content. 

Kume's touchiness about Honda, 
the fast-rising No. 3 contender in 
Japan's home market and the top Ja- 
panese passenger car maker in the US, 
suggests that Nissan is not yet confident 
of having beaten off the challenge to its 
rear. Nissan is known to be extremely 
sensitive to suggestions that Honda 
might someday become Japan's second- 
largest car manufacturer. An indication 
of this was the company's recent insis- 
tence on demanding a formal apology 
from a Japanese securities company 
whose motor industry analyst had been 
quoted in print as suggesting that 
Honda might overtake it. 

Despite this sentivity, Nissan seems 
to be displaying a new confidence about 
where it is going and how it plans to get 
there. Kume's major success to date has 
been in generating this new spirit, not 
only inside the company, but also 
among the Japanese car-buying public 
and in the investment community where 
Nissan is no longer the "sell" rec- 
ommendation it was a year or two ago. 
The next challenge is for Nissan to 
prove that the turnaround has not come 
too late. oO 
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The Bluebird 
of happiness 


he trouble with Nissan, some critics 

complain, is that its engineers are 
not passionate enough about cars. This 
is not a charge that could be levelled 
against Osamu Machida, leader of the 
team which developed the sleek new 
Bluebird. 

Machida is a man whose life has been 
one long love affair with cars. That Nis- 
san should have entrusted such an en- 
thusiast with the Bluebird — the com- 
pany’s key mid-range sub-2 litre model 
— is a symbol of the change blowing 
through the organisation. 

Since its introduction in 1959, more 
than 6 million Bluebirds have been 
sold around the world. Machida’s ver- 
sion, launched last September, is the 
eighth generation. 

It has proved highly successful, sell- 





ing more than 80,000 units in its first six 
months; fewer than 60,000 units of its 
predecessor were sold in the compara- 
ble period of the previous year. 

The Attesa, the top-of-the-range 
Bluebird, which is equipped with a 
four-wheel drive option, has become the 
most popular car of its type in Japan. It 
has taken a 30% share of the four-wheel 
drive market, selling an average of 
3,000 units each month. 

The Attesa combines sophisticated 
technology and good roadholding. In 
Japan, Machida explains, “for a new 
car to be a hit, it has to have new 
technology — if possible, lots of it — but 
it has to be easy to drive, too.” 

Machida’s vision of the car he 
wanted to make came to him 20 years 
ago. On his way up to the Japan Alps, 
he emerged from a tunnel to find a truck 
blocking his way. To avoid hitting it, 
Machida swerved and braked; the 
wheels of his car locked on the sn 
surface, sending him skidding off 





Manufacturing overseas 
brings its own problems 


Nissan is the most 
global of the Japanese 
car manufacturers. Its 
manufacturing ven- 
wry tures in Britain, and 
A. Spain make it the only 
mU Japanese company 
: EM with a direct stake in 
the European motor industry. It makes 
cars and trucks in Australia and Mexico 
and arrived in the US (as a truck maker) 
ahead of all other Japanese manufactur- 
ers, except Honda. Yet the company's 

rogressive record outside Japan can 

ardly be counted as a plus in terms of 
recent business performance. 

Nissan's own top management says 
that, though two major ventures — the 
Tennessee car and truck plant and the 
Spanish truck factory — have recently 
started to turn a profit, the company is 
still not earning a fair return on the 
¥ 400 billion it has sunk in overseas ven- 
tures since about 1980. 

More alarming is the company's slip- 
ping US market share. During the first 
five months of 1988, Nissan's sales in the 
US fell 15% from year-ago levels as 
other Japanese car makers increased 
their sales. Hopes are now pinned on 
new models to be introduced in the 
coming autumn, but no one supposes 
that, in the highly competitive US mar- 
ket, it will be easy to make up lost 
ground. 

On a slightly longer-term view, there 
have been doubts about the wisdom of 
Nissan's policy of pouring resources 
into offshore production during the first 





half of the 1980s at the expense of pro- 
moting its domestic sales. Nissan's pre- 
sent top management almost certainly 
recognises — though it still does not 
publicly admit. — that the company 
made a strategic error by trying to ex- 
pand its way out of its problems in the 
domestic market with lavish invest- 
ments in offshore manufacturing. The 
question is whether experience gained 
overseas will begin to pay off as other 
companies — notably Toyota — find 
that they have to follow Nissan's exam- 
ple by setting up their own global ma~ 
facturing networks. 

Executive managing director At- 
sushi Muramatsu , a former Industrial 
Bank of Japan manager who became 
Nissan’s top financial executive in 1986, 
thinks that major Japanese car makers 
will have to hedge themselves against 
exchange-rate fluctuations by achieving 
a currency mix which roughly balances 
earnings and expenditure in each major 
currency. Nissan is well ahead of Toyota 
in achieving such a mix, Muramatsu 
says. But simply producing cars over- 
seas is not likely to be the only test of 
successful internationalisation. 

In the long run, companies that want 
to succeed on a global scale will have to 
design as well as make cars outside 
Japan, since there is no way to procure 
components economically for models 
which have been transplanted from one 
market to another. Nissan, says 
Muramatsu, has recognised this by es- 
tablishing design centres in the US and 
in Britain which will develop cars aimed 
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road. “Since that day," he says, “I’ve 
felt that cars should have four-wheel 
drive." 

By the time Machida got his shot at 
the Bluebird, the technological prob- 
lems of earlier four-wheel drive systems 
had been overcome by a European in- 
vention known as “viscous coupling." 
This links front and rear wheels and 
axles through a series of thin, slitted 
disc gears covered in a silicon oil the 
consistency of treacle. 

Viscous coupling ensures that when 
à slippery patch on the road causes one 
wheel to spin, power to the other wheels 
is not lost. Traction is optimised, so 
handling and cornering are good even 
on icy roads. And there is no need to 
lock and unlock differentials, as was the 
case with some earlier four-wheel drive 
systems. 

Machida also overcame the steering 
problems that affected some four-wheel 
` oes. The Attesa incorporates a pas- 

version of Nissan's four-wheel 





Machida and his Bluebird Attesa: most popular car of its type. 





steering Hicas system which uses the 
forces acting on the side of the rear tyres 
to turn the rear wheels in unison with 
the front wheels. 

The British magazine Motor was im- 
pressed by Nissan's efforts to improve 


handling. The magazine's reviewer 
found the Attesa “extremely controlla- 
ble and stable . . . for average drivers on 
ordinary roads the Bluebird's be- 
haviour amounts to a safety factor." 

— Bob Johnstone 


at the North American and European 
markets. 

Toyota has not yet followed this 
lead. Toyota, unlike Nissan, grew up 
within a single Japanese prefecture and 
has tended to create suppliers from 
scratch rather than build relationships 
with independent manufacturers. While 
this has proved an efficient system for 
making cars in Japan, it may not lend it- 
self to internationalisation so readily as 
Nissan's looser and more flexible ap- 
proach. 


Ithough no other Japanese com- 
pany has announced plans to make 
cars in Europe, all nine passenger- 
car manufacturers expect to be build- 
ing cars in the US in the fairly near fu- 


tro either independently or in joint | 


tures. However, the combin- 
eu level of output by these 
offshore manufacturing ventures 
may turn out to be far more 
than the market can absorb — 
at least without a big cut in 
domestic Japanese production 
levels. 

Muramatsu estimates that 
total Japanese output in the US 
may amount to some 2 million 
units a year by 1990. That 
would be about 90% of the cur- 
rent level of direct exports 
Irom Japan to the US. Japan 
may be able to raise its combined 
US market share by a few percent- 
age points from the current level 
of about 20956, but certainly not to 
the 40% needed to absorb the out- 
put from new US production 
facilities unless there are cuts in 
current levels of exports. It 
seems that exports will have to 
fall sharply from 1990 onwards. 
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The question is whether Japanese mak- 


ers will take roughly equal cuts or 
whether some will lose more than 
others. 


A crucial issue for Nissan may be the 
fate of the voluntary restraint arrange- 
ment under which Japanese car com- 
panies have been limiting their ship- 
ments to the US to 2.3 million cars 
a year for the past five years. Mura- 
matsu says the agreement will gradually 
lose significance over the next year or 
two as actual shipments fall below the 
2.3 million level. In past years, ship- 
ments have pressed hard against the 
ceiling. 

The return to what will, in effect, be 
free-market conditions for Japanese car 
exporters to the US may be good news 
for the industry’s smaller companies 


RE VIEWT ABLE by Andy Tang 
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whose share of the export quota reflects 
the fact that they arrived later on the 
scene. It could be less welcome to com- 
panies like Nissan whose "early bird" 
status has given them a fairly large share 
in the overall quota. 

Nissan executives tend not to play 
down the problems the company's Ja- 
panese suppliers may come across as it 
moves to become an international car 
maker. 

As with most Japanese car manufac- 
turers, about 70% of the value of Nis- 
san's finished product consists of parts 
and components bought in from 
suppliers. The extent to which compo- 
nents makers can join in Nissan's inter- 
nationalisation is one of the crucial 
questions posed by the global stra- 
tegy. 

According to Muramatsu, Nis- 
san makes a principle of using local 
sources for standard parts and com- 
ponents when it sets up à new 
offshore manufacturing venture. 
"Unique" components designed 
specifically for individual models 
(often by teams of engineers from 
both Nissan and at least one of its 

major suppliers) may still have to 
be procured from Japan. But in 
the slightly longer run, even 
this could be expected to 
change. 

Nissan's policy with special- 
ised or hi-tech parts is to per- 
suade the supplier to move with it, 

either by establishing a factory 
of its own or by setting up a 
joint venture with a local producer, 
Components makers who agree to 
make this shift will be helped to 
find new customers at home among 
some of the smaller passenger car 
makers which lack their own 
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groups of affiliated pao makers. 

In some cases, technology won a 
for the motor industry may provide a 
launching pad for other types of busi- 
ness including the fast growing weapons 
industry in which Nissan, through its 
rockets division, is a significant player. 
As Nissan group members fan out In 
search of new business, they are likely 
to collide head on with affiliates of 
Toyota bent on entering the same sec- 
tors. 

The final issue posed for Nissan by its 
move into offshore production is that of 
whether, and how, to seek alliances. 
Unlike smaller car makers, such as 
Mazda and Isuzu, Nissan lacks any capi- 
tal link with a US vehicle manufacturer. 
Nissan’s experiences in Australia, 
where it has been forced to team up with 
Ford in the development of a new pick- 
up truck so as to avoid paying a govern- 
ment penalty on low production vol- 
ume, could be the precursor of alliances 
in other markets. 


E^ and Southeast Asia are areas 
where ties with local manufacturers 
may provide the key to expansion. Nissan 
already holds a 25% stake in Yue Loong, 
the largest Taiwan motor manufacturer. 
In Thailand, a locally owned company 
Siam Motors assembles 15,000 Nissan 
vehicles a month (15% of the local mar- 
ket) and has just started manufacturing 
diesel engines under licence. Nissan's 
vice-president for international opera- 
tions, Tetsuo Arakawa, says Siam may 
start shipping engines to Japan. Nissan 
has no capital stake in Siam and does 
not expect to acquire one, but relations 
are expected to broaden in the light of 
what Arakawa calls "very interest- 
ing” growth prospects for the Thai econ- 
omy. 

Elsewhere, Nissan's problem is to 
avoid building up expectations. Ara- 
kawa says China would like to do a 
deal under which Nissan vehicles would 
be assembled at its Number 1 Motor 
Vehicle Factory, but the deal would 
be conditional on a large proportion 
of the vehicles being exported. Nis- 
san's reluctance to agree to this has 
kept discussions on a manufacturing 
tie-up in a state of suspended anima- 
tion. 

Nissan's developing ties with Ford in 
Australia and elsewhere have fuelled 
rumours that the company might at 
some stage consider a merger with 
Mazda, the fourth-ranking Japanese car 
maker in which Ford holds a 23.696 
stake. But if such a possibility exists it is 
certainly not imminent. Nissan men say 
that the idea has been aired “at a per- 
sonal" level by officials in the vehicle sec- 
tion of the Ministry of International 
Trade & Industry (Miti). The Mazda 
merger is one of a number of proposals 
for reconstructing Japan's motor indus- 
try which are being kicked around at 
Miti. But so far a "grand plan" does not 
exist. — Charles Smith 



















One wheel ahead in 


the hi-tech race 


By Bob Johnstone in Tokyo 


In Japan, it takes 
technology to sell 
cars. This is especially 
true in the huge 
EE domestic market for 
EX cars under 2 litres, 
EO where competition is 

| $ fierce. Being the first 
company to come up with a new wrinkle 
can make all the difference. 

Seen from this angle, Nissan has 
until recently led Japanese car markers. 
In electronics, one of two technologies 
that company president Yutaka Kume 
identifies as crucial to the car industry's 
future, Nissan has a string of firsts to its 
credit. 

These include an electronically con- 
trolled carburettor, introduced in 1978, 
which gives better fuel economy and 
less exhaust emission, and an electroni- 
cally controlled four-wheel steering sys- 
tem introduced in 1985. 

This summer, Nissan planned to be 
the first to offer jet fighter-style "head- 
up" windscreen instrument displays, 
but General Motors of the US pipped it 
at the post using technology developed 
by its recent aerospace acquisition, 
Hughes Corp. 

Kume's other crucial technology 
is new materials. Nissan is the only com- 
pany to put ceramic turbo-charger 
rotors into production cars. It was 
also the first in Japan to use large 
amounts of engineering plastics, in the 
ved panels of last year's hit product, 
the Be-1 car. 

"In the past,” Kume told the 
REVIEW, "our approach to marketing 
was, if the technology is good, then we 
can sell cars." But, as the company now 
seems to realise, there is more to sell- 
ing cars than packing them full of 
"gadgetry" and slapping a price sticker 
on the windscreen. 

And, as the company moves its sights 
upmarket, aiming eventually to chal- 
lenge the likes of BMW, Mercedes Benz 
and Jaguar on their home grounds, 
another question looms. Will technol- 
ogy developed for Japan's crawl-along 
kosokudoro (expressways) meet the 
more rigorous ride and handling re- 
quirements of Europe's high-speed au- 
tobahns? 

Bet that it will. The effort Nissan 
puts into research and development is 
massive and expanding. 

Nissan pumps more than US$1 bil- 
lion dollars a year — around 4.5% of 
sales — into research and design. Its two 
main research centres between them 
employ some 8,000 people. About one- 
fifth do mostly research, at engineering 
laboratories in Oppama on Tokyo Bay: 






the rest mainly work on design, at a 
technical centre in Atsugi on Tokyo's 
western outskirts. Technology transfer 
between the two centres is smooth, says 
Hiroshi Kuroda, research director of 
the engineering laboratories, because 
leaders of development teams almost al- 
ways follow their projects from Oppama 
to Atsugi. 

Both centres are lavishly equipped, 
including two anechoic chambers — 
used mainly to isolate sources of engine 
noise — a wind tunnel big enough to 
measure the aerodynamics of trains as 
well as cars, and one of the fastest super- 
computers in the world. Perhaps most 
significant for the future, however, *~ - 
new semiconductor laboratory eqt 
ped to do everything from integrated 
circuit chip design to trial production. 

Cars are already gobbling semicon- 
ductors by the boxful. Nissan's Leo- 
pard, for example, uses 201 discrete 
transistors and 142 chips, compared 
with only 20 transistors and four ICs in 
an average 14-in. TV set. 

Chips are typically used to control 
systems such as fuel injection and anti- 
skid brakes. Hitherto, electronic con- 
trollers have been built using off-the- 
shelf components. As car control sys- 
tems become more complex, it is in- 
creasingly necessary to customise chips. 

Having the ability to design chips in- 
house helps shorten the development 
cycle. It also means that the technology 
stays within the company. This gives 
Nissan a distinct advantage over a rela- 
tively small car company, such as 
BMW, which is forced to depend on a 
supplier, Bosch, for chip know-how. 

In addition to controllers, 
semiconductor laboratory is also de- 
signing a range of sensors. These can de- 
tect, for example, the angle of the steer- 
ing wheel to within a fraction of a de- 
gree, or the exact amount of pressure on 
the accelerator pedal. 

Such sensors herald the coming of 
the “drive-by-wire” age, in which elec- 
tronic links will replace mechanical con- 
nections. This concept is embodied in 
one of Nissan’s latest prototype cars, 
the award-winning ARC-X, in which a 
Staggering array of electronically con- 
trolled systems, including engine, 
steering, brakes and suspension, are 
brought together under a master con- 
troller to optimise the vehicle's per- 
formance, 

There are plenty of other notewor- 
thy features built into the ARC-X. They 
include head-up displays, which allow 
the driver to keep his eyes on the road 
by projecting information — such as 
speed and instrument warnings — onto 
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a transparent reflective mate- 
rial coated on the windscreen. 

The glass used for the ARC- 
X's windscreen and windows is 
laminated with a thin metal 
film which simultaneously 
serves às a reflector of solar 
infra-red rays, a demister and 
de-icer (when electricity is 
passed through it), and a radio 
antenna. 

Such multi-function glass is 
probably still some years away 
from production-line models. 
However, thermoplastics are 
already in use. A nylon- 
polypropaline composite ap- 
peared in the front of last 
year's top-selling runabout, the Be-1. 


The advantage of plastic is that it is 
light and allows designers much more 
freedom with curves than metal. For a 
limited-edition car such as the Be-l 
(only 10,000 were produced), plastic 
--*es sense, because it eliminates the 

1to make the expensive press dies to 
snape sheet steel. But steel is cheaper 
than plastic and, given a large production 
run, justifies the cost of die-making. 

The amount of plastics used in cars 
continues to increase, however. Kume 
sees the ratio topping 10% by weight in 
some cars by the turn of the decade. 
Other new materials gradually creeping 
into cars include high-performance 
ceramics, such as silicon nitride. 

Valued for their light weight and re- 
sistance to heat, ceramics have already 
found twoor three useful jobsto perform 
in engines. They are used most notably 








Under pressure on 
the home front 


n the past three years, Nissan has 
" wproved its financial performance 
ugh cost cutting, increased use of lo- 
cally procured components by offshore 
lants and "enhanced product appeal." 
owever, itisonly now facingupto what 
many see as the crucial challenge — its 
declining domestic market share. 
Between 1970 and 1986, Nissan saw 
its share of the Japanese market for pass- 
enger cars fall from 32.6% to 24.8%. In 
1970, it sold 183,000 cars fewer than 
Toyotainthe home market. By 1986, the 
gap had widened to 750,000 cars. 
Nissan's vice-president for domestic 
sales, Tetsuro Sato, said the company 
had corrected a number of strategic er- 
rors in its eo to the home market. 
A key weakness in the past was the ten- 
dency to develop cars that offended no 
one, Sato admits. This resulted in fea- 
tureless models that steadily lost ground 
against more stylish cars of other makers. 
Sato even suggests that Nissan mis- 
read the market as long ago as the early 
1960s when it decided not to develop a 
small car to compete with the Toyota 
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Testing ceramic rotors: increasing use, despite difficulties. 





> 





as rotors on turbo-chargers where their 
lighter weight enables them to kick into 
action faster than metal rotors. 

But making ceramic rotors is an ex- 
traordinarily difficult process. The 
ceramic has to be mixed with resin so 
that it can be squirted into a mould, then 
baked in a very slow oven for several 
days to allow the resin to evaporate. 

During baking, the rotor loses 10% 
of its volume. Shrinkage must be pre- 
cisely controlled because the finished 
part has to conform to a tolerance of 
| mm or less, to prevent air in the 
turbo-charger from bypassing it. Fi- 
nally, each part must be individually 
proof-tested. The net result is that 
ceramic rotors cost up to 10 times more 
than metal ones. 

Ceramic turbo-charger rotors are 
now in several Nissan models, as is the 
innovation that Nissan is proudest of — 


Publica. Nissan switched emphasis to 
small cars after the 1973 oil shock, but 
allowed Toyota to gain an edge in 
medium-sized family cars. By the early 
1980s, Nissan's weakness was cars of 
about 1.8 litres, which represent the 
strategic core of the market — the so- 
called kogata range. 

Nissan's latest kogata models, espe- 
cially the hi-tech Bluebird, have helped 
reverse declining car sales in Japan. 
Sales began improving in early 1987 
after stagnating for more than a year, 


HOMES SALES BOUNCE BACK 
(Year-on-year % change in Nissan's domestic vehicle sales) 
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four-wheel steering. This sys- 
tem, which it calls Hicas (high 
capacity, actively controlled 
suspension), is intended to im- 
prove steering response during 
turns by angling the rear wheels 
a few degrees in parallel with 
the front wheels. The effect of 
Hicas in high-speed manoeuvres 
like lane changing is that the 
rear end does not swing out, 
making the car more stable, 
especially on slippery roads. 

Other Japanese car makers 
have also developed four- 
wheel sterring. Honda has a 
system which steers the back 
wheels in the opposite direction 
to the front wheels. This reduces turn- 
ing radius and facilitate parking. It 
could also, Nissan engineers charge, be 
slightly dangerous at high speeds. How 
Hicas performs at high speeds is still 
unclear. The system has as yet only been 
installed in cars for the local market, 
where Japanese law requires that en- 
gines be fitted with a regulator that cuts 
off the fuel supply when speed reaches 
180 kph. 

Nissan's Japanese test courses are 
too short for sustained high-speed test- 
ing. To acquire high handling experi- 
ence, the company has recently built a 
9-km test course in Arizona. 

Nissan's new upmarket models such 
as the Mercedes Benz-like Cima and 
the BMW-ish Bluebird already look like 
European cars. Now the challenge is to 
see whether it can make models which 
drive like European cars, too. o 


and were up 14% in January compared 
with a year earlier. Since February, the 
successful Cima, a 3-litre luxury car, has 
further boosted sales. Cima sales during 
its first six weeks exceeded forecasts by 
80% , making it the most successful Ja- 
panese model at the top end of the 
domestic market where West German 
and other imported models had reigned 
supreme. 

The Cimas success, following 
closely on the Bluebird’s debut last Oc- 
tober, seems to have put heart in Nis- 
san’s hard-pressed salesmen. 
Yet the latest market-share 
figures show Nissan slip- 
ping another 1.3 percentage 
points in 1987, which sug- 
gests that it may still have 
not stopped the rot. 

Toyota's lead in numbers 
— it has roughly 10,000 more 
salesmen in Japan than Nis- 
san — means that Nissan has 
to run faster than its big rival 
just to stay in the same place. 
Another problem is organi- 
sational. Comments from in- 
side and outside the com- 
pany suggest that it has vet to 
discover how to improve on 
the system of five separate 
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and competing distribution channels 
through which Nissan sells cars. 

Shozo Iwamoto, director of sales 
promotion at Tokyo Nissan — one of 
the five competing dealers serving the 
Tokyo area — said Nissan’s attempt to 
superimpose regional coordinators on 
its traditional system has not made life 
any easier for dealers. Iwamoto feels 
the regional coordinators lack the com- 
petitive urge to push sales of individual 


models on a national scale that was a | 


strength of the old system. On the other 
hand, dealers are forced to go to what 
Iwamoto considers unnecessary lengths 
to obtain models their franchise pre- 
vents them buying directly from Nissan 
in order to avoid losing customers to 
other dealer networks — or to Toyota. 

Tokyo Nissan has exclusive rights in 
Tokyo to the Bluebird but can only ob- 
tain the Cima by buying it from a rival 
dealer network at a price that cuts into 
its normal profit margin. When it does 
buy Cimas, Tokyo Nissan has to keep a 
low profile. It can neither advertise nor 
display the cars — the same ban applies 
to the other four dealer networks if they 
want to sell the Bluebird. 


pomo: complaints appear to be 
only partially understood at head of- 
fice, possibly because Tokyo Nissan has 
not spoken frankly to senior executives. 
Despite this, Sato said Nissan is becom- 
ing more sensitive to the needs of its Ja- 
panese customers. Until two years ago, 
models that were selling poorly in the 
home market were liable to pile up be- 
cause of a lack of any mechanism for 


fine tuning production volume to match | 


demand. Meanwhile, and for the same 


reasons, waiting lists developed for the 


more popular Nissan models. 

Sato says the early 1986 departure of 
Ichiro "Emperor" Shioji, the long-time 
head of the Nissan company union, 
made it possible to change frequently 
production volumes of individual mo- 
dels. In the past, the union had insisted 
on gradual changes. As a result, inven- 
tories of unsold cars were reduced by a 
third last year. More important, Nis- 
san's backlog of orders for its fastest 
selling cars is now only a third of the pre- 
1986 level. Further improvements are 
expected as production becomes more 
sensitive to feedback from dealers. 

However, Nissan cannot stem the 
slide in its domestic market share with- 
out a big investment in buildings and 
real estate. It plans to spend ¥500 bil- 
lion during the next three years to in- 
crease by a tenth its domestic outlets. 
This amount is considerably more than 
its investment so far in building overseas 
plants with a total capacity of 550,000 
cars a year. But even this sum may not 
be enough. The market-share game in 
Japan's motor industry has become a 
test of crude financial muscle with the 
Toyota "bank" inevitably weighing in at 
more than any of its rivals. 

— Charles Smith 
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The number-crunching way 
to designer excellence 


wae Designing the knobbly fuel tank on Nissan's new Bluebird by 
hand would have taken a month. By computer it took just two 
days. 

In the savagely competitive Japanese domestic car mar- 
Y ket, such reductions in development time can make all the 
# Zg difference. Increasing use of computers is one reason why the 
FUE product cycle for cars in Japan is already just four years — 
TDP compared with six years in Europe — and getting shorter. 

Nissan introduced computer-aided design (CAD) in 1967, one of the first Ja- 
panese firms to do so. Twenty years later, Nissan's system has expanded to in- 
clude hundreds of graphics terminals — both at the company’s technical centre 
and at its suppliers — dozens of minicomputers, four or five huge mainframes 
and a supercomputer. 

This huge accumulation of hardware provides the power for a radical 
change in design methodology. Traditionally, car design starts with a sketch, 
based on which a scale model is hand-sculpted out of clay. This in turn becomes 
the basis for a full-scale clay model, which is measured to produce the master 
technical drawings needed to manufacture parts. 

But paper and clay are not particularly flexible, and repeated transitioi 
from one to the other is time consuming and introduces inaccuracies. The idea 
of CAD is to replace both with digital data. 

CAD enables car makers to offer customers a much wider range of op- 
tions than would otherwise be possible within the limited period of the de- 
velopment cycle. For 
example, Nissan’s Sunny 
can accommodate 13 dif- 
ferent shapes and sizes of 
engine because engineers 
were able to use CAD to 
design slightly different 
compartments to accom- 
modate each. 

The purpose of early 
CAD systems was to au- 
tomate individual process- 
es, most commonly the 
production of technical 
drawings. As systems be- 
come more powerful, 
they generate more de- 
tailed data. 

This data can be used 
elsewhere in the develop- 
ment process. For example, it can be fed directly into the computer-controi- 
led machine tools which make the punch dies (used to press sheet metal into 
shape) for the production line. 

Before production comes prototyping. In the past, several prototypes had to 
be sacrificed during crash testing. Today, crash testing is largely done by simu- 
lation inside Nissan's Cray X-MP/12 supercomputer. 

Installed in mid-1986, the Cray cost ¥ 1.1 billion (US$8.2 million), cheap be- 
side the Y 100 million that one prototype can cost. There are plenty of other ap- 
plications for the supercomputer, such as analysing a car's aerodynamics. These 
are important because they affect manoeuvrability, performance at high speed 
and, above all in an energy-conscious country like Japan, fuel consumption. 

A three-second simulation of air flowing around a car body at 110 kph takes 
an IBM mainframe 10 hours to produce. With the Cray the same simulation 
pops out in just 20 minutes. 

Another important type of simulation is structural analysis. How will a par- 
ticular part — a fancy aluminium wheel hub, say — perform under stress? Or 
the disc of a disc brake, over a range of different temperatures? 

Hiroshi Katoh, a senior member of Nissan's computer-aided engineering 
section, reckons that the company's use of computers to perform such analyses 
during development is increasing up to 50% a year. As if to confirm his conten- 
tion, the company recently announced that it will pay US$20 million for a sec- 
ond Cray, an X-MP432, that can cope with calculations four times larger than 
its current machine. — Bob Johnstone 








LE TUE 
Nissan computer car design: wider range of options. 
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July - December Edition 


The only bilingual 
Telephone Directory for 
China published 
semi-annually 

In order to maintain CPB's accuracy and time- 
liness CPB is published twice each vear, cover- 
ing Spring/Summer (available January — June) 


and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
place in China amongst both the domestic and 
oreign business and banking communities, the 
semi-annual frequency of The China Phone 
Book guarantees its users the most up to date 
and accurate listings available anywhere, of the 
most important contacts in China. 


Our database is constantly updated to bring you 
the latest listings you need, when you need 
them. 





You can save 15% off the combined price by 
ordering both the current Autumn/Winter and 
the Spring/Summer editions now. Available in 
January '89 the Spring/Summer edition will be 
sent to you automatically the moment it becomes 
available if you order both now. 


Not only will you have the most up to date busi- 
ness listings in China at your fingertips . . . but 
you'll save money at the same time. 


1988/89 Editions | 
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Spring/Summer — January — June '88 


The China Phone Book Co. Ltd is a wholly owned 
subsidiary of Review Publishing Company Li- 
mited; Publisher of the Far Eastern Economic 
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Designed for Maximum Usefulness 
This directory is a comprehensive listing from our own China database of all: 
relevant companies in China of interest to the businessman or tourist. It i is 
specifically intended to give you. easy access to its contents through a well - 
designed, computer generated classification and indexing system. Irrelevan 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 
The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

* Airlines * Business Services 

* Hotels * Shipping Companies 
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Rare as the first blossom of the 
Korean orchid, which blooms only 
after years of loving care. 





From the exquisite simplicity of every 
room to the aesthetic presentation 
of every skillfully prepared meal. 
Hotel Inter-Continental Seoul, opening 
in August, will proudly serve you in 
the Korean tradition of grace 
and hospitality. 


Wake up to perfection. 





For more information or 
reservations, please call 


(02) 555-8181 


THE REVIEW OF 
ADVERTISER* 


The advertising carried in the Far 
Eastern Economic Review comes 
from every category: airlines and 
hotels, banking and financial ser- 
vices, liquor and other luxury pro- 
ducts, through to shipping, tele- 
communications, automotive, and 
many more. Last year alone, over 
700 of the world's leading com- 
panies chose the Review. 





With an average of 50 pages of 
advertising per issue and a total of 
over 2,600 pages throughout last 
year, the Review continues to be 
compulsory reading for senior 
executives conducting business in 
Asia, and a mainstay of any adver- 
tising schedule aimed at Asia’s elu- 
sive decision makers. 


The Review’s “Review of Adver- 
tisers 1987” contains samples from 
every campaign carried for those 
companies who chose to promot 
their products and services to the 
highest concentration of influential, 
affluent individuals in the region. 


If you would like a copy of this 
booklet, please write on your com- 
pany’s letterhead to: 


Mr Samuel J Atlee 

General Manager — 
Marketing & Sales 

Far Eastern Economic Review 
GPO Box 160 

Hong Kong 
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Three 

out of four 
programming 
hours are 
wasted. 


1988 UNISYS CORP 


Unisys computer systems 
make the most of your 
programming hours, 
because you won't have to 
use obsolete languages to 
maintain software. 

With our fourth- 
generation languages you 
can quickly develop new 
applications and build an 


integrated software system. 


Backlog is dramatically 
reduced, and software 
modification becomes fast 
and simple. 

Also, a Unisys 4GL 
increases programming 
efficiency by a factor of 10 
or more. 

And that's a promise you 
haven't heard from our 
competition. 

Unisys is a US$10 billion 
international information 


systems company offering 
integrated hardware and 
software solutions that 
maximize your company’s 
productivity. From micro to 
mainframe, our product line 
grows to meet your specific 
needs. 

We believe that by 
providing better information 
you can make better 
decisions. 

And a system that lets 
you make the most of your 
programming hours 
is undeniably a better 
decision. 

BETTER INFORMATION. 
BETTER DECISIONS. 
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A death greatly exaggerated 


€ NOW that we are six months into 
the year, Shroff feels that the time 
has come for an appraisal of the ef- 
fects of Singapore’s Mini-Bang on 
the Kuala Lumpur Stock Exchange 
(KLSE). He has examined the pave- 
ments around the Maybank Tower and 
the Arab-Malaysian Building and is sur- 
prised to report that he has found no 
traces of blood. Things obviously can- 
not be as bad as Arab-Malaysian Sec- 
urities chairman, Datuk Malek Meri- 

can, had predicted back in December. 
So what has happened to the Malay- 
sian bank-owned brokers? In January 
they were bleating to the Ministry of Fi- 
nance that they would be forced out of 
business by the refusal of KLSE mem- 
~ ito follow Singapore's example and 
pt graduated commissions. Have 


they flung themselves from their win- 
dows now that their business has been 
snapped up by Singapore, where 6096 of 




























KLSE VERSUS SES 


REVIEWGRAPH by Bary Lee 
all Malaysian-based counters can be 
bought and sold more cheaply? 

The short answer is that they are still 
sitting at their desks watching their data 
screens, and the reason is because they 
are doing rather nicely, thank you. 

Check out the figures. The KLSE's 
average weekly share of the combined 
turnover of the KLSE and the Stock 
Exchange of Singapore (SES) has re- 
mained stable since the SES introduced 
graduated commissions on 4 J anuary. It 
seems that despite the dire warnings of 
Malek et al, foreign and institutional in- 
vestors have not deserted Malaysian 
brokers in the search of a few tenths of a 
point off their operating costs. 

In the six months prior to January, 
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KLSE's average share of monthly com- 
bined turnover was 37.2%. In the six 
months since, this share has dropped 
marginally to 36.196. Probably most of 
that 1.1 percentage-point drop can be 
attributed to the fall from favour of 
Malaysian International Shipping Corp. 
and Malaysian Airline System, both of 
which are traded only on the KLSE. 
Furthermore, it was always argued 
by Malek that it would be hard-nosed 
foreign funds which would first desert 
Malaysia for cheaper shores. On that 
pn KLSE market share should 
ave dropped sharply in April, when 
most brokers agree foreign money 
started coming back into Malaysian — 
stocks for the first time since the crash. 
The graph tells a different story. The dip 
came only in the middle of May, when 
most foreigners were already in, and 
market share has since recovered. 
Shroff has done some checking with 
the bank-owned brokers, asking them 
how they had confounded their own ex- 
pectations by staying in business. Their 
reasons varied, but it seems that institu- 
tional investors are not so concerned 
about saving 0.15% (for example, on a 
trade worth M$1 million [US$382,556]), 
as they are about good research and 
prompt servicing. 
Then there are the foreign brokers 
who prefer to deal through Kuala Lum- 
pur because they make more commis- 
sion. And for those investors who are 
really fussy, there are those KLSE brok- 
ers who are prepared to net off the 
higher brokerage costs in their price to 
the buyer. 
The bank-owned brokers are now ar- 
guing that their appearance on the 


Malaysian broking scene should have 


increased KLSE market share rather 
than just helping it hold steady. Shroff 
would have a little more respect for this 
argument were it not for the fact that 
numerous top-drawer foreign brokers 
have set up shop in Singapore over the 
past year. For the KLSE to have held its 
own against this kind of competition is 
no mean feat. 

€ BIG names can stumble, as new 
singpore arrival Warburg found out re- 
cently. It tried to place a block of 40 mil- 
lion Sime Darby shares in London and 
made a bit of a mess of things. Accord- 
ing to several accounts, Barclays de 
Zoete Wedd then tried to step into the 
breach and — to mix one's metaphors 
even further — came a cropper as well. 
Finally, James Capel managed to find a 
buyer at M$4. 

The reasons for Warburg's failure 
are not clear but Singapore brokers say 
that there was another block of Sime 
shares on offer in the market at the same 
time and potential buyers of the War- 





| burg line may have confused the two. 
Then there may have been doubt as to 
the true identity of the seller. 

To date, this has not been firmly es- 
tablished, but accepted wisdom is that 
the Sime shares belonged to family 
trusts connected with Finance Minister 
Datuk Daim Zainuddin, who came by 
them when Sime acquired control of 
United Estate Projects in 1984. Market 
gossip has it that additional shares were 
chipped in by Peremba, the property- 
owning arm of the Urban Development 
Authority. 

Shroff's pals in London say that the 
shares were sold in three tranches — 15 
million, 5 million and 23 million. There 
is a fourth tranche of 3 million due on 
the market in the second week of July, 
probably at a higher price. No doubt, all 
eyes will turn to the Kuwait Investment 
Office (KIO) in trying to identify the | 
buyer. The KIO announced in February _ 
that it had raised its stake to nearly 9% | 


and the latest placements would give it. | 


just over 13% shareholding. 

somehow it seems unlikely that the 
KIO would risk raising the bogy of the 
predatory Arab in Malaysia, not- 
withstanding the religious affinities. 
The KIO is already trying to shed its 
Arab image in Singapore by buying 
10% of Avimo Singapore for $$32 mil- 
lion (US$15.6 million). Avimo is in the 
arms business: one of its clients is Israel, | 
€ THINGS must be looking up for 
the hotel sector in Malaysia. Oei Hon 
Leong of United Industrial Corp. (UIC Cj 
is rumoured to be sniffing at the aban- 
doned Oriental Hotel project for M$67 


million cash, while just around the | 
corner, the Regent of Kuala Lumpur |. 


has attracted the attentions of IGB 
Corp.'s Tan Kim Yeow at a price tag of 
some M$62 million. 

IGB has denied that it is negotiating 
directly with the Regent's floundering 
owner, Landmarks Holdings, admitting 
only to talking to the as-yet unidentified 
bidder. Brokers in Kuala Lumpur are 
speculating that the bidder is, of course, 
Tan himself. IGB should have no diffi- 
culty raising the money as it plans to re- 
patriate its profits from the Geen Vic- 
toria Building project in Sydney. 

Oei’s gameplan, meanwhile, has 
been mapped out for him by a number 
of idle minds. First he buys the Oriental, 
then he sells it at a tidy (but Capital Is- 
sues Committee — approved) profit to 
Roxy Electric Industries, which UIC is 
acquiring through the purchase from 
major shareholders of rights to the 
forthcoming one-for-one issue. Then, a 
few years down the line, the Oriental 
will be floated off, perhaps with On-Tai 
Developments in tow. It 1s so easy when 
you know how, isn't it? 

















Bonds of confidence 


‘Indonesian companies start coming to market for funds 


By A Correspondent in Jakarta 


T: Jakarta stock exchange has start- 
ed to reassert its role as a source of 
scarce rupiah funds. Since the last week 
of June four companies have been given 
the go-ahead to raise a total of Rps 135 
billion (US$80.4 million) through bond 
flotations. A fifth firm, a listed private 
hotel, plans to raise nearly Rps 20 billion 
through a second share issue later this 
month. 

These developments are the most 
significant response so far to the govern- 
ment's introduction in December of 
liberalisation measures aimed at reviv- 
ing Indonesia's capital markets. 

Spearheading the move is PT Astra 
International, one of the country's 
largest private business groups. The 
parent company of Astra group is seek- 
ing Rps 60 billion by selling five-year 
bonds carrying an interest rate of 18.5% 
— a record bond offering. 


The most important aspect of Astra's - 


pending listing is that it marks the entry 


to the market of a large family-owned - 


| business empire. 

| The listing means Astra will have to 
open its books to the public, though to 
issue bonds it needs only to reveal its au- 
thorised capital of Rps 25 billion, last 
year's turnover and exports. Had it 


| FINANCE 


opted for a share issue it would have had 
to disclose its full accounts. 

Astra International is wholly owned 
by the family of William Soeryadjaya, 
an Indonesian of Chinese origin. It 
heads more than 190 subsidiaries 
which have wide-ranging interests in- 
cluding cars, real estate, timber and 
finance. 

The other three companies given the 
go-ahead to issue bonds are either 
wholly or partially owned by the gov- 
ernment. Bank Pembangunan In- 
donesia (Bapindo), astate development 
bank which channels subsidised govern- 
ment and World Bank funds, is floating 
Rps 40 billion of five-year bonds with a 
17.5% coupon rate. 

The other two, like Astra, are new- 
comers to the capital markets. PT Bumi 
Daya-IBJ Leasing, a joint venture be- 
tween Bank Bumi Daya and the Indus- 
trial Bank of Japan, is raising Rps 10 bil- 
lion through three-year bonds with an 
1896 interest rate. PT Usaha Pembiyaan 
uen pris Indonesia (Uppindo), a 
non-bank financial institution joint ven- 
ture between Bank Indonesia, the cen- 
tral bank, and Nederlandse-Finan- 
cierings-Maatschappij voor Outwik- 
kelingsladen, is floating Rps 25 billion of 


Emergency funding 


Sri Lanka uses special powers to prop up finance companies 


By Manik de Silva in Colombo 


ri Lanka’s President Junius Jaye- 

wardene has used his powers under 
the current state of emergency, de- 
clared five years ago to fight the Tamil 
insurgency, to protect thousands of 
small depositors’ investments in 72 trou- 
bled finance companies after a rush by 
investors to withdraw funds. 

The government has given the 
Monetary Board power to take over the 
management and administration of fi- 
nance companies considered to be in 
difficulty. Jayewardene invoked emer- 
gency provisions of the Public Sec- 
urity Ordinance to toughen up the nine- 
year-old Control of Finance Companies 
Act. | 

The move was forced by difficulties 
at Sri Lanka's fourth-largest finance 
company, Union Trust Investments 
(UTD, which holds more than Rs 500 
million (US$17.6 million) in deposits 
from about 20,000 investors. 


The central bank, which is the en- 
forcing authority of the finance com- 
panies law, has long complained that 
the law is inadequate. But amending it 
would have been time consuming. On 
the advice of Finance Minister M. H. M. 
Naina Marikar. Jayewardene used his 
emergency powers to promulgate regu- 
lations to bring into effect a series of 
amendments to the act, applicable while 
the emergency is in force. 

The bank said that the amendments 
would *vest the Monetary Board and 
the Central Bank of Sri Lanka with 
special powers to direct and control the 
affairs of finance companies, with a 
view to safeguarding the rights of de- 
positors, and to ensure, where possible, 
the continued viability and successful 
operation of finance companies." 

Sri Lanka's finance companies hold 
more than 300,000 deposits exceeding 
Rs 6 billion, of which the three largest 








| 
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five-year bonds carrying an interest rate - 





of 17.75%. 

The interest rates offered by the four 
companies are well under the 22-28% 
currently available on commercial bank 
loans. The issues come at a time of 
growing upward pressure on interest 
rates as a result of the rupiah weakening 
against the dollar. 

The currency has fallen by 35 points 
since the start of this year to Rps 
1,685:US$1. Bank Indonesia, fear- 
ing capital flight, raised its interest 
rates, prompting commercial banks to 
follow suit. They increased their 12- 
month deposit rates from 1676 to 1876. 

The bond issues are a welcome boost 
to the capital market. Market capitalisa- 
tion is currently about Rps 960 billion, 
made up of bonds worth Rps 800 billion 
from six companies and the rest from 
the stocks of 24 listed firms. But Barli 
Halim, chairman of the Stock Market 
Executive Agency (Bapepam) admits 
that the agency still needs *at least ^^^ 
participating firms to run an effic 
capital market." 


he stockmarket has yet to show any 

significant response to the December 
deregulation package that included the 
removal of trade restrictions, a reduc- 
tion in Bapepam's role in the exchange's 
daily activities and the setting up of an 
over-the-counter market. 

Despite the financial advantages of 
raising funds through equity rather than 
bond issues, most companies still opt for 
bonds because there are more readily 
available buyers. Bonds are easier to 


companies hold nearly Rs 3 billion. 
Most of their business has been funding 
the hire purchase of vehicles. Many 
grew prosperous financing taxis and 
trucks, and, more recently, passenger 
coaches after the government permitted 
private entrepreneurs to supplen .— 
the services of the run-down and ] . 
making state-owned Sri Lanka Trans- 
port Board. 

Finance companies have been offer- 
ing substantially higher rates of interest 
than the state-owned National Savings 
Bank (NSB). A large proportion of fi- 
nance-company depositors are retired 
people who live off their monthly in- 
terest cheque. 


M any depositors have been attracted 
to relatively small and unknown 
companies because of their higher in- 
terest rates. When the first of these 
started collapsing, a run on deposits ex- 
posed the weaknesses of others. 

The chief executive of one of the 
most prosperous finance companies 
told the REVIEW that some of the trou- 
bled companies got into difficulties 
when they moved out of hire purchase 
and into trading, property development 
and other risky business. UTI, for 
example, had engaged in non-hire pur- 
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sell than stocks to Indonesian investors 
who are generally averse to risks, ac- 
cording to one stockbroker. 

The strongest competition to the 
capital market comes from time de- 
posits which had accumulated to a total 
of Rps 16,000 billion by the end of June. 
Currently, time deposits have all the ad- 
vantages — convertibility and high in- 
terest rates. The interest income is 
exempt from tax. Shares, by contrast, are 
much less liquid and the dividends are 
subject to income tax. 

This tax issue has been a subject of 
debate within the government. Taxing 
interest earnings will place shares and 
time deposits on more or less equal foot- 
ings, and will significantly boost the 
government's tax revenue. 

But it could also prompt capital 
flight, one reason why the government 
waived its option to tax interest income 
in the first place. One possible alterna- 
tive is to give dividends equal tax treat- 

nnt. The government is expected to an- 

unce tax changesinits next deregulation 
package which could come this month. 

As if anticipating a further liberalis- 
ing move, PT Hotel Prapatan, a listed 
company which runs the Hyatt Arya- 
duta Hotel in Jakarta, announced 
that this month it would make its second 
share issue, marking the first stock list- 
ing in four years. 

Prapatan has been gu Bapepam's 
approval to issue 4.17 million shares 
with a nominal value of Rps 1,000 each. 
The initial selling price of Rps 4,650 a 
share looks high against the company’s 
share price of Rps 2,800 on 1 July. D 


chase leasing and trade ventures which 
reduced cash flow and interest. Some 
also offered high rates to attract funds 
away from established companies. 

To curtail this trend, the Moneta 
Board last December imposed a 17% 

erest ceiling on one-year deposits and 

% on deposits exceeding one year. 
The Finance Houses Association — an 
organisation of finance companies — 
and several companies individually 
complained to the board that this ceiling 
made them uncompetitive with the 
NSB. The board on 10 June raised the 
maximum interest rate to 20% , regard- 
less of the period of maturity. 

Under the new regulations, the 
Monetary Board will be empowered to 
appoint new managers to troubled com- 
panies and to appropriate the assets of 
those responsible for the mismanage- 
ment. Central bank loans may also be 
granted to finance companies the au- 
thorities are attempting to turn around. 

Since 1986, the central bank has or- 
dered the suspension of 10 finance com- 
panies unable to honour commitments 
to depositors. Their managements were 
given the opportunity to come up with 
effective proposals to recommence 
business and honour their obligations, 
or face liquidation. 


FAR EASTERN ECONOMIC REVIEW e 14 JULY 1988 








BORROWINGS 


Default on time 


North Korean debt scheme delayed yet again 


By Anthony Rowley in London 


S| Res protracted negotiations between North Korea and two syndicates of 
Western banks over about US$900 million of Pyongyang's debt remain 
deadlocked. Another deadline expired on 1 July without an agreement to re- 
solve the 13-year saga. 

The latest move in recovering North Korea's debts to Western banks, which 
are in default on both principal and interest payments, began on 1 June when 
London merchant bank Morgan Grenfell — leader of one of the two negotiating 
consortiums — announced an agreement with Pyongyang. 

Morgan Grenfell’s consortium comprises banks which are owed about 
US$250 million of medium-term Euro-loans, while ANZ Bank represents a con- 
sortium owed about US$650 million in the form of short-term trade obligations. 
Some of the banks involved belong to both consortiums. 

The proposals of Morgan Grenfell, which had negotiated unilaterally with 
the North Koreans, involved North Korea's Daesong Bank taking over respon- 
sibility for all US$900 million worth of debt from the Mooyok Bank. 

A key feature of the scheme was that North Korea would service all the loans 
for a period of three years — paying interest at a fixed rate and repaying 
US$270 million (30%) of the principal — and would then be forgiven all re- 
maining obligations on the debt. 

The North Koreans offered to deposit a sum of US$5 million immediately 
mow and a further US$10 million once the agreement 

.| had been signed. This sum would be available for 
distribution among all the banks that signed. 

Shortly after the scheme was unveiled, however, 
North Korea “backtracked,” according to one 
source, and proposed that the US$270 million 
should be paid in instalments towards the end of the 
three-year period. 

Morgan Grenfell set an initial deadline of 24 
June for banks to reply to the proposals. This was 
extended to 1 July, but only about 60% of the banks 
replied. Morgan Grenfell had hoped to have the 
scheme approved by 15 July. 

Meanwhile, ANZ came up with two options of its 
own. One was that the banks should cease negotiat- 
ing with North Korea altogether and seek a sum- 
mary judgment in the British courts them to 

a | attach any North Korean assets in Britain. Pyong- 
Pyongyang: backtracking. yang is understood to hold deposits with certain 
London banks and to trade gold via London brokers. 

The second option was that North Korea should service its debts for three 
years as proposed by Morgan Grenfell, but thereafter it should enjoy a 10-year 
moratorium on further repayments, instead of writing off the residual 70% of 
principal outstanding. 

This proposal, reflecting the difficulties which most commercial banks have 
in simply writing off debt, would mean that North Korea would make no pay- 
ments between 1991 and 2001. After that, it would resume repayments until 
2005, clearing the debt. This scheme mirrors arrangements made with certain 
Latin American debtors, according to ANZ. 

The banks themselves seem unsure over how many of their number should 
have to agree to either scheme before it is assumed to be their formal stance — 
the ANZ scheme has yet to be put to Pyongyang. Meanwhile, North Korea is 
using this uncertainty to lure individual banks to settle and thus qualify for a 
share of the US$15 million it says it will deposit. 

Most of the banks have long since made full provision against the North Ko- 
rean debt. But they are reluctant to write it off formally because of the bad pre- 
cedent which they say this will set for other debtor countries. 

It seems possible that the banks are engaging in their own bluffing tactics, be- 
lieving Pyongyang is anxious to settle the debt because of its increasing eco- 
nomic isolation. : 

After negotiations in Vienna last September, North Korea and the banks 
signed an outline agreement on repayment of the loans, though Pyongyang an- 
nounced shortly after that it had no intention of honouring it. 
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Tightening the belt 


Pakistan adopts new taxes and cuts public subsidies 


By Husain Haqqani in Islamabad 
poss budget for 1988-89 (start- 

ing 1 July) envisages a substantial 
increase in government revenue 
through new taxes and plugging of 
loopholes in tax collection. But the new 
measures will not be sufficient to re- 
duce the country's chronic budget 
deficit. 

Apart from a gap of Rs 17.21 bil- 
lion (US$956.1 million) in projected 
income and expenditure, which will 
be met through deficit financing, 
the budget depends on heavy domes- 
tic borrowing and foreign aid. 

The overall fiscal deficit — the 
shortfall in government-generated 
income — is projected to increase 
from Rs 55.58 billion at the end 
of 1987-88 to Rs 59.08 billion. 
But according to Finance Minister 
Mahbubul Haq, the deficit will be- 
come more manageable if the pro- 
posed strategy of the current budget 
is maintained over the next few 
years. Already the deficit is ex- 
pected to decline as a percentage of 
GDP, to 7.6% from last year’s 
8.1%. 

During his televised budget 
speech, Haq blamed the ousted 
government of prime minister 
Mohammed Khan Junejo — in 
which he served as planning minis- 
ter — for financial mismanagement 
which brought the country to the 
brink of bankruptcy. Haq said that 
in the absence of parliament, which 
President Zia-ul Haq dissolved on 
29 May, he was initiating a gradual 
increase in revenue while reducing 
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dependence on domestic as well as for- 
eign borrowing. But he warned that the 
success of his policies depended on their 
implementation as a package. 

Haq's package includes simplifica- 
tion of tax-assessment procedures, eli- 
mination of the widely abused dis- 
cretionary powers of tax officials and 
additional sales taxes and customs 
duties. These are expected to yield an 
extra Rs 13.25 billion in revenue. Gov- 
ernment expenditure is also to be tight- 
ened, with inflation-tied increases for 


PAKISTAN BUDGET IN FIGURES 


1987-88 1987-88 
budget actual 


1988-89 
budget 


85.3 89.01 

33.6001 32.22 

(less provinces'share) (15.14) (16.22) 
Internal capital receipts 32.92 31.13 
Foreign aid 25.35 25.96 
TOTAL 162.04 162.11 


42.19 
37.75 
35.67 
54.07 


TOTAL 169.69 176.42 186.39 





DEFICIT 7 64 14.31 


98.61 
36.38 
(18.13) 
24.04 
28.27 


169.18 


48.32 
47.52 
35.99 
54.56 


17.21 





defence and reduction in real terms in 

spending on infrastructure develop- 

ment and government administra- 
tion. 

Public-sector corporations, instead 
of relying on large allocations in budget- 
ary support, will have to find ways to 
increase self-financing. The electricity 
monopoly, the Water and Power Deve- 
lopment Authority (WAPDA), will 
raise its tariffs and seek capital through 
sale of bonds. This has freed the govern- 
ment from having to earmark a signi- 
ficant portion of the development 
budget for WAPDA preen. The Tele- 
phone and Telegraph Department and 
the Oil and Gas Development Corp. 
have also been made autonomous 
and given full responsibility for financ- 
ing their operations and new projects. 

Haq has also revived plans for 
privatisation which had been shelved 
over the past two years. A national Dis- 
investment Commission has been consti- 
tuted to “promote and accelerate dis 
vestment of certain industrial unit 
Fourteen public-sector units have been 
identified for immediate privatisation 
while shares of other government enter- 
prises, including nationalised banks, are 
also to be put on the market for partial 
privatisation. 

Banking is also being opened to the 

rivate sector with licensing of private- 
investment companies. New guidelines 
for lending by nationalised banks have 
been announced to encourage invest- 
ment. The budget includes tax conces- 
sions for investors and measures aimed 
at deregulating small industries using 
local raw materials. 

Haq would have preferred to intro- 
duce more drastic tax reform but the 
government cannot afford sweeping 
measures in a year of political uncer- 
tainty. 

Taxation of agricultural income, 
widely considered the only realistic 
way of expanding Pakistan’s n 
row tax base, was not includec 
the budget because of Zia’s plans to 
hold general elections later this 
year. 

Structural changes in the tax sys- 
tem are aimed at pleasing the urban 
salary workers without alienating 
rural voters who would have re- 
sented an agricultural income tax. 
But everybody will be affected by 
increases in indirect taxes, mainly 
on imports, and no attempt has 
been made in the budget to increase 
the relative share of direct taxes in 
total tax revenue. 

To make increased taxes and 
reduced subsidies more palata- 
ble, welfare schemes such as pen- 
sions and special endowments for 
low-income groups have been an- 
nounced. Government-sponsored 
savings schemes have been ex- 

anded to include new interest- 

ree, profit-sharing bonds as part of 
Zia's Islamisation programme. D 
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he Philippine economy grew by 

7.6% in real terms in the first quar- 
ter of this year, according to govern- 
ment estimates. As in 1987, industrial 
activity, particularly in the manufactur- 
ing and private construction sectors, 
provided the main impetus behind the 
expansion. 

This has perked up domestic de- 
mand, which is widely expected to re- 
main buoyant for the rest of the year. 
But many businessmen and indepen- 
dent economists are concerned about 
some fundamental factors, though there 
appears to be increased confidence on 
the political front. 

ecently, the government scaled 
down its growth projections for the next 
five years. It now expects real GNP to 
and by 6.4% this year, against an 
-.lier forecast of 6.9%. The reduc- 


tion is due mainly to the effects of 


a declining currency and the increas- 
ing cost of servicing the country's for- 
eign debt of some US$28.6 billion. 


Agricultural output, which tradi- | 


tionally accounts for a quart- 
er of GDP, could suffer because 
of uncertainty surrounding the 
land reform law. Analysts 
say the compensation provisions 
are too complicated and may af- 
fect the government's target 
growth of 476 this year. 

The peso deteriorated stead- 
ily in June to P21.062:US$1, the 
second lowest level so far this 
year (after a two-year low of 
P21.073:US$1 posted on 20 
April). Intervention by the Cen- 
tral Bank of the Philippines on 1 
July boosted the peso to 
2°).997. However, officials at 

policymaking National Eco- 

nic and Development Au- 
thority believe the peso has been 
overvalued. Local banks project 
a peso of P21.50-22.00:US$1 by 
the end of the year. 
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Businessmen have also become in- 
creasingly worried about the rise in in- 
terest rates. Bank lending rates have risen 
by a few points since the start of the year 
as the inflation rate gained momen- 
tum and yields on treasury bills de- 
clined. — 

Credit is bound to become scarce if 
current trends continue. No new taxes 
are contemplated for 1989 under the 
draft budget proposal that calls for total 
expenditure of P228.9 billion, up 
32.7% from this year's appropriations. 
A deficit of P22.9 billion will be fi- 
nanced by foreign borrowing, mainly 
from official donors. 

Tax revenues were slightly above 
target at mid-year, but collections under 
the government's value-added tax sys- 
tem, which were forecast to raise an ad- 
ditional P3 billion this year, have been 
below expectations. The clamour for 
cuts in oil product prices, which would 
further cut revenues, has so far been re- 
sisted by the government. 

The government, 


which faces 





mounting criticism over its increased | 


foreign borrowings, is also under pres- | 


sure to reduce its domestic borrowings. 
It is feared that these may eventually 
crowd out private business which is in 
need of operating capital. 

Exports rose by 27% to US$2.07 bil- 
lion in the first four months, and im- 
ports grew by 24% to US$2.4 billion. 
The trade shortfall was 5.1% more than 
in the same period last year. Capital- 
goods purchases have started taking a 
bigger share of imports, indicating some 
tooling up by industry. 

Central-bank projections for the 
whole of 1988 put exports at US$6.59 
billion, up 15.276 on 1987, and imports 
at US$7.67 billion, up 13.9%. 

The balance of payments (with the 
effects of debt rescheduling accounted 
for) showed a surplus of US$116 million 
in the first quarter, against a US$39 mil- 
lion deficit in the same period last year. 
However, this was 1326 lower than a 
surplus in the previous quarter. 

The inflation rate averaged 9.13% in 
the first five months, compared with 
0.33% in the same period last year. The 
monthly year-on-year increases in con- 

sumer prices rose from 8.47% in 
January to 9.7076 in April and 
fell slightly to 9.23% in May. 
The full-year average inflation 
rate is projected at 7-8% this 
year, from 3.876 last year. 
Investment also increased sub- 
stantially. New business ventures 
registered with the Securities and 
Exchange Commission in the Jan- 
uary-May period had a combined 
paid-up capital of P.4.23 billion, 
up 47.3% from last year. In the 
, same period, the Board of In- 
*. vestments approved P 10.08 bil- 
lion worth of equity investment in 
planned industrial undertakings, 
an increase of 231% from last 
year. Foreign investments put in 
P1.34 billion in wholly own- 
ed companies and P3.12 bil- 
lion in joint ventures with local 
groups. — Jose Galang 
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Dividend 
(prev.) 


Y 499 2b 
(US$3.7b) 


Y672.6b 
(US$5b) 


(n.a.) 
n.a. 
(n.a.) 
25% 
(same 


10HKe 
(5 HK¢) 


HK$690m +42.9 
(US$88.5m) 


Comment 


Japan's largest maker of sewing and knitting machines, and 
typewriters diversifying into word processors. 


Earnings a share of world's 2nd largest motorcycle maker 
was ¥ 47.70, down from Y 57.07. 


Major shipbuilder turns net profit after several years of 
losses. No forecasts for 1988-89. 


India's biggest private-sector steel firm improved results 
came from government-fixed price increases. 


Rapid expansion of China-based assembly helped 
Hongkong electronics group boost sales. 











CURRENCIES INTEREST RATES (%) 


4 July x x | ids Ae ; allo interbank interbank interbank 
| + 
sachs bills/bondst 1 month? 3months*t 6 monthst 


Britain : ; i | 13.03125 13.20313 
Canada dollar à "n 
France franc . : ; : 10.375 10.50 


Hongkong dollar ^ : closed 

india rupee 13.062 Hongkong 7.625 7.9375 
indonesia rupiah E : 1,661.00 | indonesia n.a. n.a. 
Japan yen : A 123.855 A 

Malaysia dollar : i 2.567 ||] Japan 4.8125 4.875 
New Zealand dollar ‘ : 1.526 Ae 

Pakistan rupee J A 17.4325 Len 

Philippines peso 21.02 | | Malaysia 3.75 3.85 
2 n Kon m ad : j 352 a | New Zealand 15.10 15.15 
Sri Lanka rupee . ; 30.817 Scd Philippines 13.00 — 
Switzerland franc s 1.355 EA 

Taiwan NT dollar i ; 28.64 «| Singapore 4.0625 4.25 
West Germany mark í . 1.555 E 


i Taiwan 6.00 5.90 
Banknote ici Communist : 

rate* countries coy Thailand 8.75 z 
Bangladesh taka 29.50 J China ee : 7.875 8.00 
raha el irn . US$--Rmb 3.722 | 

urma ya " 7 

Macau pataca 8.055 HK$ = Rmb 0.476 
Nepal rupee 22.00 s Soviet Union 7 75 8.25 
PapuaN. G. kina 0.875 ] USS- Rouble 0.6374 : ” 


Other: SDR1—US$1.31061, ECU1 = US$1.1394, Laos 9.875 — 10.5625 
S$1—M$1.277, £1 -HK$13.144, US$ - New Kip 350.00 4.4375 4.875 
3 months forward: Japan Y 134.295, 


Hongkong HK$7.805, Singapore S$2.02 1, boe S 3.5625 3.1875 
a uds 4.25 4.6875 


Source: Telerate for spot and forward rates from Asian money markets, Republic Na- 12.1875 12.25 
tional Bank of New York for banknote selling rates on the Hongkong market Bees 
and Deak international Ltd for official rates. **shortterm — 'offeredrate Source: Telerate, Vickers da Costa & Co. 


COMMODITIES 


` Cast sale to 4 July 


Previous 3 months 
week ago 


London (3) 437.75 442.25 : 455.15 — 


Dornestic 
pper — New York (4) "- Te 

Current delivery (July) 105.00 104.50 105.30 ^u ; international 

Sept. delivery 98.60 


Aluminium | London 0) = Yen: 
Current dilivar Unio) 1,552.50 1,663.00 1,575.00 '8. D 
Sept. delivery 1,463.50 | , Domestic 3 years t 

Tin KualaLumpur (2) 18.39 18.36 17.33 LA 10 years t 

Cotton New York (4) l : l international — 3-5yearst 
Current delivery (July) | 65.02 66.10 62.88 7 7-10 years? | 
Oct. delivery 61.10 Dm: a 

Rubber Kuala Lumpur (9) . Domestic 3-5 years 
Current delivery (Aug.) 363.50 368.00 | à 10 years " 
Oct. delivery 364.50 international — 3-5yearst 

Palm Oil KualaLumpur (5) 7-10yearst 
Current delivery (July) 15006 1,261.00 955.00 ; AS: 

oe delivery es Domestic 3 years t 
ugar New York (4) 10 years t 
Current delivery (Oct.) 1506 10.86 8.88 ' | international 3-5 yearst 
Jan. defivery : E j 

Pe r Si (10) m 7-10 yearst 
ppe ingapore EX è 
Sarawak Asta bik 100% 675.00 725.00 907.50 102000 | JOS: — : 

Wheat Chicago (6) m. Domestic 3 years : 
Current delivery (July) 387.00 380.40 299.20 268.75 m 10 years 
Sept. delivery 395.40 8 international 3-5yearst 

Maize Chicago v 7-10 yearst 
Current delivery (July) 327.00 342.40 209.60 172.50 JE 
Sept. delivery 337.60 v] Domestic 3 years t n.a. na. 

Rice Bangkok e 10years t n.a. n.a. 
5% white fob 310.00 300.00 300.00 213.00 ; ; : ] Internatiohal — 3-5yearst | 10.03 9.48 

Soyabeans Chicago D 7-10years! | 10.12 9.77 
Current delivery (July) oe 1,029.40 653.40 541.50 |. | NZS: 

Aug. delivery 20940 Domestic 3-5yearst | 13.9625 n.a. 


Cocoa London 7-10yearst | 12.75 n.a. 


Current delivery (Juty) 941.00 925.50 907.50 1,355.50 international 3 years * 
Aug. delivery 954.50 y 14.06 14.10 


Coffee London TAQ YORE | 19:067 13.075 
Current delivery (July) 1,058.50 1,107.00 1,345.10 1,213.00 SFr: 
Sept. delivery 1,086.50 3-byears! | 3.99 3.98 
Petroleum Tokyo 7-10yearst | 4.61 4.62 
Sumatran light 15.85 16.20 | 15.70 17.70 ECU: 
Brent London 13.95 14.95 15.35 19:25 3-5 yearst 7.12 6.93 
| | ~~ 7-10yearst | 7.79 7.83 


7-10 yearst 


(fatonne (2)M$akg (3)US$anoz (4UScalb (5M$atonne (6)USca60lbbushel —— | 
| (7)USca56ibbushel (8)US$atonne (9)Mcakg (10)5$a100kg (tt)USSabarrel Source: Telerate, Reuter. *AAA corporate ! Government 








EFFECTIVE EXCHANGE RATES 
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^ 1985 1986 1987 1988 . 


vio... Singapore T | 































Economic Growth % (real) (1) 
1987 9.4 















1988 1-3 | 7-7.5 
International Reserves (5) 
Latest US$10.50b US$18.15b 
(Apr) (Mar.) 
] Year eartier US$8.41b US$11.78b 
À Trade Balance {totai merchandise) 
(Mar.-May) (Oct. -Dec ) 
Previous 3 months *US$0.52b ~US$0.7 1b 
] Year earlier +US$0.04b -US$3.0b 
| Exports (7) 
j| Latest 3 months US$8.58b US$13.4 1b 
] "echange previous 3 months -41 +35.8 
d  "echangeyear earlier 4475 +404 
] Imports i 
4  Latest3months US$8.46b US$14.65b 
% change previous 3 months *4.4 +38.4 
| Y% change year earlier +16.5 +16.7 
| Consumer Prices 
Base July 80-June 81 100 | Sept.-Dec. 1988 = 
Latest J months index average 172.9 107. 96 
fOct.-Dec.) (Sept.-Dec.) 
% change previous 3 months +17 =O). 
| % change year earlier +74 :20 
j| Money Supply (3) 
J pied Supply A$126.3b(10) Rmb 775.48b 
(Mar.) - Sept.) 
1 % change previous month *0.9 *7.5(11) 
3i  *- change year earlier +44.0 +31.2 
ae ~ MALAYSIA PHILIPPINES 
Economic Growth % (real) (1) 
1i 1987 4.7 5.05 
] 1988 5-6 5.5-6.5 
1 International Reserves (5) 
] Latest US$7.01b US$0.73b 
(Mar) (Apr.) 
Year earlier US$6.45b US$1.67b 
Trade Balance (total merchandise) 
Latest 3 months * US$0.78b/4) ~ US$0.16b 
(Nov.-Jan.) (Feb.-Apr.) 
Previous 3 months +US$0.61b -US$0.21b 
Year eartier * US$0.45b -—US$0.23b 
Exports (7) 
Latest 3 months US$4.08bí(4) US$1.65b 
% change previous 3 months ^2.8 +AA 
% change year earlier +374 +30.9 
imports (8) 
Latest 3 months US$3.30b(4) US$1.81b 
% change previous 3 months mm BD +41 
% change year earlier +34.2 +21.5 
Consumer Prices 
‘Latest 3 months index average 397.2 
(Apr.-June) 
% change previous 3 months *1.5 
% change year earlier *9.3 
Money Supply (3) 
Latest P160.94b 
(Mar.) 
% change previous month $1.4 
% change year earlier * 18.6 








Waen io for 1985 trade e with the; countries shown plus the US and Canada and 14 Eurot 









-US$1.13b 
(Mar.-May) 
+ US$0.24b 
-USS0.53b 











US$13.86b 
*5.6 
22.4 








US$14,905 
+16.4 
+26.5 


war May) 
*2.1 
+77.2 








HK$325.72b 


US$15.23b 
Dec.) 
US$12.94b 
-US$0.89b 
(Feb.-Apr.) 


-US$1.22b 
~ US$0.98b 


US$8.80b 
*1.4 
+33.1 


US$9.69b 
et 
+ 26.6 
June 82-May 83 = 100 
104.0 
(Feb.-Apr.) 
0.6 
*1.9 


$$37.09b 
(Dec.) 
42.1 
* 19.8 


: (1) Official and other estimates of GDP (GNP in Japan) {2} Consumer Price Index A (3) M2 or currency plus bank deposits (4). 
‘except for Singapore {6} Customs basis "m fob (8) cif (9) Sy petroleum products (10) M3 




















~US$1.15b 
(Dec.-Feb.} 
~US$1.52b 
~US$1.52b 


US$3.03b 
+3.0 
+ 26.6 
USS$4.18b 
~§.2 
+6.8 
751.67 
(Jan.-Mar.) 
=O 
49.5 


E 66010) 


+US$1.04b 


US$13.51bí(6) 
-0.6 
+32.0 


US$11.95b(6) 
14 
+30.0 


1985 = : 100 


01) % change over past 3 months 





pean countries. Figures are for the week ended 2 July. 


115 ae Reece 
Singapore 


105 = 
95 etm anny ate RR 


———————MRRE " 
85 mM"— J€———— APR 


INDONESIA 


34 


' US$5.09b 
(Jan.) 
US$3.57b 





rie .41b(9) 


US$3.34b(9) 
413.0 
~f} 


| Apr. 77-Mar. 78 = 100 


Rps 33.13t 


(Nov.) 
+2,6 
+20.4 


11 
6-8 


US$76.71b 
(Feb. 
US$51. 


+US$1.18b 


+ US$4. 37b 


US$13.66b 
—~7.0 
+11.0 


US$12.48b 
413.0 
*57.0 


1986 = 100 
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tiii HMM haana rm rnn kM tiran EA NT AS Wh red aa Ré Ara 


JAPAN 





3545 





US$86.16b 
(Apr.) 
US$68.50b 





* US$19.25b(6) 


(Mar.-May) 
*US$16.91b 
+ US$22.05b 





US$65.59b(6) 
+79 
*14,3 


US$46.34bí(6) 
*5.6 
*31.2 









1985 = 100 













Peninsular Malaysia only {5} IMF definition of reserves minus gold 
Source: Official statistics. 



































c rose for the first three days but then de- aa 


~ worth HK$4.99b. 














Traders beat the retreat 


- CONCERN about higher interest rates unsettled major Asian markets in the period to 4 July. Tokyo and 





Hongkong slipped back, though Taipei and Seoul rebounded after their recent slide. 





- TOKYO: Interest-rate fears continued f 
to dominate trading. The Nikkei Index 


clined to finish the period slightly |z 
lower. Shares of less than ¥1,000 |, Jl "| 
(US$7.40) were actively traded. | 
Sumitomo Metal fell €11 to Y520 but |*e9»* 
Toyo Menka rose ¥87 to ¥598. Aver- |2000 —3 
age daily turnover was 2b shares, worth |j 
X 1.55t. : : 


HONGKONG: Stocks rebounded on |, 
bargain hunting after falling sharply | 
early in the period on interest-rate | 
fears. The Hang Seng Index fell 2.04 to 
2,687.62. Property companies were 
hardest hit. Hongkong Land fell 10 HK 
cents (1.2 US cents) to HK$7.6. 
Cheung Kong slipped 10 HK cents to 
HK$7.75. Volume was 3.58b shares. 


SINGAPORE: Jitters north of the 
Causeway and the market's poor re- 
sponse to Temasek Holdings' latest 
. NOL placement destroyed early gains. 
SIA still managed a 40 S cents (18 US 
cents) rise to $$11.70, however, and 
marine engineering stock FELS gained 
= 6Scentsto $$2.30. Volume was high at 
an average of 56.5m shares a day, 
© worth S$93.7m. 


KUALA LUMPUR: Prices gained steadi- 
. ly throughout the period but dropped 
sharply after the weekend. Brokers 
: blamed the worsening constitutional 
crisis but also said a correction was 
overdue. Promet rose 3 M cents (1.1 
US cents) to 60.5 M cents on news of a 
special rights issue. Sime Darby lost 10 
M cents to M$4.06. Volume averaged 
32.6m shares a day, worth M$50.5 m. 


BANGKOK: Prices steadied as invest- | , 
ors looked for new leads. The SET | 
index rose just 1.52 to 450.98 in the | 
holiday-shortened period. Foreign 
board trading was active, with | 
Bangkok Bank trading at an 11% pre- | 
mium to the main board. Nation Pub- | 
lishing gained Baht 38 (US$1.50) to | 
Baht 305. International Trust and Fi- | 
nance fell Baht 2.50 to Baht 11.25. 


MANILA: Prices fell in reaction to soft- 
er metals prices, a weakening peso 
(until the central bank intervened on 1 
July) and rising local interest rates. The 
Manila Composite Index finished 7.35 
down at 853.32. But San Miguel-B rose 
5.6% to P190 (US$9.10) and Ayala in- 
creased 2.196 to P9.70. Average daily 
turnover was 257.15m shares, worth 
P51.43m. | 











AUSTRALIA: Shares retreated amid 
fears of a further fall in commodity 
prices and a decline in the Australian 
dollar. The All Ordinaries Index fell 
6.4 to 1,559.4. Attention focused on 
Bond Corp.'s proposed merger with 
the Bell empire. Bond rose 23 A cents 
(18 US cents) to A$2.28. Bell was un- 
changed at A$2.45. BHP lost 10 A 
cents to A$8.08. 


NEW ZEALAND: A cabinet split over [ 
the budget sent prices sharply lower. | 
Confidence was further undermined by 
meat processor Waitaki Interna- 
tional’s announcement of a NZ$25m 
(US$16.95m) interim loss and two 
plant closures. Fletcher Challenge fell 
18 NZ cents to NZ$4.42. Brierley slip- 
ped 8 NZ cents to NZ$1.45. Volume 
was 45.46m shares, worth NZ$63.85m. 


TAIPEI: Stocks recovered after a five- 
day slide caused by government efforts 
to tighten the money supply. But in- 
stitutional investors remained on the 
sidelines because of uncertainty over 
inflation and interest rates. Average 
daily turnover was  NT$19.07b 
(US$549.6m). Formosa Plastics rose 
NT$9 to NT$116. Far Eastern Textile 
gained NT$9.50 to NT$121. 




















SEOUL: The market rebounded 15.53 
to 701.4 points after a three-week 
downward spiral. Securities and rub- 
ber stocks were the best performers. 
Mining firms and short-term financials 
declined. Kumho Rubber jumped 
7.6% but Korea Tungsten fell 4.176. 
Volume fell 200,000 to 7.1m shares. 
The daily average turnover dropped by 
Won 4.5b to Won 120.3b (US$164.8m). 


BOMBAY: A mid-period rally backed 
by institutional buying fizzled out in 
the absence of follow-up support. A 
government promise to help boost the 
capital market failed to inspire confi- 
dence. Trading was light. Textile 
stocks improved, with Grasim rising Rs 
13.50 (97 US cents) to Rs 107.50. Bajaj 
Auto shed Rs 10 to Rs 235 and Pfizer 
dropped Rs 3.50 to Rs 61.50. 


NEW YORK: Shares advanced in the 
holiday-shortened period on the pros- 
pect of lower oil prices and a surge in 
the dollar. But interest-rate fears con- 
tinued to unsettle the market, though 
most brokers expect stocks to make 
further gains. Volume was 777.7m 
shares. The Morgan Stanley Capital 
International Index closed nine points 
lower at 443.8 on 1 July. 
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“Tye got a terrific ball! When dad told me it was made 
of plastic I didn't believe him. I haven't missed a goal 
since I got it. It puts up with all kinds of rough treatment - 
even my dog's teeth! All my friends are jealous. I really 
think that the people who made it are clever” 

That's true : the innovators of today are clever and 
Atochem's chemistry is here to help them. To help them 
to produce better and more reliable products and to meet 
the needs of today's high technology. 

Atochem has laboratories, research centres and 


production sites which by working in close collaboration ATOCHEM 

with each other ensure successful products for the Hong-Kong 

i Tél. : 852 (3) 697.145 

innovators. Telex: 39 712 HKATO HX 
Atochem: The way forward for innovators. Melbourne 


Tél. : 61 (3) 548.40.33 
Télex: 154171 ATOMEL AA 
Singapour 

Tel. : (65) 225.03.88 
Télex: 34502 ATOSEA RS 
Tokyo 

Tél.: 81 (3) 234.74.41 








ATOCHEM in France and the world. 








- 10,000 employees plus. - Network spreading over Télex: 2325419 ATOCHM J 
- 35 productions plants in 97 countries on 5 continents. 

France and the world. - Turnover: FF 23 billions. ATOCHEM 
- 4 research and - Main activity sectors: ~ 

development centres. Basic chemicals, groupe elf aquitaine /NRO) 
- l technical centre Fine and speciality \ 








(engineering). chemicals, Plastic materials. 





Head 

4, cours Michelet 

La Défense 10 - Cedex 42 

92091 Paris La Défense (France) 

Tél. (1) 49.00.80.80 - Télex: ATO 611922 F 





CHEMISTRY FOR THE INNOVATORS. 











‘The Recognized Authority | 


| Now in its 24th year the CHINA TRADE REPORT 
-|. which is published monthly by the Review Publishing 
_| Company Limited has long been recognized by lead- 
.| ing business executives throughout the world as the. 


most authoritative newsletter of its kind. 


_| CHINA TRADE REPORT Provides A Broad Range - 


| Of Information 





Covering subjects which range from foreign invest- 


|. ment to fashion, electronics, telecommunication, 


^|. dozens of others the 


contract negotiations and to literally 
CHINA TRADE REPORT is - 
essential reading for anyone doing, or wishing to do, 
business with China. 


You Could Gather It Yourself | 
You probably could get the same information on your 


engineering, 





P p: own but in order to locate what is contained in each 
and every 16 foolscap page issue of CHINA TRADE 





REPORT you'd have to read hundreds of publications, 
not to mention have your own network of people re- 
porting from all the important zones in China. 
Why not subscribe now and discover for yourself how 
the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
China. 


Small Investment... Handsome Dividends 

Start benefiting immediately from the information- - 
packed CHINA TRADE REPORT by subscribing 
now. A small investment today may pay handsome 


.. dividends later in saved time, energy and money. 


were OMA ANTE, SHIMMER, | Is NUNN RIMM AADO OAA seme OAE N MEAE wmm Vener cuite 


Post this coupon today! 


Circulation Manager, 
Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong. 


Please enter my one year subscription (12 issues) for 
the CHINA TRADE REPORT. | enclose a cheque/ 
money order of made out to the Far Eastern 
Economic Review. Or, please charge my credit card 
(tick one): 
| American Express LJ 
MasterCard L] 


(Please print in block letters) 


| 

| 

| 

| 

| 

| 

| 

Diners Club [] | 
Visa LJ | 

| 
Card No: | 
| 
| 
| 
| 
| 
| 
| 


Exp. Date: 
Signature: 











Name: M 


Address: 





NIS | 
























c TECHNICAL ADVISOR/PLANNER 


Not-for-profit organization invites applications for small scale/appropriate 
technology and engineering background for a possible overseas long-term 
contract in India to provide services to a local not-for-profit venture capital 
company. Technical services required: conducting needs assessments 
and technology searches; identifying, assessing and evaluating small arti- 
san activities relating to commercial viability in collaboration with Indian 
partners, Experience required: mechanical and/or agricultural engineer- 
ing, food technology and/or biological services; university degree (MS or 

PhD preferred), minimum 3 years development experience in less de- 
veloped countries (India preferred); working with rural groups; strong 
analytical; judgemental skills; and ability to work independently as well as 
being a team member. Salary commensurate with technical and overseas 
experience. Send letter and resume to ATTN: ASIA Team, A.T. interna- 
tional, 1331 H Street, N.W., Washington, D.C. 20005. 


* NO PHONE CALLS PLEASE * 








MISCELLANEOUS 


AN 649 LOTTERY 
TAX-FREE LUMP-SUM 
Write for free info 
Canada Express International 
. P.O, Box 378 
Vancouver, BC V6C 2N2 
CANADA 






CANADI 




















































EDUCATION - BUSINESS 
uod | OPPORTUNITY 
OFF-CAMPUS WANTED : 
DEGREE PROGRAMS TWO COMPANIES NEEDING FIRST 


CLASS SALES REPRESENTATION 
IN WESTERN AND EASTERN 
EUROPE, PLUS RUSSIA 


Sales company located in Switz: 

with well-established sales ct 

(20. years) seeks to expand by adding 
product lines related to diesel engines, 
compressors/turbines, and ship build- 
ing manufacturers. 


The individualised programs offered at 
Somerset lead to American degrees at 
Bachelor's, Master's and Doctor's levels 
ina wide range of subjects. 
Fora prospectus send US$8 to the 
International Administrative Centre: 


Somerset Anibersity 


Jndependent Ali sales people are fluent in multiple 
liminster "languages. particularly English. 

l Somerset TA19 080 Contact: 

* England Advertiser Box 707, 


c/o Far Eastern Economic Review, 
GPO Box 160, Hongkong. 





COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review’s large and 
highly skilled editorial team have made it the premier source of informa- 
tion for those who do business, or have an interest, in or with Asia. 


As a testimony to the publication's editorial quality, many Review articles 
have, over the years, been reprinted in newspapers, magazines, educa- 
tional textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educa- 
tional establishment etc wish to enquire about our reprint and copyright 
charges, please address your correspondence to: 
Managing Director 

. Review Publishing Company Limited 
GPO Box 160, Hong Kong | 
Tel:5:293123  Fax:5-8656197 Telex: 82804 REVMD HX 


ndividual attention. | " 7 






"e We welcome enquiries from all-interested parties and assure you of our. 
| pm 23 











CLASSIFIED ADVERTISEMENTS 








PROPERTY 








Sale. 
© o 25.77 acres in prime resort 
Ski-in, location for hotel and 
Ski t residential development 
~ in the fast-growing 
1 ou High Sierra Village of 
R rt Mammoth Lakes in Mono 
eso County, California. Zoned for 
434 units, comprised of 284 
condominium units,a 300-room 
hotel 24,000 square feet of commercial 


at space and Mammoth Mountain’s third 
ski lodge. Call Richard L. Eisenman, 










Vice-President, 
Mammoth Senior Corp. 
e (305) 672-0202. 
Or Write 1111 
mountain, Lincoln Rdad Mall, 
> 2 Miami Beach, 
California. 5; 


Com 
James D. Harper, Jr., President 


Broker inquiries invited. 










Readers are recommended 


to make appropriate enquiries and take appropriate advice be- 
fore sending any money, incurring any expense or entering 
nto a binding commitment in relation to an advertisement. The 
Far Eastern Economic Review shall not be liable to any person 
or loss or damage incurred or suffered as a result of his/her 
accepting or offering to accept an invitation contained in any 
advertisement published in the Review. 












Move £ ondon Property from Hong Kong 


Hampton & Sons, the leading UK Estate Agents can assist you to buy, sell, let, 
manage and arrange finance for your UK house or flat. From £125,000 
Call Annoushka Ducas on 5-254418 or telex 61851 FPDHK HX 

|... | ARST PACIHIC DAVIES H^MPTONS 


RST =e ‘ 1 $ 
CWN 2d floor Two Exi hange Square Hong Kong 6 Arlington Street. London SWIA IAD Teien: 25901 












HAMPTONS 
COMING TO LONDON? 


We are one of London's leading and longest established 
Estate Agents and have the finest selection of 
furnished houses and apartments to let for long 
or short term periods in prime residential areas. 
6 Arlington Street, London SW1A 1RB 


01-493 8222 


Telex: 25341 Fax: 01-491 3541 















An Investment 


SLOANE SQUARE 
SERVICE APARTMENTS 


available for short lets mini- 
mum 1 week from studio to 
3-bedroom 2-bath. Tel: 01- 
730 5766 Office: 42 Lower 
Sloane Street, London SW1 









Whose Time Has Come 
Named by Town å as one of the 
five foremost facilities in the U.S.; 134,9 
acres located outside Fort Worth, Texas, 
currently operating as an "English" stable 
run to British Horse Society standards, but 
aleo ideal for training, breeding, racing, 
Western. 80 boxes, lighted indoor & out- 
door schools, 40 acre croas-country jump- 
Ing course, ponds. Lobby bidg. w/offices, 
restaurant, lounge, & tack shop. 3houses, 
2 dormitories, 2 mile double fenced pe- 
rimeter plus 15 acres of woods for trail 
riding. Good central location; excellent 





PERSONAL 


THE 
DIPLOMAT HOTEL 


2 CHESHAM STREET 
BELGRAVIA 


long term potential for land appreciation. 
US $3 million. contact: Steven Bassion, 
Rt. 1, Box 312, Burleson, TX 76028; tel 
817-295-5932; tix 203941 ACTDUR. 





This space is 


reserved for 
Classified 
Advertisements 


Reservations should be 
addressed to: 


International Classified Manager, 
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ae visitors are still disappointingly 
rare in Budapest, Hungary’s haunt- 
ingly beautiful capital. But, as the newly 
opened Chinese and Japanese restau- 
rants in Budapest’s main business 
centre indicate, Hungarians are not 
only developing a taste for "exotic" 
Asian cuisines but also planning to play 
host to an increasing number of Asian 
tourists, businessmen, investors and 
bankers that they Dope will be visiting 
their country in search of both business 
and pleasure. 

ertainly, those Asians who have vi- 
sited or done business in Hungary — 
notably at the recent Budapest spring 


fair — are not disa pointed. Buda- 
pest, with its fashionable bouti- 
ques, chic cafes and restaurants 


and majestic castles and cathedrals 
— not to mention the attractions 
of nearby Lake Belaton, the main 
tourist resort — is as entertaining a 
place in which to spend a few relaxing 
days as neighbouring 
Vienna or even Paris. 

Situated on the 
banks of the Danube, 
Budapest is a stylish 
and trendy city that is 
viewed with envy by its 
more austere ast 
European neighbours 
and is visited by more 
than 4 million West- 
ern tourists a year. For 
budget-conscious tour- 
ists, the city now even 
boasts its a branch of 
the American hambur- 
ger giant McDonald's. 
But visitors would be 
well advised to leave 
the excited young Hun- 
garians to queue for 
their Big Mac while they 
sample such delicious 
and inexpensive local culinary special- 
ities as goulash or stuffed cabbage. 

It is Asian businessmen, indus- 
trialists and financial wizards that Hun- 
gary really wants to attract. The coun- 
try’s dynamic new leaders are deter- 
mined to build up Hungary's trade and 
economic contacts with Japan, Asean 
and Pakistan. Long-standing ties with 
China and India are being reinforced 
through more trade missions, participa- 
tion in fairs and frequent official visits. 

It is important, say Hungarian 
economists, that Asian businessmen 
and bankers are not discouraged from 
doing business with Hungary because of 
its membership of the socialist bloc. 
Hungary, they insist, is gradually — 
some say too gradually — moving away 
from its traditional state-dominated 
economic structures towards a system 
which is more responsive to market 
forces. 

"Hungary began practising glasnost 





Budapest: hauntingly beautiful. 


many years before the Soviet Union," 
insists Dr Andras Hernadi of the 
Budapest-based Institute for World 
Economy, an independent organisation 
set up by the Hungarian Academy of 
Sciences. Today, Hungary is taking im- 
portant steps to encourage the growth 
of the private sector, has made it easier 
for foreigners to invest in joint ventures, 
and is determined to diversify and in- 
crease its trade with countries outside 
Eastern Europe. 

Developing more commercial links 
with nearby EC countries is one obvious 
step and Hungary's ties with West Ger- 
many and Italy are getting stronger. A 
bilateral trade agreement is being ham- 
mered out with the EC Commission in 
Brussels. But the need to reduce its gap- 
ing balance-of-payments deficit ind pay 
off a US$18 billion foreign debt is forc- 
ing Hungary to look for new markets, 
especially in Asia. 

Japan has been particularly quick to 

aeeoa, respond to the Hunga- 
rian overtures. Ja- 
per trading firms 
gan setting up shop 
— albeit in a small way 
— in Budapest in 1974. 
A. Akimoto, Maru- 
beni's general manager 
in Budapest, says his 
company imports fila- 
ment m from Malay- 
sia, Thailand and In- 
donesia for Hungary's 
textile industry. Clothes 
and consumer goods 
are imported from 
India. 

Hungary’s “good 
quality” cotton textiles 
are sold by Marubeni in 
Japan which also buys 
up vast quantities of 

ungarian aluminium, 
hot-rolled steel, honey, down quilts and 
anti-dizziness drugs. Finding clients for 
Hungarian goods is no problem, says 
Akimoto. “But Hungary is not ready to 
meet any increase in demand.” 


H ungary, however, wants to go a step 
further and is trying to convince 
sapan that it has a leading role to play in 
helping Hungary to modernise and ex- 
pand its industrial base. In addition to 
working to increase trade, Hungarian 
officials are trying to tempt Japanese 
companies into a series of ambitious 
joint ventures, including a much publi- 
cised plan to set up a car assembly plant 
in cooperation with the Japanese au- 
tomobile giant, Suzuki. 

Officials in Budapest admit that 
Hungary may not have the “supporting 
industry” necessary to back up the plan- 
ned joint venture. Suzuki is still be- 
lieved to be conducting a feasibility 
study to evaluate the potential of the re- 





latively small Hungarian market, a dis 
advantage that could be offset if the 
joint venture could sell its products ir 
the larger regional market. Japanese 
companies have already invested in the 
setting up of an animal fodder additive 
plant, a factory producing isolation ma 
terial for construction purposes anc 
another specialising in the fabrication o 
cross-lined polyethylene foam. 

Polifoam, specialising in the manu: 
facture of polyethylene foam for th« 
building, shoe manufacturing anc 
sports goods industries, is currently the 
only Hungarian-Japanese joint venture 
in operation. Its managing director. 
Miklos Arvai, says the company's pro- 
duction and management technique: 
are a source of great interest to k 
firms anxious to step up producti 
Hungarian workers can learn a great 
deal about the work ethic and the ways 
of making the *workplace important for 
you" from their Japanese counterparts, 
says Hernadi. 

In stark contrast to their West Euro- 
pean neighbours, who view Asia’s 
export-oriented newly industrialised 
countries (NICs) with unconcealed 
fear, Hernadi says Hungary can pick up 
a few tips from a number of Southeast 
Asian countries. "Ten or 15 years ago, 
Hungary was better in exports than the 
NICs,” Hernadi says. “But today, we're 
nowhere, and look at them . . ." 

Hungary's attempts to change its 
image from an iron and steel producer 
to a country with a more modern and ef- 
ficient industrial base have, however, 
run into financial difficulties. Hard-cur- 
rency shortages make access to foreign 
technology difficult. At the same time, 
there is a continuing shortage of h 
quality goods that can be sold on 1 
socialist markets for desperately needed 
foreign exchange. As Hernadi puts it: 
"We're finding it difficult to step over 
our own shadow." 

And yet the winds of change con- 
tinue to sweep across the country's poli- 
tical and economic landscape. After 
more than 31 years as leader of the Hun- 
garian Socialist Workers' Party, 76- 
year-old Janos Kadar has just been re- 
placed by the younger and more reform- 
minded Karoly Grosz. The party's new 
leaders are emphasising the need for 
more economic efficiency and appear 
willing to let the private sector play a 
more active role in the country's economy. 

Hungary’s experiment with eco- 
nomic reform is the subject of anxious 
debate and scrutiny among many of its 
East European neighbours and in 
China. But potential Japanese investors 
— and perhaps even South Korean 
ones, too — are also watching closely. 

— Shada Islam 
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How TOUGH WAS IT FOR 
OUR BELLHOPS TO HANDLE FIVE TONS 
OF LUGGAGE? 


Last year, a 150 strong, news exhibition to come through Beijing 
team and film crew checked into our And for a busy television crew, 
1007 room Great Wall Sheraton with all the pressures of live broad- 
Hotel, in Beijing casts, perhaps it was a little thing like 

It was the perfect place to set up our well-practiced professionalism 
headquarters. that was the icing on their cake 


But how, you may ask, did the 
bellhops cope? 

It was a piece of cake ;F e. 

In fact the entire hotel rose to | —— y" 
the occasion as if it was nothing out No 
of the ordinary 


Even to the extent of arranging 





outside catering for 300 people, for 


AUSTRALIA/NEW ZEALAND/SOUTH PACIFIC - ALICE SPRINGS - AUCKLAND - AYERS ROCK - BRISBANE - DARWIN - FIJI - GOLD COAST - HOBART 
PERTH - PORT DOUGLAS - ROTORUA - SYDNEY : TOWNSVILLE - EAST ASIA - BEIJING - GUILIN - HONG KONG - SEOUL - SHANGHAI - TAIPEI - TIANJIN 
JAPAN - OSAKA - TOKYO DISNEYLAND - TOKYO DOWNTOWN : SOUTH EAST ASIA . BANGKOK - BRUNEI : MANILA - PHUKET - SINGAPORE - SOUTH 
ASIA - AGRA - AURANGABAD - BANGALORE - BOMBAY : DHAKA : KATHMANDU : MADRAS : NEW DELHI « FOR RESERVATIONS AT ANY SHERATON HOTEL 
WORLDWIDE CALL - HONG KONG 3-739-3535 - SINGAPORE 732-6000 . KUALA LUMPUR 243-7522 - BANGKOK 236-3535 - JAKARTA 380-7032 


5 


IIa MA ti eww Die 


"^7 ! 


77 IVUS 1.4 ee 1 7890 tr tee kee 


IASI ww Btw Diet 70 788r à t 


TALSU O Doe 


Fn w iwga 


Ai y S ber 


¢ 
Sherato 


The hospitality oe P. 


FarEasternEconomk 


Editor-in-Chief: Derek Davies 
Editor: Philip Bowring 


Regional Editor: Hamish McDonald; 
V. G. Kulkarni (Deputy), Ashley Wright, 
Cheryl Dorall, David Porter(Assistants) 


Business Editor: Ron Richardson; 
Peter Witton (Deputy), 
Stephen Morgan, Tony Major (Assistants) 


Focus Editor: Anthony Dyson 
Arts & Society Editor: Margaret Scott 


News Editor: Pau! Bayfield: 
Steve Proctor (Deputy); Anita Motwani (Assistant) 


Editorial Manager: Mary Lee 
Chief Correspondent: Rodney Tasker 


International Finance Editor: 
Anthony Rowley (London) 


Specialist Writers: 
Murray Hiebert (Indochina): Bob Johnstone 
(Technology), Car! Goldstein (Industry): 
Emily Lau (Hongkong); Elizabeth Cheng (China Trade}: 
Lousie do Rosario and Ellen Salem (China Economy}. 
Michael Westlake (Transport), Susumu Awanohara; 
Michael Bishara 


Art Director: Morgan Chua; 
Andy Tang, Ricky Hui, Barny Lee (Assistants) 


Graphics Coordinator: Pat Elliott Shircore 
Production Editor: Paul Lee: 
Henry Chiu (Deputy) 
Librarian: Jan Bradley 
BUREAUX 


Bangkok: Paisa! Sricharatchanya, 
Paul Handley (251 1139) 
Jakarta: Michae! Vatikiotis (347814) 
Kuala Lumpur: Suhaini Aznam (2618252) 
Nick Seaward (2618244) 
London: (937-4910) 

Manila: James Clad, Jose Galang (5221808/595077) 
New Delhi: Salamat Ali (South and West Asia], 
Lincoln Kaye (676690) 

Peking: Robert Delfs (532-1550) 

Seoul: John McBeth, Mark Clifford (732-7354) 
Singapore: (2203720) 

Sydney: Michael Malik (212-3355) 

Taipei: Shim Jae Hoon, Jonathan Moore (502-2359) 
Tokyo: Charles Smith, Nigel Holloway (2708229) 
Washington: Nayan Chanda (530-8303) 


OTHER CORRESPONDENTS AND CONTRIBUTORS 


Jacqueline Rees 
Calcutta Jayanta Sarkar 
Colombo «Manic de Silva 
Dhaka S. Kamaluddin 


Europe... __ Jarmes Bartholomew (London), 
Shada Islam (Brussels), Frances Williams (Geneva) 
dear — — Christopher Marchand, Tai Ming Cheung 


islama Husain Haqqani, Mohammed Aftab 

ithmandu Kedar Man Singh 

ISCOW Sophie Quinn-Judge 
»»Iigoon M.C. Tun 
United Nations Ted Morello 
Vancouver Ashley Ford 
Wellington Colin James 


Managing Director: Charles H. Stolbach 
Gen. Manager — Marketing & Sales: Samuel J. Atlee 
Adv. Manager, Asia: Nigel Bolding 
International Classified Manager: Karen Cole 
Circulation Manager: Stanton Leung 
Adv. Production Manager: Stanley Ng 


Published weekly, every Uere, in Hongkong since 1946. All Rights 
Reserved. © Review Publishing Company Limited, Hongkong, 1988. A 
vholy-owne subsidiary of Dow Jones and Company Incorporated. 


kong; Executive, Advertisi & Accounts — ~ 0 Gioucester Road Hong 


& Accounts); REVIEWCIRC HONGKONG (Circulation) Telex: 7529 
ECWEK HX ( Editorial; 82804 REVMD HX (Executive & Accounts): 62497 
REVAD HX (Advertising); 66452 REVCO Hx ( Circulation). Fax: 5-8932762 
(Editorial); 5-8653440 (Executive & Accounts); 5- egt (Advertis- 
ng: 5-722436 (Circulation). Telephone: 5-8936688 (Editorial, 5- 
123 (Executive, Advertising & Accounts); 5-891 1539 (Circulation, 


Printed by Dai Nippon Printing Co. (HK) Lid, Tsuen Wan industrial 
Centre, 2-5/F ., 220-248 Texaco Road, Tsuen Wan, N.T., Hongkong 


U.K.: Registered as a newspaper at the General Pos! Office. 

U.S.A.: The Far Eastem Economic Review . (USPS 914-880) is m 

vey ry rry § tie weet seb iter 
Limited. U.S. Mailing Agent — d = 

W. aoe New York, N.Y. 10018 adk r ewr ek cies 

York, N.Y., and additional mailing offices. POSTMASTE 

dress to Far Eastern Economic Review c/o Datamovers, Aeg 

38 W. 36th St., New York, N.Y. 10018-8073. 


[4] Member of the Audit Bureau of Circulations, London. No.29 


FAR EASTERN ECONOMIC REVIEW e 21 JULY 1988 





A 


s i es T y is - T 2. NT gd 
ihi pt uic ET Yu phe. 
m di Solvent ic oe mF. ee are ^ <a 


e " P ve 


CAE 213) KG mor "ei 


J 
s NP r^ / A 
Lo 12 mal UE 
N! ite oe al | 
mb aL y , " oe Y 
J : 


- lin. 
i" 


A. LI PERI | oW 


r2 


Go for the Gold! 


Goldstar knows how to win. of the Games faster and 
Our team has met the chal- more efficiently than ever 
lenge of the before. 


'88 Seoul We're an 
Olympics, international 
supplying winner in the 
highly- field of elec- 
sophisticated tronics, put- 
electronic ting our 
communica- success 
tions equip- to work 
ment to for you. 
capture all 

the excitement 





14" color portable TV with remote control 


Join the winning team. 


Go for the Gold! 
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A GoldStar - 


"^ | ~ Lb 
The brightest star in electróriits. à 2 NER 
SAL i! TOO ORT 
Goldstar Co., Ltd.: Yoido P.O. Box 335 Seoul, Korea Tel: (02) 787-3586 Singapore Office: 


8Shenton Way 439-04, Treasury Bldg., Singapore 0106 Tel: 225-3166 Hong Kong Office: 
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IBM Announces: 





The beginning of 
the end of mid-range limitations. 


The 
Application 
System/400 


With the Application System/4007" IBM 
introduces more than a completely new mid- 
range family. We introduce a completely 
new level of expectation: Mid-range without 
compromise. 

The IBM AS/400 is a new single- 
architecture mid-range family 
that can offer a twenty-fold 


increase in computing power 
from the entry level B10 to 
the powerful B60. All run the 
same operating system and 
all run the same application 
software. It's a system you 
grow into, but you don't grow 


out of. 


For a smaller business, the 


Application System/ 400, System/36 and Syuem/38 are trademarks of IBM Corp. 


Problem Solution Seminar 





We're beginning to bump into the limitations 

of our current mid-range system and we want 
to upgrade. The problem is our current mid- 

range doesn't have any more expansion built 

in. Frankly, our next system had better give us 
plenty of room to grow. 


Growth can be painful if your system runs out 
of room. That's why the AS/400 was designed 
to accommodate a twenty-fold growth ratio. 
You can start with our smallest machine and 
grow up to a machine that rivals a 
mainframe for power and sophistication. 
And every machine in our line runs 
exactly the same operating system. Any 
ication that runs on one machine 
will run on any other. You can add 
terminals and add power without re- 
thinking your whole operation. 





AS/400 provides an enormous range of ready- 
to-run applications. Thousands of industry- 
specific IBM System/36™ and System/38 ™ 





user interface. Designing your company's future 
applications around SAA will make it easier to 
maintain a remote link with other IBM systems 
and will make the applications themselves casier 


applications can be run with minimum to use. 
modification, and you won't need a computer 
professional around the office. Bue epaiing hon aces Chechens dé. 


For the medium-size company, the AS/400 
offers remarkable growth potential. As your 


and we need a powerful data gemeni 
system that can accommodate different language 


business expands you can add capacity @ Many of our operators are more comfortable in 
without changing software or re-training your their native language, so we'd prefer to have ow 
staff. computer system speak to them that way. 


And for the large enterprise, the AS/400 
offers a built-in relational database, powerful 
program development tools and a high level of 
connectivity to virtually any computer you D 
may already own. 
Best of all, the Application System/400 is a 
computer system designed for the future of 








other non-English characters. 
can take advantage of this capability to provide 
a region-wide application that will appear on 
screen in any of several Asian languages. IBM i 
currently supporting Japanese, traditional Chine: 
and Korean for system prompts and menus. But 
business computing. It your application can support other languages as 
incorporates the latest technology, 7 
not only to increase performance 

today, but to fit smoothly into 

the way you'll be doing 

business twenty years from 

now. From banking to design, 4 
manufacturing to retail, the 

Application System/400 

provides the power without the 

limitations. 


We don't have any mid-range computer 
experience at all. Our staff is used to a personal 
computer environment. And while 1 know we 
need the power and the multi-user capability a 
mid-range system offers, l'm worried about ease 
of use and technical support. 


We've designed the Application System/400 to 
be the easiest, friendliest mid-range system 
available. Getting help on any topic is as 

Q easy as pressing one key. Most users will 
never have to leave their seat to find the 
answer. To make managing your system ea ' 
we've built in Electronic Customer Suppo 
This advanced feature allows your comi 
to call in over phone lines to an IBM centre, 
where potential problems can be detected 
and corrected before you even notice them. 


“Require an approved modem 


Our head office uses a variety of IBM systems 
for data management. We'd like to be able to 
send in our figures and share im, 

information. Unfortunately, we can't afford the 
same large systems they use. 










The Application System/400 is highly 

ible with the IBM System/38 and the 
System/36. You could install a small AS/400 
and run the same application your head office 
uses with a minimum of modification. In 
addition, the AS/400 family has built-in support 
for SAA, a software standard that offers both 
powerful communication options and a consistent 
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ME: 


| c c The IBM Application System/400 is the only 
CC | mid-range system you'll ever need. And it's here 

now. Today it offers impressive power and 
unprecedented growth potential within a single 
family. And in the future it can offer even more. 
The AS/400 supports new standards like SAA — 
and new ideas like Electronic Customer Support. 
To find out more about IBM's new mid-range 
line, contact your IBM Marketing Representative 


or an IBM System Remarketer. 
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There’s Something about us 
we just cant hide . 


Why Should we ? 

Sari fàcific Jakarta isa very frrenadly 
hotet. Who else would send someone 7o 
watt for you at The. airport ina 
green jacket with a pink. heart ? 
Thats how heartwarming we can be. 
We take care of you. whether goa re on 
business or holiday, yous! enjoy Our warm 
friendly Service, happ y atmosphere, anol 
food thats foo good * be fue . 
After all, its not easy 7o hide a horel 
with heart: lisit? 
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Politics of 
the gutter 


An open letter to Lee Kuan Yew by 
former Singapore president Devan Nair. 


I will come to the crux of my case against 
you straight away. What is it that you 
are so afraid of, and that impelled you to 
such a massive public exercise in the 
total denigration of a comrade of nearly 
30 years? What prompted you to stoop 
so low to an utterly shameless demoli- 
tion effort, by way of the incredibly sor- 
did white paper tabled before parlia- 
ment on 29 June? 

Your statement in parliament the 
same day gave you away. It made it 
abundantly clear that you. were moti- 
vated by political revenge. For you re- 
ferred to my recent public statements ^^ 
n developments in Singapore 
1aving made necessary what you d 
But legitimate political comment calis 
for a rational political response, not for 
political revenge by way of a revolting 
descent into the gutter. The entire exer- 
cise reeks of revenge, a motive which 
enabled you to throw overboard all ethi- 
cal considerations — medical ethics, 
Confucianist, Christian, Hindu ethics, 
the whole lot. 

According to your own panel of doc- 
tors, I suffered from a medical condi- 
tion, not a moral or political one. Clini- 
cal tests clearly indicated a much en- 
larged liver, resulting in a state of acute 
confusion, bouts of giddiness, exhaus- 
tion and fainting spells, admittedly erra- 
tic conduct, and amnesia. We may differ 
about the diagnosis. Several doctor 
friends of mine in Singapore, let alone 
in the US, have quite other notions 
about the diagnosis. For now, we will let 
that be. 

But where in the civilised work 
sordid political capital so shamelessly 
squeezed out of a medical condition? 
Where else would self-respecting politi- 
cians count obviously transient be- 
haviour, proceeding from a critical 
medical condition, as a fundamental 
moral or political lapse? And where else 
is the sacrosanct confidentiality of medi- 
cal reports, and of doctor-patient rela- 
tions, so outrageously violated for a 
purely political purpose? You know the 
answer: only in a society governed by a 
man like you. 

All my comrades in party, trade 
unions and government, including you, 
have always known me (you often extol- 
led me) as a highly moral man over 
nearly three decades of intimate com- 
radeship in à common struggle for a 
common cause — the building of a na- 
tion. i REP 1. Q4 
How does a.clearly transient condi- 


tion transform me overnight into a 
 hopeless alcoholic, womaniser, wife- 





‘beater, among other lurid depictions of 
depravity? 

The data presented in the white 
paper, in the form of my letters to you 
just before and after my resignation, 
and of Dr Nagulendran’s psychiatric re- 
port to you (the use of which constitutes 
the most disgusting outrage on medical 
ethics imaginable), can only be seen in 
undistorted perspective, in the light of 
the most crucial data of all which, of 
course, has been carefully omitted. You 
know very well that all this was done or 
took place when I was under extraordi- 
narily heavy sedation, 125 mgs (yes, one 
ponies and twenty five mgs) of valium 
daily, to be precise, for some 10 days. 
Thereafter, P was subjected to a slowly 
graduated decline in the dosage, until it 
ceased when I left for New York a few 
weeks later. 

My son Janadas knew of this, but he 
was persuaded that this was normal for 
cases like mine. But doctors in the US 
"^re astounded when I told them this. 

en Dr Gitlow, who looked after me in 
New York, was not told of the kind of 
sedation I was under, though he had 
asked for the information. 

Such excessive sedation, enough to 
dope an elephant, makes not for clarity, 
but for hallucination and disorientation, 
and you had successfully pontificated to | 
a man rendered highly suggestible by a 
psychotropic (mood-altering and mind- 
changing) drug. Further psychiatric 
examination and assessment by Dr 
Nagulendran was conducted when I was 
in a highly sedated state. 

May I state, also, that neither I nor 
any member of my immediate family 
was ever shown any of the medical re- 
ports on me, with the outstanding ex- 
ception of Dr Gitlow who took pains to 
show me every single report of his, and 
to discuss them with me. He also took 
care to obtain my written consent to 
send his evaluations and test results to 
~ igapore. But none of the doctors in 

igapore bothered, at any stage of my 
illness, to show me their reports, nor to 
obtain my consent before they for- 
warded them to the prime minister. In- 
deed, the first time I saw these reports 
was in the white paper. And thereby 
hangs a sadly significant tale. 

Drug-induced confusion and sugges- 
tibility were enhanced by the near-abso- 
lute trust and confidence I had then re- 
posed in the infallibility of your own 
judgments and actions. It is in this light 
that my letters to you reproduced in the 
white paper should be seen. How wrong 
I was, I know now. 

A very good friend of mine, the In- — 
dian physiotherapist who accompanied 
me to Kuching, Kalu Sarkar, has been 
quoted against me in the white paper. 
Again, a stupendous omission. It was 
not revealed thgt Sarkar had been ar- 
rested, detained, cruelly treated, and 
released for return to India only ‘after 
the ISD [Internal Security Department] | 
secured from him statements about me 








which he knew to be untrue. I disco- 
vered this when I met him in India on 
my way to the US in 1985. 

I have publicly acknowledged that 
my erratic behaviour in Kuching, 
though proceeding from a medical con- 
dition, was nonetheless unbecoming of 
a head of state, and have more than 
once humbly apologised to the people 
of Singapore for having failed them. But 
the salacious slant of many of the re- 
ports in the white paper is vividly illus- 
trated by what my wife and son Jana- 
mitra discovered during a visit to Kuch- 
ing in November 1985, in order to check 
on reports of my conduct there. This re- 
fers to the allegation repeated in the 
white paper that I had made sexually 
suggestive remarks to Mrs George 


Chan;-wife of an assistant minister. I 


quote from Mitra's report to me: "I told 
him [Dr George Chan] about the report 
that you had propositioned someone's 
wife while you were in Sarawak. He said 
this was the first time that he had heard 
this. He asked whose wife you were sup- 
posed to have propositioned. I replied, 
“Yours! 

“Dr Chan was surprised. He stated 
that you had been rude to his wife. But 





6 Near! y 30 years of struggle 
and effort in the service of 
Singapore, in intimate 
comradeship with you and 
others are not wiped 


out so easily. 9 


he dismissed the whole incident as 
‘small.’ He said that you had called him 
the next day and asked to speak to his 
wife, whom you promptly apologised 
to. He said his wife never thought any- 
thing about it. He also said that as a doc- 
tor, he knew there was something 
wrong with you, and those times in 
which you behaved strangely and in 
confusion were completely uncharac- 
teristic.” 

A humane response to the deviant 
behaviour of a sick man also came from 
Tun Abdul-Rahman bin Ya’kub, the 
then governor of Sarawak, in whose re- 
sidence I was a guest during my visit, 
and whom I met in London in Novem- 
ber 1985. He told me that he had flown 
hurriedly to Singapore on hearing of my 
hospitalisation in order to see me. He 
was not allowed to do so. Instead, he 
was taken to your office, where you 
wanted to know whether he had any 
complaints to make. He told you quite 
categorically that I had dóne nothing to 
complain about. 

. The Tun also vigorously denied 
rumours circulating in official circles in 


PASOS to the effect that the Malay- 


-sian goverament had ipine] to the - 
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government of Singapore about my be- - 
haviour in Kuching. He said that this. 
was entirely baseless, for the good 
reason that there was nothing to com- . 
plain about. Ps 

Next, what disturbed me most about - 
the visit to the Iban longhouse was not 
so much lubricious reports about having 
foundled Iban ladies on the visit. Un- 
derstandable, because I was told that 
that I had collapsed at least twice on my 
way there, and once in the longhouse it- 
self. As for the Iban ladies, the Tun told 
me that there was nothing untoward 
about what was reported to have hap- 
pened. It was customary longhouse 
practice. But you know that customary 
practice or not, I would not have al- 
lowed it if I had been in a normal condi- 
tion. In any case, I had not spent the 
night in the longhouse, as many other 
visiting dignitaries had done. 

Other reports in the white paper al- 
lege uncharacteristically crude be- 
haviour on my part with nurses and 
other ladies. I have no means of check- 
ing on the veracity or otherwise of these 
allegations. I simply cannot recognise - 
myself in them. It may be that in the de- — 
plorable amnesic condition I was in, I 
did perhaps behave offensively. 

'he white paper has maligned a 
thoroughly respectable married Ger- - 
man lady with children. I had only 
helped her with an academic assign- . 
ment, as I had helped so many others. 

The way you ramatically embellish 
your facts when it suits you takes some 
beating. Where on earth did you get the _ 
idea that I had consumed a bottle of _ 
whisky every night for a few months be- | 
fore my visit to Kuching? | 

Dr Nagulendran's psychiatric assess- | 
ment could have avoided grievous er- - 
rors of interpretation. His rendition of | 
the Tamil word my wife used, “thattu,” 
meaning a light tap on the head, Was 
“hit.” This was how I came to “hit” my 
wife once. You improved considerably 
on the sychiatrist by saying that I “beat 
her often,” a vivid example of the 
geometric progression of exaggeration 
in your hands. 

You want another example? To the 
psychiatrist’s question whether mem- 
bers of my family drank, my wife's 
answer was "yes." This became in your 
hands "Your two brothers and three sis- 
ters, your father, your mother, and two 
uncles, they all had alcoholism." This 
atrocious libel on an entire family was 
later retracted, according to James Fu's 
letter to the REVIEW, which stated that 
the prime minister “withdraws . . . unre- 
servedly" his "lay rendering of the fam- 
ily-history part of the medical report on 
Nair” [REVIEW, 5 Mar. '87]. You no 
doubt consider it safe now to resuscitate 
the libel in the white paper, under cover 
of parliamentary privilege. 

A few words about the alcoholism 
diagnosis. I do not blame Dr Gitlow at 
all for reporting that “the presumptive” 
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have done otherwise, for two reasons. 
One, I was sent to him for treatment, 
not for diagnosis, which was done in 
Singapore. Two, the patient was yet to 
liberate himself from the enormous in- 
. fluence you still exercised on his think- 
ing and attitudes, and was convinced 
that his amnesic condition and break- 
down in Kuching could only be 


- | explained by the diagnosis of al- 


coholism. Nothing more was needed for 
Dr Gitlow's "presumptive" diagnosis. 
Only a few months later did the scales 
begin to fall from my eyes, slowly and 
painfully. There was a direct correspon- 
dence between my discovery of myself 
and my discovery of vou. 

The final certitude that I was never 
an alcoholic only came when I went to 
reside in Indiana as a fellow of the Insti- 
tute for Advanced Studies in Indiana 
University. I asked for and obtained a 
copy of the medical report of the exten- 
sive and thoroughgoing medical exami- 
nation I had undergone in 1984 (about a 
year before my Kuching visit) in the In- 
diana University teaching hospital — 
clinical, radiological, neurological, 
brain scans including an NMR scan, the 


| whole works. The dean of the medical - 


school, Dr Ward B. Moore and another 
| doctor who went through the entire re- 
. port told me that they found nothing to 
suggest alcoholism, nor did they dis- 
cover any sign of brain damage. They 
also expressed the view that it was not 
credible to suggest that I had become an 
| alcoholic or had suffered brain damage 
. within a year of such comprehensive 
tests. 
You delude yourself if you believe 


| that the disgusting concoction of misin- 


terpreted truths, half-truths, and un- 
truths, not to speak of gaping omissions, 
in your parliamentary statement and in 
the white paper, will enjoy more than a 
passing season. Nearly 30 years of strug- 
gle and effort in the service of the 
people of Singapore, in intimate com- 
radeship with you and others, are not 
wiped out so easily. Not even the for- 
midable intimidatory apparatus of 
power and systematic misinformation 
you have assembled can forever stifle 
the truth. What will ultimately prevail is 
the season of truth. And the total truth, 
many-sided and whole, will include the 
virtues and defects, successes and fail- 
ures, prides and shames of all of us, in- 
cluding you and me. In short, total truth 
has an infallible way of debunking the 
debunkers. 

Your genius for sticking labels on 
people does Singapore no good. The 
truth of things often requires the re- 
moval of the labels on them. Nowhere 
more so than in the brand of politics you 
have recently developed. Thanks to 
you, Singapore has rapidly become a 
vivid illustration of the political adage: 
“Give a dog a bad name and hang it." 

If our nation is to survive as a credi- 
ble entity in the modern world, we need 
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to unstick the labels you have so 
tirelessly fixed on |g lates kee 
you disapprove of. Honest, educated 
young professionals, who had the tem- 
erity to develop social ideas. of their 
own, suddenly found themselves ar- 
rested and labelled “Marxist con- 
spirators.” A former solicitor-general 
who entertained rather nebulous no- 
tions of leading a small opposition 
group in parliament was labelled an in- 
strument of an unlikely Machiavelli in 
the US Embassy. Now I am the latest 
victim of your label-fixing genius — 
brain-damaged alcoholic, wife-beater 
and what not. 

Memorable words of your own, ut- 
tered 27 years ago, will attest to the fact 
that this is not the first time I have been 
the victim of a total smear, a furious at- 
tempt at utter demolition. I quote from 
a radio talk you gave to Singaporeans in 
1961, when you and I were fighting real 
enemies, and not tilting at windmills as 
you are doing today. 

“Lim Chin Siong . . . [the most im- 
portant open-front leader the Malayan 
Communist Party had built up] . . . was 


once Devan Nair’s closest open-front | 


comrade. Devan Nair was his constant 





é The public onslaught you 
unleashed on me... will be 
judged by history as a product 
of acute political dementia [or 
even] a terminally diseased 


spiritual condition. 7 
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guide. But when Devan Nair decided 


that the MCP was wrong in continuing 
the armed struggle after independence 
in the federation and not coming to 
terms with Malayan nationalism, Lim 
began to fight Devan Nair relentlessly 
and ruthlessly, by fair or unfair 
methods, by smears and intimidation, 
to destroy every influence that Devan 
Nair had with the workers and in the 
unions. His personal friendship for 
Devan Nair meant nothing. I knew that 
this was what one must expect of a good 
communist." 

Well, the Lim Chin Siong of 1961 
turns out to be an incompetent juvenile 
in the art of demolition compared to the 
awesome efficiency displayed by the 
Lee Kuan Yew of 1988. 

If I had been less naive and gullible 
than I was, I might perhaps have per- 
ceived a possible danger signal in an in- 
formal and personal exchange that took 
place between us some three or four 
months before I resigned as president in 
March 1985. You will recall that I had 
made it clear to you then that I did not 
wish to renew my presidency when my 
term expired in October 1985. I was sur- 
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that it was not. 


from vou 


rable for me 


on Sarn i 
considered desi 


Singapore after I stepped down as presi- 


dent. You suggested that I accept an 
ambassadorship. I declined, saying that 
I did not relish the lifestyle of an am- 
bassador, involving as it did the treading 
of an endless cocktail circuit, picking up 
the latest gossip, and sending it off as a 
despatch to the Foreign Ministry. I told 
you that I would prefer a readership in 
the National University instead, which 
would enable me to do my own writing 
and to relate to our students. You did 
not seem to particularly like this pros- 
pect. 

When we met again the following 
week, you told me that the younger 
ministers were disappointed that I had 
rejected an ambassadorship. Surprised, 
I asked why. I was dismayed to learn 
that some of them thought that if I re- 
mained in Singapore, I might be tempt- 
ed to interfere in the political process. I 
assured you that I would not interfere ^7 
any way, and certainly not with t 
trade unions, which was probably what 
some persons might have been nervous 
about. In any case, I had believed what 
you told me. Indeed, I was prone to re- 
pose uncritical belief in vou most of the 
time. I nolonger do. I was perhaps blind 
then to what might have been an unmis- 
takable writing on the wall for me. 

It is not possible, in the course of a 
single letter, to reply in full to the mas- 
sive public onslaught you unleashed on 
me with your speech on 29 June, and the 
accompanying white paper, which I am 
confident wl be judged by history as a 
product of acute political dementia. 
Some might even say a terminally dis- 
eased spiritual condition. The political 
disvalues you have come to pursue, the 
perils the nation faces as a result, the cir- 
cumstances of my resignation, and 
above all what I consider the betrayal of 
the multiracial revolutionary movement 
which made Singapore, are the subje-*- 
of a book I am working on. 

I am most grieved by the wrong you 
and Dr Nagulendran have done my 
wife, than by the harm done to me. She 
has been shockingly and disgustingly 
misrepresented as a witness against her 
own husband. In your system, it seems 
that anything goes. Members of a single 
family are made to bear witness against 
each other, not to speak of doctors bear- 
ing witness against their patients. Are 
these the “Confucianist” values you 
prescribe for Singaporeans? My wife 
will make her own response. My sons, 
too, who were witnesses of che cir- 
cumstances surrounding my resigna- 
tion, will bear their own witness to the 
unfolding truth as they saw it. 

For the rest, we have not seen the 
end of the play. The last act of the tragi- 
comedy you began has yet to be played 
out. I wish you good luck. | 
London C. V. Devan Nair 


e This isan abridged version. 
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T he Malaysian Government’s suspension of six Su- 
preme Court judges, including the lord president, has 
been seen by lawyers and many others as a clear attack on 
judicial independence and is being fiercely resisted 
through the courts themseives. Some analysts see the final 
court of appeal being Malaysia’s traditional rulers who, 
along with the king, decide the appointment of judges. 
Kuala Lumpur bureau chief Suhaini Aznam examines the 
į judiciary under siege and what may be a widening gap be- 
j tween Malaysia's British legal heritage and a localised poli- 
tical culture. Page 12. 


Cover illustration by Yuen Tai Yung. 





Page 17 

A scandal over share profiteering, 
though it is not illegal, comes to haunt 
leading LDP politicians in Japan. 


ge 18 
-4Ima's ruling party grants unusual 
concessions as it struggles to deal 
with the country's deepening political 
and economic crisis. 


Page 19 

As urban discontent against price re- 
forms mounts, China intensifies po- 
lice measures and reins in the press. 


President Lee gets his mandate to 
head Taiwan's Kuomintang but has 
the tricky job of balancing younger re- 
formists with older conservatives. 


Page 22 

Prince Sihanouk resigns as the head 
of anti-Hanoi Cambodian coalition re- 
sistance, casting a shadow on Cam- 
bodian peace talks. 





Prime Minister Prem becomes the 
main issue in the Thai general election 
campaign but the main parties are set 
to pick him again to lead a coalition 
government. 


Page 26 

South Korean President Roh offers 
trade and aid to Pyongyang in a bid to 
reopen the dialogue on reunification. 


Page 28 
UN mediator Cordovez proposes a 
ceasefire and a tribal council in a bid 
to create a broad-based Afghan gov- 
ernment after the Soviet troop with- 
drawal. 
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Page 48 

China’s expanding money supply 
raises fears of hyperinflation, but the 
central bank lacks the political clout 
to control credit growth effectively. 


Page 50 

Embattled Philippine Airlines shrugs 
off a year of accidents and financial 
disasters and, under a new chief 
operating officer, looks ahead to 
calmer skies. 


Page 52 
The Taiwan Government moves to re- 


strict bank lending and to tighten cre- - 


dit in an effort to squeeze real estate 
speculators. 


Page 55 

A Shanghai professor inspires a US 
media mogul to build a Chinese 
theme park in a huge East-West busi- 
ness and cultural complex on the US 
East Coast. 


Page 56 

South Korean farmers demand that 
the authorities in Seoul implement 
policies to protect agriculture. 


Page 60 
Thailand rushes to create a down- 
stream petrochemicals industry just 


| months after the go-ahead was given 


for upstream projects. 


Page 64 

Hongkong-based entrepreneur Ad- 
riaan Zecha and his partners unfold a 
risky strategy in their plans to 
take over an Australian hotel group. 


Page 64 

Fears that the country is being too 
generous in offering incentives to for- 
eign investors prompts the Thai Gov- 
ernment to re-assess its policies. 


Page 65 
A top EC official indicates that after 
1992 Japanese banks and businesses 


will have to offer full reciprocity if they - 


want to operate in barrier-free 


Europe. 
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BRIEFING 


REGIONAL 


Japan takes a leading 

role on regional issues 
Asean ministers and their 
counterparts from the indus- 
trialised world notched up two 
firsts at their 7-9 July dialogue 
meeting in Bangkok. Japan 
ar ei an unprecedented 
willingness to play a more ac- 
tive political role in the region, 
on top of its traditional stance 
as Asean's rich uncle. And the 
Asean ministers confirmed a 
joint policy of joining the US, 
Japan, the EC and others in 
helping the Philippines to re- 
vive its economy. It was the 
first time Asean had offered 
one of its members specific 
economic aid, rather than poli- 
tical support, though the over- 
riding concern is to help the 
Philippines stave off its com- 
munist insurgency. 

Japanese Foreign Minister 
Sosuko Uno challenged Viet- 
nam to issue a concrete time- 
table for the withdrawal of its 
troops from Cambodia and 
allow international verifica- 
tion. And he pressed Hanoi to 
agree to an international 
peacekeeping force, saying 
Japan would actively consider 
contributing to its cost. This 
was a new Japan for Asean, 
which has been accustomed to 
Japanese diplomats supporting 
the grouping politically with- 
out taking any initiatives of its 
own. — Rodney Tasker 


Six charged over 
Philippines’ killings 
Spurred by the 2 July attempt 
on the life of Philippine 
Polytechnic University presi- 
dent Nemesio Prudente (page 
23) — the second this year — 
Philippine law enforcement of- 
ficials have issued an arrest 
order for a member of an anti- 
communist vigilante group. 
President Corazon Aquino has 
said also that she will waive the 
normal military immunity from 
civilian criminal court jurisdic- 
tion to enable five policemen 
to be arrested and charged 
with murder in connection with 
the ambush. Prudente survived 
the attack but three of his 
body-guards died. 

— James Clad 





Vietnamese army chief 
visits Indonesia 
Vietnam's concern 
China's operations in the 
Spratly Islands and last 
month's withdrawal of 50,000 


over 


10 


Vietnamese troops from Cam- 
bodia, were discussed c: a 
27 June-3 July visit to In- 
donesia by Vietnam's army 
chief-of-staff Gen. Doan 
Khue. Doan Khue, who is also 
a politburo member, called on 
President Suharto, Defence 
Minister Gen. Benny Murdani 
and Foreign Minister Ali 
Alatas. Accompanying the 
general were 11 senior staff 
officers, including the gover- 
nor of  Hanois military 
academy, Maj.-Gen. Le Nam 
Phong, and the deputy com- 
mander of Vietnam’s special 
forces, Col Mai Nang. The 
visit, Which coincided with that 
of the Japanese defence minis- 
ter, was given virtually no pub- 
licity. — Michael Vatikiotis 


Regional spread for 
Namaliu’s first cabinet 
The new Papua New Guinea 
(PNG) Prime Minister Rabbie 
Namaliu has spread his cabinet 
posts over the regional spec- 
trum and the five parties in 
his coalition government. 


Namaliu has included seven 


defectors from his ousted pre- 
ROB WALLS/RAPPORT 
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decessor Paias Wingti's former 
coalition, while making Pa- 
uan Akoka Doi of the 
eople's Action Party his dep- 
uty as the promised pay-off for 
the bloc’s support. 

While including some of 
Wingti's fellow Highlanders in 
the cabinet of 28, Namaliu has 
reserved no fewer than 13 of 
the ministries for his own 
Pangu Party. He also per- 
suaded his political mentor and 
the elder statesman of PNG 
politics, Michael Somare — 
who had indicated he wished to 
retire to the back benches — 
to accept the foreign affairs 
portfolio. Somare said the new 
government would place less 
emphasis on ethnic groupings 
in the Pacific and abandon ear- 
lier efforts to join Asean. 

— Michael Malik 


BUSINESS 





Ka Wah Bank official 

jailed for two years 

Former secretary of Hong- 
kong’s Ka Wah Bank, Wong 
Ka-ning, on 13 June was jailed 
for two years for conspiring to 
defraud the bank. Wong, 49, 
had pleaded guilty to conspir- 
ing to defraud with Low 
Chung-song and his brother 
Low Chang-hian — the former 
managing director and director 
— who fled to Taiwan earlier 
this year while on bail of 
HK$21 million (US$2.7 mil- 
lion). Wong's counsel said in 
mitigation that the Low 
brothers had defrauded the 
bank for as much as HK$4 bil- 
lion while Wong's only benefit 
was a saving of HK$535,000 in- 
terest on a bank loan. The Low 
brothers face 19 counts of con- 
spiracy and 54 counts of false 
accounting, involving HK$770 
million. | — A Correspondent 


Hongkong Telecom's 
monopoly cracked 
Hongkong's Executive Council 
on 12 July decided to end 
part of Hongkong Telecom's 
(HKT)  telecommunications 
ved end The government 
will allow the building of a sec- 
ond communications network 
by local or foreign companies, 
which will have exclusive rights 
to carry cable TV and non- 
franchised business services. 
The HKT group retains its 
monopolies over telephone 
services until 1995 and interna- 
tional communications until 
2006. The decision favours 
Hutchison CableVision in the 
battle with the HKT-led Cable 
Television Hongkong for cable 
TV rights, for which tendering 
begins soon,— Michael Westlake 


Cold-rolled steel 

mill for Malaysia 

Malaysia's first cold-rolled 
steel mill is to be in operation 
by early 1990, Maruichi 
Malaysia Steel Tube  an- 
nounced on 12 July. The 


Malaysian-Japanese joint ven- 
ture said that it would build a 
cold reversing mill costing 
M$100 million (US$38.2 mil- 
lion) near Kuala Lumpur. Ini- 


CORRECTION 
In Emergency funding [14 


July], it should have made clear 


that only about 10 of Sri 
Lanka's 72 finance companies 
are in difficulty. 





tial capacity will be about 
70,000 tonnes a year, equiva- 
lent to about 20% of Malaysia's 
current consumption. The 
input for the mill will have to be 
imported, as Malaysia does not 
yet produce its own flat pro- 
ducts. — Nick Seaward 


Philippines seeks new 
debt rescheduling 


Philippines Finance Secretary 
Vicente Jayme and central 
bank governor Jobo Fernandez 
met in New York with repre- 
sentatives of 468 commercial- 
bank creditors on 12-13 July to 
seek further renegotiation of 
its US$30 billion foreign debt. 
Only a few months after re- 
scheduling USSIS billion of 
private debt, Fernandez and 
Jayme sought some type of 
debt-exchange. — James C 


London re-opens gilts 
to Japanese 
The British Government has 
decided to remove its ban on 
Japanese securities firms act- 
ing as primary dealers in the 
British gilts market. The ban 
was imposed earlier this vear to 
pressure J pes to grant British 
securities firms access to Ja- 
panese securities markets, in- 
cluding seats on the Tokyo 
Stock Exchange. Nomura and 
Daiwa are expected to be 
among the first to benefit. 

— Anthony Rowley 


Japan's trade surplus 
continues to narrow 
Japan's trade surplus declined 
16% to US$33.7 billion for the 
first half of 1988, compared 
with the same period in 1987. 
Exports during the six-moi 
eriod rose 15.7% to US$12: 
illion while imports jumped 
34.3% to US$91.8 billion. The 
surplus has been shrinking for 
the past year. However, wor- 
ries remain about the strength 
of exports. In June, exports 
rose 2.7% over the May level, 
the first month-to-month rise 
since late 1987.— Charles Smith 


Taiwan seeks trade 
opening with Vietnam 

A Taiwan trade delegation left 
on 11 July for Vietnam, the 
first semi-official contact be- 
tween the two countries since 
1975. Sponsored by the China 
External Trade Development 
Council, the six-member dele- 
gation will spend 10 days in 
Vietnam. In March, Taiwan 
authorised direct trade with 
communist countries in an ef- 
fort to diversify its export mar- 
kets. — Jonathan Moore 
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BURDEN SHIFTING 
The Hongkong Stock Exchange 
could experience problems in 
enforcing capital adequacy 

rules for brokers who carry large 
amounts of debt. Last year’s 

market crash eroded the share 
collateral for many of these brokers’ 
debts and the new exchange regime 
under chief executive Robert Fell is 
taking a tougher line on capital 
adequacy supervision. However, 
resourceful brokers have simply sold 
large pieces of debt to a captive 
company, a device which removes the 
debt from their own balance-sheets. 
Technically, the broking firms’ own 
capital adequacy then complies with 
the rules. Of course, the brokers 
remain legally responsible for the 

bt, and the exchange is presented 
th a knotty problem of supervision. 


AGAINST THE GRAIN 

US agricultural officials are _ 
displeased at recent comments by 
Peking that it may look to other 
markets for grain imports if US wheat 
prices rise as a result of the current 
drought affecting the American 
Midwest. The comments are seen as 
Chinese attempts to pressure 
Washington into keeping its wheat 
prices artificially low. Peking began 
to buy significant amounts of US grain 
again this year when prices became 
attractive as a result of Washington’s 
1985 decision to subsidise sales under 
the Export Enhancement 
Programme. US exports are 
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estimated to account for 35% of 
China’s total grain imports this year, 
compared with just 1% in 1987. 


NUCLEAR PRESSURE 
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Indonesian 
reluctance to 
offend US 
sensibilities 
during the recent 
visit by Secretary 
of State George 
Shultz resulted in 
the US Embassy 
being allowed to 
claim Jakarta had 
softened its 
stance on a Southeast Asian nuclear- 
free zone. On his return from the recent 
Asean foreign ministers' meeting in 
Bangkok, Indonesian Foreign 
Minister Ali Alatas had reiterated 
Jakarta's support for the creation of 
the zone, which made some progress 
at the meeting. However, during 


| the Shultz visit, the Indonesians 


came under heavy pressure to drop 
the idea and Jakarta was reluctant 
to sound too upbeat on the zone 
while the US official was a 

guest. 


AUTONOMOUS ACTION 

The Vietnamese Communist Party 
olitburo has decided to grant the 
ormerly capitalist south of the 

country autonomy to pursue 

economic policies separate from 

those adopted nationally. The 

decision followed a visit by politburo 


| After laying heavy stress on security - 





members in May to the southern 
provinces to study why the economy 
there was more successful than in the 
north. Vice-Premier Vo Van Kiet, the 
popular former Ho Chi Minh City 

party chief, is understood to have 

been named by the politburo to 

oversee the south's economic 
development. 


WATCHING THE RATINGS 


China is set to issue its first US-dollar 
bonds in the US since 1948, following 
its recent international credit rating 
by US-based Moody's. The issue is 
expected to be for about US$200 
million and is likely to be launched in 
August or September by the Ministry 
of Finance (MoF). The MoF has 
expressed dissatisfaction with its A3 
rating from Moody's, announced 
following China's first Eurobond 
issue for Dm 300 million (US$163.04 
million) in Frankfurt last October. 


SHY ON SECURITY 


precautions for the September 
Olympic Games, South Korean 
authorities are now toning down the 
publicity because they feel it is having. 
an adverse effect on prospective 
visitors to the games. There are now 
indications that the number of tourists. 
will fall short of expectations with 
6,500 rooms still available at Seouls 
comfortable second-class hotels. 
Washington has also been asked to 
minimise statements concerning 
external security arrangements. 








AFGHANISTAN 

The Afghan resistance's interim govern- 
ment rejected a proposal for a ceasefire and 
that an impartial administration be placed in 
Kabul, it was reported in Islamabad (11 
July). 


BURMA 

The authorities released 390 people 
arrested in connection with student riots in 
March and June, the state radio said (8 July). 
Authorities lifted an overnight curfew that 
was imposed on Rangoon on 21 June after 
days of rioting (9 July). 


CAMBODIA 

Prince Norodom Sihanouk resigned as 
president of the Khmer resistance coalition 
(11 July). 


HONGKONG 

. Allen Lee was appointed senior member 
of the Legislative Council, the territory's 
law-making body (12 July). 


INDIA 
. . Gurkha militants fighting for their own 
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homeland in northeast India beheaded a 
communist party worker near Darjeeling in 
defiance of their leader's call for an end to 
violence (7 July). A leader of one of the largest 
extremist Sikh militant groups was killed in a 
usto with soldiers near Chandigarh (72 
July). 


MALAYSIA 

A High Court rejected an application by 
the country's suspended head of the 
judiciary, Tun Mohamed Salleh Abas, to 
stop the investigation into his alleged mis- 
behaviour (8 July). The bar council called for 
the immediate resignation of the acting head 
of the judiciary claiming it no longer had any 
confidence in him (9 July). 


NORTH KOREA 
The government rejected South Korean 


end to animosity between the two Koreas 
the country permanent (17 July). 


PHILIPPINES 


The army captured a communist insur- 


President Roh Tae Woo's proposal to putan 


saying it served only to make the division of | 





pent leader and three other rebels in a Mani- 

a suburb. US Secretary of State George 
Shultz arrived for talks which were expected |. 
to focus on the US military bases (70 July). po 
A Hongkong-based Filipino communist 
leader, Noel Villalba was detained and 
named by the military as a rebel organiser 

and fund raiser (77 July). Villalba began a 
hunger strike to protest his detention and 

also claimed that he was tortured (/2 July). 


SOUTH KOREA 

President Roh Tae Woo called for an end 
to animosity against North Korea and prom- 
ised to help Pyongyang improve ties with 
Seoul's allies and proposed duty-free trade 
(7 July). Roh approved the appointment of 
nine new Supreme Court judges including 
four private lawyers critical of the govern- 
ment (8 July). 


TAIWAN | 
The 13th Kuomintang (KMT) congress 
opened. Several thousand people took part _ 
in an "anti-revolution" rally in Taipei to pro- — 
test the KMT's reluctance to discard its re- 
volutionary nature (7 July). 











REGIONAL AFFAIRS MALAYSIA 


Lawyers fear courts will be stacked 


Objections overruled 





By Suhaini Aznam in Kuala Lumpur 

The struggle between 

Man. Malaysia's executive 

zc: 134 and the judiciary is 

799] being fought in the 

g | very courts whose in- 

d i dependence is at 

> d sake. Government 

= moves have met sharp 

reactions from lawyers and judges. Who 

will emerge the winner is uncertain, but 

the fight has sharpened the executive's 

determination to dominate the coun- 
try's judiciary. 

The wrangle has also dragged the 
king into a position where he has effec- 
tively had to lend his royal authority to 
the government's gameplan. This is pe 
tentially damaging to the monarchy, 
and it is reliably learned that some of the 
king's brother state rulers are unhappy 
about what they view as political exploi- 
tation of his position. It is known that 
the rulers have held at least one private 
meeting to discuss the issue since the 
suspension of the Lord President Tun 
Mohamed Salleh Abas. 

Alarmed at the rapid tumble of judi- 
cial heads — Salleh was suspended from 
26 May and five other Supreme Court 
judges on 6 July — lawyers have passed 
a vote of no-confidence in Chief Justice 
Tan Sri Abdul Hamid Omar, now the 
acting lord president. At an emergency 
meeting of the Malaysian Bar Council 
on 9 July, 1,002 agitated lawyers called 
on Hamid to step down or be removed 
from office. 

The unprecedented action against 
the judiciary began when the king took 
exception to Salleh's letter in March de- 
fending the judiciary against Prime 
Minister Datuk Seri Mahathir 
Mohamad's attacks. Mahathir used this 
and other issues as grounds for action 
and on 25 May recommended Salleh's 
suspension. The king then appoint- 
ed a six-man tribunal to advise him 
whether Salleh ought to be dismiss- 


Salleh had to resort to his own courts 
in a bid to stop the tribunal from pro- 
ceeding with its deliberations, on 
grounds that it had not been properly 
constituted and its membership was sus- 
pect. When the High Court delayed 
judgment, Salleh turned to the Supreme 
Court with an urgent request for a stay 
of proceedings. A five-man Supreme 
Court bench granted his application on 
2 July, but all five were in turn promptly 
suspended from office by the king on 
Hamid’s recommendation. 

The government charged the five 


wi 
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primarily with having 
deliberately convened 
the Supreme Court 
without Hamid’s per- 
mission or knowledge 
on a matter still under 
review in the High 
Court — actions which 
it claimed showed a 
biased attitude un- 
suited to a judge. In 
addition, two of the 
judges were supposed 
to have sat in Kelantan 
that da 


` 


and absented 
themselves without 
reasonable grounds. 
Hamid advised the 
king to suspend the 
five judges after the 2 
July order restraining 
the tribunal, which he 
chaired, from submitting its report to 
the king. The tribunal completed its 52- 
page report on 7 July. 


Salleh: last resort. 


For their part, the five explained that | 


they did not refer the matter to Hamid 
since as the tribunal chairman he was 
the first respondent in the application 
and therefore an interested party. They 
had also been told that Hamid had or- 
dered that none of the court staff be pre- 
sent in court, the court doors be shut 
and that they not have the use of court 
facilities including the court seal. They 
had felt it imperative to hear the urgent 
application though it was still before the 
High Court, since the latter's refusal of 
a stay would have nullified any order 
made after the tribunal proceedings had 
ended. 

Aghast at the turn of events, the 
lawyers took up cudgels on behalf of the 


Disputed 
heritage 


M alaysian law, a legacy of British 
colonial rule, is steeped in British 
tradition. Trials are still conducted in 
English in the high courts and Supreme 
Court, judges are still addressed as "my 
lord," and some still wear English-style 
grey wigs. 

One might expect this in itself to be 
deemed an incongruous anachronism 
by a man like Prime Minister Datuk Seri 
Mahathir Mohamad, who unlike his 
predecessors was never educated in Bri- 
tain and is a medical doctor by profes- 





suspended judges. The 
9 July emergency 
meeting, attended by 
43% of the entire bar, 
also resolved to in- 
itiate contempt pro- 
ceedings against 
Hamid for what it saw 
as interference in the 
administration of jus- 
tice. 

In adopting their 
tough stand, several 
lawyers realised th 
themselves risked t 
government's wrath, 
and indeed they did 
not have to wait long. 
On 11 July, the associ- 
ation’s Selangor and 
Federal Territory 
chapter was given 
three weeks by the authorities to move 
out of its office in the old High Court 
building. 

In legal circles, sympathy is clearly 
with the suspended judges. Salleh was 
ie a standing ovation on 7 July when 

e attended a public lecture at the Uni- 
versity of Malaya. The packed au- 
ditorium later applauded whenever 
they saw parallels between the Philip- 
pine and Malaysian situations in a lec- 
ture by former Philippine chief justice 
Claudio Teehankee. 

The following afternoon, lawyers 
packed the High Court to hear Justice 
Datuk Ajaib Singh's decision on S: 
leh's application to halt temporarily t... 
tribunal proceedings. But they were vis- 
ibly dismayed when Ajaib described 
Salleh's contention that it was the king, 
not the prime minister, who initiated his 


sion. But the judges are currently under 
fire for more fundamental, political 
reasons than their judicial trappings and 
lofty style. 

The executive arm of government is 
accusing the bench of hampering its po- 
litical will. "The courts have decided 
that in implementing laws, they are not 
bound by the aim and spirit in which the 
laws were drawn ain Mahathir told 
parliament when tabling amendments 
to the constitution in March. “Thus all 
explanations, clarifications and debate 
while the law is being framed in parlia- 
ment become futile." 

Mahathir's critics point to his back- 
ground in trying to explain his impati- 
ence with legal institutions and his ten- 
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suspension as “wholly fallacious,” and 
dismissed the application. Salleh’s claim 
that Mahathir’s advice on the selection 
of tribunal members was not made in 
good faith because he had criticised the 
judiciary for several months was also 
baseless, the judge said. There was a 
collective groan from the lawyers, some 
of whom walked out. 

Ajaib later said he received several 
threatening phone calls, as well as two 
that praised his decision. Salleh sub- 
sequently filed an appeal with the 
Supreme Court, only two of whose 
judges are available — the others 
being suspended or sitting on the 
tribunal. e government has also 
applied to have the stay order lifted. 

o fill out the bench, at least three 
more judges will be elevated from lower 
courts to the Supreme Court by the gov- 
ernment. 

Many lawyers and non-lawyers alike 
believe that the judiciary is under attack 

the executive not for any legal weak- 

sses in its judgments, but for its al- 
leged lack of judicious appreciation of 
Malaysian politics. As one lawyer 
noted, perhaps the judiciary had be- 
come an unwitting “instrument on 
which the opposition has moved” 
against the government. 


Me: criticism of the judiciary 
began as the political opposition, 
both within and outside the ruling coali- 
tion, resorted to the courts for solutions 
to what began as pu disputes — 
the most famous of these being the suit 
by 11 dissidents from the now deregis- 
tered United Malays National Organi- 
sation (Umno). 

Many lawyers and other observers 
suspect that Salleh's suspension was a 
direct. result of his appointment of a 
nine-member Supreme Court bench to 
hear the appeal by the 11 Umno dissi- 
dents, planned for 13 June. If that ap- 

il had been successful, Mahathir's 
„~V Umno could have been blocked in 
its efforts to replace the deregistered old 
Umno and Mahathir could have found 
himself forced out of the central Malay 
political fold. 


dency towards preferring the supremacy 
of parliament over that of the constitu- 
tion. Yet the current onslaught on 
Malaysia's widely cherished judicial in- 
dependence is not really an attempt to 
tear down a British legal heritage. It is 
more to bring the courts into line with 
the thinking of the executive. 


Bien, the result is the same. 
Concepts of separation of powers, 
checks and balances and rule of law are 
being drastically reinterpreted. Having 
tamed the local media, by putting pres- 
sure on its ownership, and much of the 
political opposition, by use of deten- 
tion-without-trial laws, Mahathir seems 
to want to force-fit the judiciary into a 
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Divided at the bar: page 15 


The Tunku speaks out: page 16 





If the suspensions are indeed politi- 
cally motivated, it is unclear what av- 
enues are now available to the judiciary 
to stand up for itself. "What is very glar- 
ing i$ that we have now awakened to the 
reality that there is no security of tenure 
for judges, especially a lord president," 
said Param Cumaraswamy, as former 
Bar Council president. 

Mahathir now controls or cows sev- 
eral institutions: parliament, in which 
government MPs have an 80% major- 
ity; the opposition Democratic Action 
Party, whose chief and four other MPs 
are in a detention camp; his own Umno 
(Baru), from which he has barred 
all rivals; the media, which is either 
government-owned or influenced. 
Some political observers feel that 
after the judiciary, Mahathir might 
again turn his attention to the mon- 
archy. 

Already, with no other avenues for 
political appeal, the lawyers are looking 
to the monarchy to intervene on the 
judiciary's behalf. However, under the 
system of constitutional monarchy, the 





" 


more acceptable mould of his own mak- 
ing, like its counterparts in other South- 
east Asian countries. 

It could be a long process, because it 
could mean dismantling the structure of 
government as well. As one lawyer aen 
it: "What's the government after all — 
its Westminster.” Another senior 
lawyer claimed Malaysian lawyers were 
comfortable with the deep British tradi- 
tion. “We should not shun it just be- 
cause it came from the United King- 
dom,” he said. 

But if the English common law sys- 
tem is the mainstay of Malaysian juris- 
"ies the spirit with which it should 

e applied has somehow been lost. In- 
terpretation of Malaysia's constitution 
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powers of Malaysia’s king and the eight 
other hereditary rulers are limited. But 
since judges are appointed by the king, 
with the consultation of his brother rul- 
ers, the Bar Council plans to request 
that the conference of rulers convene to 
hear its version of events leading to the 
suspensions. 

The Sultan of Johor, Tunku Mah- 
mood Iskandar, is Malaysia’s present 
king in a rotational system of appoint- 
ment to the federal throne among the 
nine states. When his term expires in 
April 1989, the sultan of Perak should 
succeed, being from the only state not to 
have had a turn on the throne since in- 
dependence in 1957. Today, Mahathir 
gets on well with the king despite initial 
tensions over Mahathir’s attempts to 
amend the constitution to curb the pow- 
ers of the monarchy in 1983. By all ac- 
counts, however, Mahathir may not 
find Perak’s Sultan Azlan Muhibuddin 
Shah, the former lord president, as easy 
to deal with. 

Meanwhile, the Sultan of Perlis has 
telexed the king asking that no action be 
taken against Salleh until the rulers 
meet, sometime after 21 July when the 
sultans of Kedah and Selangor return 
from abroad. The Sultan of Kelantan 
has backed this request. 
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has moved away from the original inten- 
tions at independence 30 years ago, said 
R. H. Hickling, one of the British legal 
experts responsible for drafting it. 

Mahathir has discouraged references 
to English case law. Questioning the 
concept of natural justice, Mahathir 
noted that in the past in Britain a man 
could be hanged for stealing a goat. 
“Now even a murderer cannot be sen- 
tenced to death. If we think in a natural 
and logical way, the true ‘natural jus- 
tice’ is an eye for an eye, a tooth for a 
tooth,” he said. 

The main alternative to British tradi- 
tion in predominantly Muslim Malaysia 
is syariah, or Islamic law. But such a 
prospect is worrying to minority 
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Chinese and Indians, despite 
assurances by its advocates 
that it is based on universal 
principles of justice, such as 
due process and accountabil- 
ity of those in power. 

For instance, the tough In- 
ternal Security Act, which 
provides for detention with- 
out trial and now no recourse 
to legal claims of unlawful de- 
tention, could not exist under 
a syariah system because 
Islam does not allow sentenc- 
ing without trial. And the 
principle of mercy is 

aramount in Islam, as one 
uslim lawyer pointed out. 

The Lord President of the 
Supreme Court, Tun Moha- 
med Salleh Abas, himself is a 
devout Muslim and very in- 
terested in Islamic law. Ironi- 
cally, a speech he made on the 
responsibilities of an Islamic govern- 
ment was one of the complaints brought 
against him by the government in its 
bid to get him dismissed. However, 
several Malay lawyers believe the com- 
plaint was included merely to win over 
non-Malays in the move against Sal- 
leh. 

The tug of wills when religious con- 
science confronts secular legal training 
— often a deep dilemma for individual 
judges — was probably best illustrated 
by Salleh himself last February. At the 
time, he presided over a Supreme Court 
bench hearing an appeal against a death 
sentence for drug trafficking and pos- 
session of firearms. Counsel for the ap- 
pellants argued that the mandatory 
death sentence was un-Islamic, and as 
Islam was the country’s official religion 
the death sentence was unconstitutional 
and void. 
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Salleh's counsel serving the Supreme Court order on the tribunal. 


In turning down the appeal, Salleh 
sought to establish the original inten- 
tions of the constitution when he said 
that if Islam meant only "such acts as re- 
late to rituals and ceremonies, the argu- 
ment has no basis whatsoever." But if 
Islam was an all-embracing concept, a 
comprehensive system of life that in- 
cluded jurisprudence and moral stan- 
dards, then the submission had "a great 
implication in that every law has to be 
tested according to this yardstick.” 


gu said those who framed the 
constitution confined Islamic law to 
personal affairs relating to marriage, di- 
vorce and inheritance. Constitutional 
provisions purposefully preserved the 
continuity of secular law as legislated by 
parliament, he said. It is somewhat 
ironic, therefore, that Salleh is now 
being charged with agitating non-Malay 





No appeal from 
ISA lock-up 


etainees under Malaysia's Internal 

Security Act (ISA) will not be able to 
seek redress through the courts once new 
amendments to the ISA, passed at a late 
night sitting of the lower house of parlia- 
ment on 8 July, become law. At least 42 
detainees out of 106 arrested in last Oc- 
tober's police crackdown will be af- 
fected, including five MPs from the op- 
position Democratic Action Party 
(DAP). 

The bill is one in a series of amend- 
ments over the past year which, in ef- 
fect, circumvents the courts and makes 
an executive decision final. In March, 
the Ipoh High Court released DAP 
lawyer Karpal Singh when it found one 
of the six charges against him to 
be factually wrong. But in the even- 
ing the police rearrested him and 


later served an amended charge sheet. 

In tabling the amendments, Deputy 
Home Minister Datuk Megat Junid 
Megat Ayub said the aim was to prevent 
detainees from being released on 
technicalities of procedure. The amend- 
ments also validate detentions made at 
places other than specified detention 
centres, which until now could be chal- 
lenged as grounds for wrongful deten- 
tion. 

The ISA, introduced in 1960 at the 
end of Malaysia’s 12-year anti-com- 
munist emergency, allows for detention 
without trial. With these amendments — 
passed by a vote of 47 to 18, one of those 
who voted against being former govern- 
ment MP Tawfik Tun Ismail, now an in- 
dependent — only cases already under 
appeal may be heard. Karpal's second 
application for habeas corpus is to be de- 
cided on 25 July. A similar application 
by DAP chief Lim Kit Siang was due to 
begin in Penang on 15 July. 

— Suhaini Aznam 





š fears about Islamic law. 
; As Salleh explained in his 
s ruling, in pre-colonial Malaya 
5 the rulers were the religious 
heads presiding over Muslim 
subjects in states applying Is- 
lamic law. The British turned 
this into a secular system, 
separating personal laws for 
Muslims and non-Muslims 
and leaving the public aspect 
of Islam as a “mere appendix 
to the rulers sovereignty." 
Salleh therefore concluded 
that “by ascribing sovereignty 
to the ruler, that is, to a 
human, the divine source of 
legal validity is severed." In- 
terestingly, the current sus- 
pension of the judges is a 
1 direct result of that secular 
E | law. 

Those agitating for syariah 
law at the moment are a small 
group who have some political clout t 
whose proposals will not have 1 
mediate effect. Of several proponents 
interviewed, neither the Malay nor non- 
Malay lawyers could describe, beyond 

eneralities, what form an alternative 
egal system would take. 

Despite an Islamic revival in the 
country, the syariah lobbyists have not 
managed to dent a legal profession still 
very much dominated by Western-style 
lawyers. The mainstream lawyers’ as- 
sociation, the Malaysian Bar Council, 
has 2,500 members, while the five- 
month-old Malaysian Muslim Lawyers' 
Association (MMLA Y) has only a hand- 
ful of members. 

Advocates of syariah law want it to 
be centralised into a federal system, in- 
stead of leaving religion to the indi- 
vidual states, as is the case now. Bring- 
ing syariah courts into the national judi- 
cial system would remove the present 
dichotomy between secular and syariah 
courts. It would also enable Islan 
courts to use the administrative staff ... 
the regular courts. 

However, Malaysians have become 
adversarial and more ready to go to 
court over the years, in effect rejecting 
the more Muslim style of consensus 
through negotiations. According to 
Param Cumaraswamy, former presi- 
dent of the Malaysian Bar Council, 
Malaysians have become more sophisti- 
cated, not just through education and 
affluence but also in response to in- 
creasingly repressive legislation. “What 
beg rers it most was the glaring, 

igh-level corruption and malpractices 
by the government, which the state con- 
doned and connived at," he said. 

Lawyers do not foresee any drastic 
shift by the government towards syariah 
law soon — only the creation of Islamic 
institutions in banking, insurance, hous- 
ing and car loans. "It is still crisis man- 
agement, even in formulating laws," 
said one lawyer. "It's always expedi- 
ence, not liberty." —Suhaini Aznam 
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Divided at the bar, 
united on the bench 


There is a certain 
snobbishness among 
Malaysian lawyers 
who have been 
trained abroad, 
2| mostly in Britain, to- 
© E M 2M wards their home- 
— sa grown colleagues: 
rightly or wrongly, they feel they have a 
better grasp of jurisprudence. Their 
ranks include almost all the Malaysian 
judges and senior lawyers who appear to 
be giving Prime Minister Datuk Seri 
Mahathir Mohamad such a headache. 

But as it becomes more difficult and 
expensive to study law in Britain, a 
growing number of magistrates and 
younger lawyers are comua now from 
* al universities. About 400 lawyers 

: admitted to the bar each year, of 
which 150 are local graduates. For now, 
their influence on the legal 
profession is minimal but as 
they move up the ladder the 
character of the judiciary and 
legal profession could change. 

Senior lawyers feel that 
when it comes to competence 
there is little to choose be- 
tween them, but the different 
educational backgrounds may 
have instilled varying percep- 
tions of professional funda- 
mentals: the meaning of jus- 
tice, of right and wrong, the 
relationship between the law 
and society. 

As one law lecturer 

ointed out, locally trained 
awyers tend to be more com- 
mitted to the real issues facing 
the country. Another felt that 
same group was more 
. »ne to "brainwashing" by 
the pro-government media. "Most 
will accept the propaganda," he 
added. 

Nevertheless, in the current drama 
of state versus judiciary, young lawyers, 
whatever their background, are evi- 
dently closing ranks. Whenever land- 
mark cases have been heard — such as 
recently arrested political detainees 
seeking release, suits involving the rul- 
ing party, the award of a contract to 
build a government highway to a com- 
pany owned substantially by the ruling 
party and, of course, the suspension of 
Tun Mohamed Salleh Abas, lord presi- 
dent of the Supreme Court — the court- 
rooms have been packed with young 
lawyers. 

Whatever the previous divisions be- 
tween British-trained lawyers and their 
locally educated colleagues, and be- 
tween these and lawyers who identify 
with Muslim circles, most in the legal 
profession appear to have found com- 
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mon cause in their understanding of and 
response to the current battle between 
the executive and the judiciary. 

Those who recommend an overseas 
training for lawyers say that exposure to 
fully democratic societies deeply im- 
bues young lawyers with concepts of in- 
dividual Feadar, judicial indepen- 
dence and the rule of law. Cynics, how- 
ever, say that any idealistic tendencies 
by young lawyers are quickly overtaken 
by their materialistic instincts. “Law iS 
not only a profession, it’s a business,” 
commented one lecturer. One young 
lawyer said many of his colleagues took 
up law so that they could own their first 

ercedes Benz by the time they 
reached 30. The legal profession is also 
a stepping-stone to politics, ambitions 
thus subverting altruistic tendencies. 

Inevitably, there is a race factor. 


Ra 


The Supreme Court: varying approaches to the law. 





Most of the best Malay students are sent 
abroad, usually on government scholar- 
ships, leaving the academic second-rung 
among the Malays as well as brighter 
minority Chinese and Indian students, 
who are unable to raise the money to go 
abroad, to graduate locally. 


Reston amt the contrast. between 
those categorised as Western liberals 
and those who believe they must follow 
the true Islamic path is another divisive 
factor. There is little contact between 
the two groups. 

Depending on the availability of 
teaching staff, the University of 
Malaya, with the oldest law school 
(since 1972) and very much part of the 
Western liberal stream, offers such 
courses as law and society, law and the 
consumer and international human 
rights and humanitarian law. Some of its 
graduates have since gone on to teach at 
the two-year-old law faculty at the Uni- 


versity Kebangsaan Malaysia, though 

any liberal approach is likely to be tem- 
red there by a strong Islamic re- 

vivalist influence on the campus. 

The Mara Institute of Technology 
(ITM), which previously conducted 
courses leading to the bachelor of laws 
degree from British universities, has in- 
troduced since 1979 its own law dip- 
lomas with a small Islamic law content 
but still holds to a Western liberal tradi- 
tion. Although the government recog- 
nises the ITM diplomas, its holders are 
looked down on by their peers from 
other institutions. 

Language has posed the profession 
another problem. While lectures are 
given in Bahasa Malaysia, the national 
language, textbooks and journals are 
still in English. This leaves students with 
only one perspective, derived from their 
lecture notes rather than books. 
Lawyers who are not fluent in English 
find ambitions to reach higher courts 
blocked because the language of these 
courts is still English though it has been 
agreed that Bashasa Malaysia will even- 
tually be the language of all 
courts. 

Meanwhile, the Islamic re- 
vival has drawn a number of 
promising Malay students to 
the International Islamic Uni- 
versity near Kuala Lumpur, 
which increased its intake to 
the law faculty this year from 
100 to 300, to the consterna- 
tion of academics and lawyers 
who fear that quality will in- 
evitably be sacrificed. The 
university's syllabus has a 
60% traditional law content 
and 40% Islamic law, since its 
students are expected to be 
familiar with both secular and 
syariah, or Islamic law. 

The newly graduated 
rarely go directly into private 
practice, either because they 
are bound by government 
scholarships or because the larger law 
firms prefer to hire people with some 
experience. The weaker students are 
often taken into the judicial service as 
magistrates, while stronger ones, with a 
better command of English, are ab- 
sorbed into the attorney-general's of- 
fice. Practising judges of more than 10 
years’ experience may be appointed 
judges; other judges come from the gov- 
ernment legal service. 

Given the various approaches to the 
legal profession in Malaysia, legal ideals 
in terms of the English concept of the 
rule of law are less of a priority than the 
more Asian values of stability and con- 
tinuity among young lawyers. And 
among Malay lawyers, Malay political 
dominance is an overriding factor. In 
one extreme case, according to a law 
lecturer, a student asked why the gov- 
ernment allowed opposition journals to 
be published — after a lecture on free- 
dom of speech. — Suhaini Aznam 
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THE TH COLUMN Tunku Abdul Rahman 


Having avoided being scum, 
should we now be stooges? 


A by-election is due 
on 25 August in the 
constituency of Johor 
Baru. It is being call- 
| ed because of the bat- 
tle between the two 
local Umno camps, 
one headed by the in- 
cumbent MP, Datuk Shahrir Samad, 
the other by Abu Bakar Dewa. It came 
to a head when Shahrir, who has refused 
to join the new Umno — Umno (Baru), 
the hastily formed successor to the 
original Umno — resigned his seat and 
challenged Bakar, one of his most vo- 
cal critics, to contest the by-election. 
This thus gives an opportunity for 
people to decide which faction they sup- 
port. 

I hope that other political parties will 
stay out of this by-election. Any other 
party would gain no credit if it were to 
win because of the divided Umno vote. 
If they are sporting enough to stay out of 
the fight — as I beg them to do — they 
can contest the next general election 
with a clear conscience. 

My plea that the people should be al- 
lowed to make their choice in the intra- 
Umno dispute stems from the party's 
origins on 11 May 1946. The Malays 
spelled out what they stood for in the 
party's name: the United Malays Na- 
tional Organisation, a grouping deter- 
mined to fight for the unity of Ma- 
lays and the restoration of their 
rights. 

The post-World War II plan of the 
British for a new Malaya would have 
turned the country into a colony and 
brought an end to whatever rights the 
Malays had in their homeland. Under 
the original treaty, the country was di- 
vided into three categories: the Non- 
Federated Malay States, which enjoyed 
a high degree of autonomy under their 
rulers with British advisers to help the 
administration; the Federated Malay 
States, with the rulers as figureheads 
and with nominal powers (mainly deal- 
ing with Malay traditions, customs 
and religious matters), and the other 
British colonies  — Singapore, 
Penang, Province Wellesley and Ma- 
lacca. 

When the British scrapped these 
treaties after World War II, it meant to 
the Malays the end of their rights. Our 
experience had shown that in the states 
run by the British, the Malays had no 
place: their rights were ignored and dis- 
regarded. Even their schools were rele- 
gated to the lowest rung of the educa- 
tional ladder, giving “vernacular” edu- 
cation over three or four years — at the 





16 


end of which all they could do was to eke 
out a hand-to-mouth living. A few rich 
Malays could afford to send their child- 
ren abroad for higher education, but 
the huge majority were looked down 
upon by everybody. 

The plan would have reduced all 
Malays to the level of human scum. 
That is why Malays throughout the 
peninsula answered the call of their first 
national leader, Datuk Sir Onn Jaafar, 
to fight the British plan for the Malayan 
Union. 

In its place the British agreed to set 
up the Federation of Malaya govern- 
ment and the rulers would be recog- 
nised as symbolic heads of state with a 


The Tunku. 





bigger say in matters of customs and 
religion. A few Malays were appointed 
members of the executive council; a few 
others were made members of the 
Malayan Civil Service. The rest re- 
mained as they were. 

Before this new government was 
formed, Umno appointed three leaders 
to go to London to put the Malay case to 
the British Government: Onn, Datuk 
Bukit Gantang and myself. But before 
we left, London met the rulers. Onn 
agreed that the matter could be settled 
within Malaya, with the British high 
commissioner given the power to agree 
to any terms he found necessary for the 
peace and well-being of the country. So 


Tunku Abdul Rahman, who led the 


then Malaya to independence in 1957, 
retired as prime minister in 1970. 





we agreed to settle the issue at home. 
But the best we got from the British was 
an agreement to change the name, from 
the Malayan Union to the Federation of 
Malaya Government. The administra- 
tion still lay almost completely in Bri- 
tish hands. The Malays were not sa- 
tisfied, but gave themselves time to 
see how the changes would affect 
them. 

Then one day, Onn sprang a surprise 
by proposing to open the doors of 
Umno to non-Malays. Its members 
were totally opposed so Onn left to 
launch a new party. He had not ex- 
pected his loyal Umno colleagues to op- 
pose him. Umno found itself without a 
leader, so they offered the post to me. I 
accepted on one condition: that Umno 
must go all out for independence with- 
out any terms or conditions which 
would leave the British any semblan 
of power in Malaya after independenc 

So it was that we changed 
the party slogan from "Hidup 
Melayu" (Long Live the 
Malays) to "Merdeka" (Inde- 
pegas With that battle cry 

mno swept the country. In the 
end the British agreed to give 
Malaya self-determination 
through popular elections but 
they wished to retain the right to 
appoint the majority of Legisla- 
tive Council members, with the 
British high commissioner re- 
serving the right to nominate an 
extra nine members. We knew 
what this meant. With the 
majority in their hands, the 
British would continue to con- 
trol the government. So we re- 
fused to accept their terms. 


[eres on gave orders to all 
council members — feder 
state, city and town — to wé 
out of the councils and threaten 
to withdraw their cooperation. From 
our headquarters in Johor Baru we car- 
ried out the fight relentlessly. In the end, 
the British gave in to our demands, and 
in the 1955 election, the Alliance Party 
(Umno in coalition with the Malayan 
Chinese Association and the Malayan 
Indian Congress) swept to victory, with 
the loss of only one seat to Parti Islam 
(Pas). This success bought us self-gov- 
ernment and on 31 August 1957 I had 
the privilege to declare Malaya inde- 
pendent. 

The Malays were united. We had to 
coax, cajole and. | pen the non- 
Malays to join us. The Chinese in par- 
ticular were divided (into the Straits- 
born, who knew no other country; those 
who supported the Kuomintang, which 
held that every Chinese, wherever he 
was, remained a subject of China, and 
the communists who were still fighting a 
bloody battle to take over the country). 
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The non-communist Chinese were in a 
quandary. They hated communism and 
so agreed to join our independence 
movement in return for our promises to 
extend the same rights and freedoms to 
live and do business as they had enjoyed 
before. 

50 it was that we joined hands and 
fought for and won independence. For 
the first time we were able to walk with 
our heads high as a free and indepen- 
dent people. 

The Malays required help in raising 
their standard of living, so in the first 
five-year development plan we agreed 
on extensive rural development because 
the people of the kampungs (villages) 
had been completely neglected by the 
British. To be fair, however, an equal 
area of land was given to other com- 
munities, with the government provid- 
ing funds and facilities. Next, it pro- 
vided economic help and business 
facilities for the Malays, though the gov- 

ment had to subsidise them as the 

lays needed time to learn commerce 
and business. 

All went well. Our economy was 
good, we were the most developed of all 
developing countries, and the great 
majority were satisfied and happy. De- 
velopment affected religion, social wel- 
fare, health, sport 
and, of course, the 
countryside. Uni- 
versities were built, 
taking students from 
English as well as 
Malay and Chinese 
schools. I have said 
before and I repeat 
now that Malaya 
had. never had it so 
good. Everybody 
went about his busi- |. 


ness to the best of his 
ability. We were proud and happy with 
what we were doing. 

But the communists were still at 

rk underground. Their subversive 
activities were aimed at the opposition 
parties who thought that the time had 
come for them to overthrow the Al- 
liance and jointly take over the country. 
Their efforts came to a head in 1969, 
perhaps unwittingly aided by some of 
our men who had similar ambitions. 
These people, after the race riots of 13 
May, openly criticised me. The govern- 
ment had allowed the communists, for 
the first time, to mount a public funeral 
procession for an agitator shot by the 
police. This spiteful decision caused me 
untold agony and misery, though it did 
not take the authorities more than two 
days to put down the rioting. 

Yet now, the present government is 
frightening people with warnings that 
the violence of 13 May 1969 will be re- 
peated if those in opposition are not 
stopped in time. These stories reveal the 
government's single purpose — to hold 
onto power at all costs and for all time. 
=. The leaders of Umno (Baru) go 











round the country telling the people 


that their policies will benefit them, that 
they have everything to gain and no- 


-thing to lose. They choose to forget 
what the Alliance government did for 


the kampung people — the rural deve- 
lopment, the aid, subsidies, amenities 
— all of which means that today the sons 
and daughters of the village people can 
go to university and many people from 
such origins hold top positions in gov- 
ernment and society. 

I would like to remind the people of 
one thing: that if they allow themselves 
to be used as stooges by this new party, 
they will lose their identity as indepen- 
dent, free people and will revert to their 
old status as backward hangers-on, 
while the new Umno will have complete 
control of Malaysia and be able to do as 
it likes. It is very convenient to hold of- 
fice without opposition. 

Now, the government is moving to 
take over the judiciary. Five judges of 
the Supreme Court have been sus- 
pended for reasons connected mainly 
with the Lord President of the Supreme 
Court, Tun Mohamed Salleh Abas. On 
2 July, these judges sat to hear an appli- 
cation on the lord president's behalf. 
Salleh's application to the High Court 


that a tribunal sitting in judgment of him 


_ be restrained from 
making any recom- 
mendations until his 
suit be heard had 
been turned down. 
So the Supreme 


the application and 
gave the restraining 
order. They were 
suspended for their 
pains. 
£i In a statement, 
~ the five judges said 
that they "owe a public duty to state 
the correct facts regarding the cir- 
cumstances under which we sat on 
Saturday, 2 July, and had to act as we 
did, and this was primarily on the basis 
and in view of the fact that the Acting 
Lord President as the first respondent to 
the proceedings [Salleh's application] 
was wholly disqualified from having 
anything to do with the convening of the 
session of the Supreme Court that 
morning. If we had refused to sit on the 
urgent representation made to us we 
would have failed in our duty as judges 
and in our oath to uphold the constitu- 
tion and administer justice." 

And now the High Court's Justice 
Datuk Ajaib Singh has dismissed Sal- 
leh's claim that the tribunal was uncon- 
stitutionally formed. 

The country is in a state of shock. 
The share market has tumbled. It is 
feared that the economic situation 
might worsen, in which case there 
would be no more funds available to 


| help E s the lot of the kampung 
TH 


folk. at would be disastrous for 


everyone. i 
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Red-faced 
recruits 


Share scandal damages 
Tokyo’s tax reform plans 





By Charles Smith in Tokyo 


J ee Prime Minister Noboru 

akeshita has said that he will stake 
his political life on a tax-reform package 
which includes a controversial new sales 
tax. Following a series of revelations 
about share profiteering by people close 
to top politicians, including a secretar 
of Takeshita himself, he may now wis 
he had not gone quite so far. 

The share scam may have tilted pub- 
lic opinion against the tax reform just 
when the government seemed close to 
winning over one of the three main op- 

osition parties (the 

ocialists). What makes the situation 
worse is that the reform package virtu- 
ally ignores the question of how to tax 
profits earned by investors in the stocks - 
of unquoted companies. 

The share scam involves profits 
realised on the stock of Recruit Cos- | 
mos, a real estate developer whose 
shares were bought “by invitation" by a 
number of well known public figures 
two years before the company was suc- 
cessfully floated on Tokyo's over-the-. 
counter securities market. 

The affair surfaced in mid-June 
when a city official of Kawasaki, south 
of Tokyo, resigned in disgrace after con- - 
fessing that he had bought Recruit Cos- 
mos shares on the strength of inside in- 
formation about the company’s involve- 
ment in a city development plan. 

At first it was dismissed as a run-of- 
the-mill case of local government cor- 
ruption, But the newspaper Asahi 
Shimbun learned that the official was 
one of about 80 people who had bought 
Cosmos shares in late 1984 when the 
company was still a wholly owned sub- 
sidiary of Recruit Co. an employment 
research specialist. 

During the next two weeks, the Asahi 
published a series of stories naming top 
politicians whose secretaries or family 
members had bought Recruit Cosmos 
shares and sold them at a handsome 
profit after the company went public. 
Apart from Takeshita the list includes 
former prime minister Yasuhiro 
Nakasone, Liberal Democratic Party 
secretary Shintaro Abe and Finance 
Minister Kiichi Miyazawa. 

The president of a rival newspaper, 
the leading financial daily Nihon Keizai 
Shimbun, had also been “invited” to 
buy Cosmos shares and had profited to 
the tune of ¥80 million (US$600,601). 
This was embarrassing since the news- 
papers employment rules specifical- 
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ly forbid share-trading by its staff. 

Share profiteering of this type is in 
no sense illegal: it did not involve in- 
sider trading because Recruit Cosmos 
was not a publicly traded company 
when the investments were made. How- 
ever, the affair shows well-connected 
people making a killing at the expense 
of ordinary investors. 

The Japan Securities Dealers As- 
sociation, which oversees the over-the- 
counter market, says it considers this 
kind of activity “undesirable” even if 
the profiteering is done by private indi- 
viduals. When politicians are involved 
questions naturally arise as to what if 
any favours may have been extended to 
Cosmos in return for the “invitation” to 
invest in the company. 

The fall-out so far includes two resig- 
nations — those of Hiromasa Ezoe, 
founder and chairman of Recruit Co., 
the parent of Recruit Cosmos, and of 
Ko Morita, the Nihon Keizai chief. 
Both men issued statements of apology 






Miyazawa: family profiteering. 


linking their retirement more or less di- 
rectly to the affair. That of Ezoe was 
more explicit: he apologised for "caus- 
ing trouble to many people" by arrang- 
ing sales of shares to political contacts 
whose reputations could be damaged by 
his actions. 

Top politicians have mostly either 
feigned jig or blamed their sec- 
retaries for purchasing Cosmos shares 
without their approval. But Takeshita 
told a reporter that passage of the gov- 
ernment's tax reform proposals had be- 
come appreciably more difficult since 
the affair had surfaced. Other LDP 
sources said the non-criminal nature of 
the share scam was a problem in itself 
since the government cannot neatly re- 
solve it by punishing those directly in- 
volved. The affair's impact on public 
opinion may be more important: ordi- 
nary people appear less inclined than 
ever to accept the government's protes- 
tations of good faith over tax reform. J 
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The wrath of the children 


Continuing unrest forces concessions from the government 


By Bertil Lintner in Bangkok 


A the ruling Burma Socialist Pro- 
gramme Party (BSPP) prepares to 
hold an emergency congress on 23 July 
to discuss the present economic and po- 
litical crisis in the country, the Burmese 
authorities are moving swiftly to restore 
order and normalcy after recent, wide- 
spread rioting in the capital Rangoon 
and several provincial towns. 

In a surprise statement, which was 
published on the front pages of Burma's 
state-run newspapers on 8 July, the gov- 
ernment announced that students and 
others who had been detained during 
riots in March and June were to be re- 
leased. The following day, the dusk-to- 
dawn curfew that had been clamped on 
Rangoon, Pegu and Moulmein — and 
which was supposed to be in effect until 
19 August — was lifted. Students who 
had been dismissed during the riots 
were also told that they now could apply 
for re-admission. 

These unprecedented concessions to 
public pressure underscore how seri- 
ously the authorities view the situation 
and their desire to find a quick solution 
to the crisis, said Rangoon-based dip- 
lomats, who even predict an imminent 
shake-up of the intertwined ruling party 
and state apparatus. 

"The March and June riots jolted 
Burma's rulers back to reality after 
years of isolation, disastrous economic 
policies and authoritarian rule. Major 
changes have to be made to prevent 
further erosion of the rapidly diminish- 
ing popular support of the regime," one 
analyst said. 

Observers said the popular support 
base of the anti-government activities 
gradually has broadened since the stu- 
dents first took to the streets after the 
demonetisation of high-value bank- 
notes last September. At that time, 
the frightened public remained indoors 
while the students went on a rampage — 
and it was all over after a few hours. 

During the second wave of unrest in 
March, demonstrating students for the 
first time were joined by thousands of 
ordinary citizens and troops had to be 
brought in to quell the riots. Scores of 
people were killed or arrested, and 
schools and universities were closed 
(REVIEW, 21 Apr.). 

Public outrage over this brutality in 
March was believed to have been a 
major cause for the renewed unrest in 
June. And now, apart from widespread 
popular support in Rangoon, the disturb- 
ances have spread to upcountry towns 
and there have been reports of army 
units refusing to take part in quelling the 
riots. One such incident is reported to 


have taken place in Taunggyi when the 
soldiers there were told they would be 
sent down to Rangoon. Their fate is yet 
unknown. 

Rangoon-based diplomats say that 
anti-government leaflets began appear- 
ing as soon as the universities reopened 
on 30 May. About a week later, the first 
batch of 200 detainees were released — 
and they brought with them tales of 
beatings, torture and electric-shock 
treatment of jailed students. What 
seems to have upset the public the most 
were detailed reports of female students 
being raped in custody by the dreaded 
Lon Htein, or riot police. One of the 
girls was said to be two months pri , 
nant. 

A number of hard-hitting letters 
written by a respected former brigadier- 
general of the Burmese army, Aung 
Gyi, are also believed to have stirred u 
public emotions. These letters were ad- 
dressed to Burma's leader, BSPP Chair- 
man Ne Win, but they were widely cir- 
culated in Rangoon and elsewhere. 


E his letters, Aung Gyi urged Ne 
Win to re-evaluate the 26 years of mili- 
tary rule that has brought the country to 
the brink of bankruptcy. He also raised 
the question of human rights — a con- 
troversial topic in authoritarian Burma 
— and claimed that 283 people had been 
killed during the March riots. 

Aung Gyi stated that during those 
disturbances some lecturers at Ran- 
goon Arts and Science University 
overheard such commands as “Break 
their heads. Break them hard. The « 
who breaks the most heads will be 
warded.” When the police moved in to 
break up a student demonstration, the 
letter, which is dated 8 June, continues, 
“the state security police berated the 
students, beat the girls and raped them. 


The girls were so ashamed . . . [that] 
they cried and requested to be sent to a 
nunnery." 


Although there is nothing to suggest 
that Aung Gyi was involved in mobilis- 
ing the students, the impact of his letters 
and other reports prompted the stu- 
dents to organise themselves — another 
new element which makes the June riots 
different from previous unrest, analysts 
point out. 

The name Rangoon University Stu- 
dents Union — actually an old body 
which was disbanded after the 1962 mili- 
tary takeover — began appearing on 
leaflets and posters, accompanied by a 
peacock, the classic symbol of Burma's 
nationalist movement. 

"The students also received letters of 


"^on nib trm ran rAcTÉDALTFODPIPSS dn Dear 


Support from railway workers in Ran- 
goon, there was a brief sympathy strike 
at a jute mill and textile factory near the 
university and Buddhist monks were 
seen attending rallies on the campus. 
Townspeople sent food packages, 
money and cheroots to the students," a 
Rangoon-based source said. 

Surprisingly, for several days the po- 
lice stood by watching developments 
closely without interfering. However, 
the tense situation finally exploded on 
2] June when demonstrators clashed 
with Lon Htein contingents — and out- 
right street battles were fought in Ran- 
goon. 

Diplomats estimate that the clashes 
left 100-120 people dead, of whom 20 
were riot police. These were either 
lynched by angry mobs or killed by sharp- 
ened umbrella and bicycle spokes fired 
from catapults. Some wounded riot 
policemen were also said to have been 
dragged out of their hospital beds and 

led by revenge-seeking students. In 





Pegu, 80 km north of Rangoon, police 
firing into a crowd of demonstrators 
killed about 70 people, diplomats said. 


Unrest was also reported from Moul- 
mein, Maymyo and even Ne Win's own 
home town, Prome, though reports 
from there are sketchy Mes casualties 
unknown. 

The curfew which was imposed on 21 
June was supposed to bring the rioters 
under control, but rather than being a 
relief, it further aggrevated the situation 
since people could not go market as 
usual and prices skyrocketed. This 
prompted the authorities on 3 July to 
warn traders not to “manipulate prices" 
— and, it is believed, forced them to lift 
the curfew altogether a week later. 

As an uneasy calm now appears to 
have returned to Rangoon, the time has 
come for the authorities to begin rec- 
koning the cost of restoring order in 
terms of more bloodshed and the sub- 
sequent desire for further revenge; the 
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effects on the regime's internal stability 
— and international repercussions. 

At a press briefing in Bangkok on 9 
July, EC Commissioner Claude Cheys- 
son — who recently returned from 
Burma — said that he “deplored and 
condemned" the brutality and added 
that his concern had been brought to the 
attention of the Burmese Government. 
A good image abroad is seen as essential 
for crisis-ridden Burma, especially since 
it became entitled to international fi- 
nancial assistance after it won UN ap- 
proval last December for least-de- 
veloped country status. Its image now 
has been severely tarnished. 

The way out is probably a purge of 
high-ranking party and government of- 
ficials, diplomats suggest, and that is ex- 
pected to be the case when the BSPP 
meets for its emergency congress at the 
end of the month. A frequent target of 

ublic criticism has been the BSPP's 
Joint secretary-general, Sein Lwin, who 
was responsible for the Lon Htein as- 
saults on unarmed dem- 
onstrators. 

Kyaw Htin, along with 
Deputy Prime Minister of 
Planning and Finance Tun 
Ti, are seen by most obser- 
vers as representing a more 
reform-orientated tendency 
within the BSPP (REVIEW, 7 
July) — and promoting them 
would probably please the 
domestic public as well as 
the international community 
which is eager to see Burma 
liberalise its rigid economic 
and political structure. 

But given Ne Win's unpre- 
dictable nature, most ana- 
lysts refrain from speculating 
what his next move will be — 
and they also emphasise that 
though the present popular 
movement against the re- 
gime may be strong enough 
to force changes within the 
system, without the support of the army, 
it is still too weak to seriously threaten 
the chairman's iron-fisted rule. 

Another school of thought enter- 
tains the view that the recent conces- 
sions may backfire — as one observer 
put it: “The students may see these as 
victories and be encouraged to press 
their issues even further. The demand 
of a restoration of democracy was raised 
in June, and this is getting increasing 
support even from army officers whose 
own children participated in the riots 
and were beaten up by the Lon Htein." 

According to diplomats, it is espe- 
cially worrying for the regime that large 
numbers of high-school pupils partici- 
pated in the riots. This could indicate 
that whatever changes there will be 
after the upcoming emergency con- 
gress, there is a new generation of milit- 
ant youth that could take to the streets 
— and that the end of the unrest in 
Burma has not yet been seen. o 





CHINA 
Toughing out 
price reform 


Press toned down and 
police geared up after unrest 









By Louise do Rosario 


G hina has tightened media and police 
controls since mid-May after in- 
creased public discontent about price 
rises, official corruption and other so- 
cial issues. The reformist leadership 
needs a peaceful environment for new 
price reforms and the upcoming annual 
meeting of top leaders at the Beidahe 
summer resort. 

Peking's current mood of siege con- 
trasts sharply with the relative openness 
and confidence displayed at the Na- 
tional People's Congress (NPC) held in 
late March (REVIEW, 7 Apr.). Recent 
troubles after the NPC made the gov- 
ernment more reluctant to promote so- 
called "greater transparency in govern- 
ment work," "political reform" and 
other liberal concepts which had earlier 
raised d of political liberalisation. 

Since May, there has been unrest in 
Tibet, student protests in Peking, a soc- 
cer riot in Sichuan, a peasant demon- 
stration in suburban Peking and bank 
runs in Canton. Chinese officials also 
told foreign visitors that there had been 
19 strikes recently, with the largest one 
involving 1,500 workers, according to 
an East European source. 

The Chinese press, unusually candid 
during the NPC, has been instructed not 
to report social unrest and other news 
unfavourable to reform. About events 
such as the Tibetan unrest and student 

rotest, already widely reported by the 

estern press and heard on foreign 
radio by some Chinese, the domestic 
media carried short, official accounts 
providing only the minimum details and 
often biased. 

With the oe price issue, Chinese 
newspapers preach endlessly about the 
necessity of price reform but speak little 
of specific price changes. The policy of 
decontrolling four major food items in 
exchange for a cash subsidy for each 
urban resident, implemented this 
spring, was reported in full only once — 
in the overseas edition of the People's 
Daily, whose readers are mostly outside 
China. The domestic press said very lit- 
tle until the policy was already im- 
plemented nationwide. 

Recent bank runs in Guangdong, 
sparked off by rumours of large price in- 
creases starting from 1 July, were re- 

rted in the Hon kong-based pro-Pe- 
ing newspaper Wen Wei Po on 2 July 
but not inside China. The People's 
Daily led a day later with a story on 
Guangdong being the forerunner of 
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Bu ying newspapers in Peking: willing self-censorship. 


TAIWAN 


Lee’s juggling act 


KMT congress battles the influential conservatives 


By Shim Jae Hoon in Taipei 


he election of President Lee Teng- 
hui on 8 July as chairman of 
Taiwan’s ruling Kuomintang (KMT) 
has p him in a firm position from 
which to consolidate his grip on the 
party. By discarding the transitional 
title of acting chairman, assumed in Jan- 
uary after president Chiang Ching- 
kuo’s death, the 65-year-old former 
economics professor now has a full man- 
date to continue political reform. 
Shortly after the election, Lee's com- 
mitment to reform was underscored at 
the KMT's 13th national congress when 
10 out of 31 members of the powerful 
central standing committee announced 
that they were moving to the largely 
ceremonial central advisory committee. 
Among them were former president 
Yen Chia-kan, 83, the fiery anti-com- 
munist leader Ku Cheng-kang, 87, 
Wang Tih-wu, 75, publisher of the in- 
fluential United Daily News, and Lin 
Ting-sheng, the 61-year-old Taiwanese 
chairman of the giant Tatung elec- 
tronics group. Although they have long 
ceased being active, their presence at 
the core of the KMT power structure 
symbolised the conservatives’ reluc- 
tance to respond to pressure for change. 
Lee’s biggest challenge now will be 
selecting their successors. The strength 
of his commitment to political reform 
will be tested by his choice, but he is ex- 
pected to compromise with a balance of 
those from the younger generation, 
such as deputy  secretary-general 


on 


James Soong, and with older people. 

This even-handedness was apparent 
in Lee’s dealings with the Chiang fam- 
ily. After a brief ceremonial appearance 
at the congress by the 91-year-old Soong 
Mayling, widow of president Chiang 
Kai-shek who died in 1975, Lee 
excluded on 10 July her stepson, Gen. 
Chiang Wego, 72, from his list of candi- 
dates for the new central committee, 
though he included two of Chiang 
Ching-kuo’s sons and a third hopes to be 
nominated by the delegates. 

The pace of liberalisation will stay 
necessarily slow under Lee as he is the 
first Taiwanese to head the KMT in its 
94-year history. His first priority will be 
to take firm control of the party — since 
Chiang Ching-kuo’s death it has oper- 
ated on collective leadership, with Lee 
being little more than a figurehead in a 
pone structure essentially controlled 

y ageing conservatives who fled to 
Taiwan in 1949 with Chiang Kai-shek. 

Lee's limited control was dem- 
onstrated on the first working day of the 
congress when he allowed it to choose 
him by acclamation rather than by se- 
cret ballot. It was a disappointment to 
the younger reformists who had 
counted on him to make a democratic 
gesture by opting for a vote to mark the 
opening of a new political era. 

The 22-member presidium Lee ap- 

ointed, mostly from the central stand- 
ing committee, all but ignored an impas- 
sioned plea from Jaw Shao-kong, the 


pe reform, without mentioning the 
ank runs or panic buying, as if to assure 
people nothing was amiss. 

‘overage of reform in other socialist 
countries has also been highly selective. 
Workers’ unrest in Poland in May was 
not reported at all, while reform experi- 
ments in Hungary and Yugoslavia are 
frequently discussed. 

Chinese newspapers thus are now 
more dull and less frank than in the brief 
“spring” they enjoyed during the NPC 
session. But many journalists, tamed by 
years of party discipline, feel duty- 
bound to protect the reform and willing- 
ly exercise self-censorship. 

Many surveys indicate that public 
anger towards inflation, corruption, in- 
come disparity and other social issues 
associated with reform is rising. Such 
discontent could be exploited and 
turned into an open challenge to the 
party. But despite the high stakes in- 
volved, the reformist leadership de- 
cided in mid-May to continue sensiti 
price reforms. They feel they ha . 


young liberal, that Lee be endorsed 
through a secret ballot. Jaw said later 
that senior party leaders had under- 
mined his efforts by “manipulating” the 
delegates into not supporting him. 

In the event, responding to the call of 
Legislative Yuan speaker Nieh Wen-ya, 
84, delegates rose to their feet, applaud- 
ing Lee and thus accepting him as chair- 
man. Only eight out of 1,184 delegates 
eligible to vote — including Jaw — re- 
mained seated in protest at the proce- 
dure. So did dozens of alternate dele- 
gates, but they had no voting rights. 
“The issue was not Mr Lee because we 
all supported him,” Jaw said later. “The 
question was why we did not do it in a 
more dignified manner.” 

The implication was that Lee should 
have moved more boldly. Jaw told the 
delegates: “The era of strongman p 
tics i Taiwan] has ended." 


N° quite. Strongman politics has 
been replaced by a bloc of entrench- 
ed conservatives. The opening-day 
speeches by Lee, Prime Minister Yu 
uo-hwa, 74, and party secretary-gen- 
eral Lee Huan, 71, focused on the need 
for gradual reform rather than swift 
change. While repeating his pledge to 
“accelerate” reform and continue “for- 
tifying the substance and function of 
democracy,” President Lee failed to 
mention how this would be done. 

So far, he has scarcely moved 
beyond the initiatives first begun by 
Chiang, who lifted martial law and re- 
moved press restrictions shortly before 
he died. Lee has yet to make good his 
promise torevamp the Legislative Yuan, 
80% of whose members have not stood 
for election since the last one held on the 
mainland in 1947. The plan to retire 
these ageing lawmakers has been bogged 
down by their refusal to step down. 
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a higher chance of success with 
paramount statesman Deng Xiaoping, 
84, still alive and the country in a condi- 
tion of relative political unity. Believing 
that China has now reached a “crucial 
stage” of reform, the leadership consid- 
ers some unrest inevitable and has pre- 
pared itself for it. According to one 
source, Chinese leaders sought the ad- 
vice of visiting Polish leaders last month 
on how its security forces should deal 
with price-related unrest. 


n a show of official intolerance to- 
wards trouble-makers, Premier Li 
Pen mane Tolgay publicised speech to 
ublic security officials on 4 July — the 
irst of its kind since he became premier. 
The security force “must adopt long- 
term ideological preparation and con- 
crete measures to deal with trouble- 
making, riots, all kinds of foreign sabot- 
age, and serious crimes,” Li said. Public 
Security chief Wang Fang revealed that 
ere were 58,000 “major criminal of- 
nces” in the first five months of this 


Meanwhile, Prime Minister Yu's re- 
sistance to banking reform, privatisa- 
tion and other liberalising measures, 
has drawn criticism from the opposition 
as well as from within the KMT. Here 
again, Lee is expected to fight off de- 
mands to dismiss Yu by partially re- 
shuffling the cabinet after the congress. 
Two or three ministers, including the fi- 
nance minister, might be affected, ac- 
cording to KMT sources. 

But the top three KMT leaders have 
laid down a tough policy of dealing with 
the l opposition challenge. Lee 
cited extremism — meaning demonstra- 
tions by the opposition Democratic 
Progressive Party (DPP) for the direct 
election of legislators — and violence 
(such as the 20 May riot by farmers and 
urban workers) as democracy's two 

'atest enemies. 

Secretary-general Lee Huan warned 
the DPP against dreaming 
about an independent 
Taiwan. The idea of inde- 
pendence goes to the heart 
of the KMT's philosophy 
that it is China’s legitimate 
ruler. By extension, that jus- 
tifies the KMT's rule of 
Taiwan, even though main- 
land-born people who domi- 
nate the KMT leadership 
constitute only 15% of the 
Taiwan’s population. A un- 
ified China and Taiwan is the 
only subject upon which the 
KMT and China wholeheart- 
edly agree. 

The KMT’s reiteration of 
the policy of retaking the 
mainland was one of most 
striking aspects about the 
13th congress. Seemingly 
going against the recent 
trend of more relaxed rela- 


P 


Lee: mandate for political reform. 
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ear, 33% more thanin the same period 
ast year. He warned that problems re- 
lated to public order, if not handled cor- 
rectly and promptly, could become *a 
factor of instability politically." 

Steps have been taken to defuse pub- 
lic anger. In late June, big cities such as 
Shanghai and Canton set up hotlines for 
citizens to report official corruption and 
bribery. So-called "social consultative 


dialogue" — an official term for more 
communication between officials and 
the people — is encouraged. Mavors 


also concentrate on trying to ensure the 
steady and cheap supply of a few impor- 
tant food items — a potential focal point 
of discontent. Li said in June that one 
major criterion for judging a mayor's 
performance is adequate supply of 
vegetables to urban residents. 

In propaganda work, the leadership 
finds it increasingly difficult to sell re- 
form to the public when the standard of 
living of many is falling and corruption 
is rampant. It has used up much of the 
goodwill generated by nine years of re- 


tions with China — travel to the main- 
land has been allowed for family re- 
unions and trade between the two has 
increased — Lee and the prime minister 
declared that Taiwan was "the base of 
renewal" for returning to China. 

"Our experience of more than 60 
years of struggle against the communists 
has taught us that they are totally un- 
trustworthy . . . only its evil nature does 
not change, its tricks of deception and 
subversion do not change, and its blind 
ambition to destroy the Republic of 
China does not change," Lee said. 

This contrasted sharply with an un- 
precedented message Chinese Com- 
munist Party (CCP) leader Zhao Ziyang 
sent on 8 July congratulating Lee and 
hoping the CCP and KMT would to- 
gether strive for the reunification of 
China. The message was published 
in Taiwan newspapers without com- 
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form achievements — a theme already 
fully exhausted by propaganda organs 
last autumn before the 13th congress of 
the Chinese Communist Party. 

The emphasis of propaganda now is 
to make the public appreciate the diffi- 
culty of reform. In a meeting with prop- 
aganda officials on 6-9 July, politburo 
standing committee member Hu Qili 
said they should correctly channel pub- 
lic opinion through explanation of re- 
form policies, which were important for 
modernisation and the “revitalisation of 
Chinese civilisation.” Nationalism — 
once a potent force for mass mobilisa- 
tion — is again being used to rally sup- 

ort but it is likely only to have limited 
impact on today's pragmatic Chinese. 

In the past, the party purged dissent- 
ing intellectuals or executed a large 
number of criminals to silence critics 
and maintain public order. There is no 
hint that it is going to do so again in the 
near future, but if more serious troubles 
occur, the temptation to “kill the chick- 
en to warn the monkey” will be great. I 


ment and without official response. 

Despite the strong KMT language — 
party sources said it was in retaliation 
for Peking's policy of trying diplomati- 
cally to encircle Taiwan by selling arms 
to countries with which Taiwan has dip- 
lomatic relations (REVIEW, 2 June) — 
the move to expand contacts with China 
will not be reversed. Apart from the 
thousands who visit China to meet rela- 
tives, the volume of trade, about 
US$1.5 billion now, is expected to in- 
crease further as the 13th congress has 
given official approval to the policy of 
importing raw materials from the main- 
land, albeit through a third country. 

The “new” mainland policy, how- 
ever, falls short of meeting public ex- 
pectation for freer trade, investment 
and visits. The debate at the congress in- 
dicated that Chinese visitors to Taiwan 
will be restricted to attending funerals 
of relatives or to "dissident" 
scholars coming for 
academic meetings. Trade 
will continue to go through 
countries such as Hongkong 
or Singapore. Journalists 
may visit China, but must 
not be stationed in Peking. 

The still-limited main- 
land policy and caution on 
domestic political reform 
bear the mark of the consid- 
erable influence still wielded 
by the KMT's conservatives. 
The speed and manner in 
which Lee broadens the base 
of his power — and this 
might be indicated by the 
way he forms the new central 
committee and central 
standing committee on 12 
July — could determine 
Taiwan's pace towards re- 
form. 
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UNITED STATES 


A parting favour 


Reagan advised to drop Marcos probes 


By Correspondents in Washington and Manila 


S President Ronald Reagan may ap- 
rove halting some or all of three in- 
vestigations that could have led to in- 
dictments against former Philippine 
resident Ferdinand Marcos and his 
usiness associates. Sources said such a 
decision, which is unlikely to be publi- 
cised, would cite gaps in the chain of evi- 
dence. 

But the real reason is to do a final 
favour for two old friends — Marcos 
and Vice-President George Bush, who 
have reportedly maintained a close re- 
lationship since the ousted president de- 
parted Manila, And the recommenda- 
tion is understood to have come from 
former US attorney-general Edward 
Meese, a long-time Reagan ally who 
resigned earlier this month. 

Since 1986 there have been three 
major investigations by Justice Depart- 
ment officials into Marcos affairs: 

» Probes in the eastern district of Vir- 
ginia, concerning properties. 

» Evidence-gathering in the Second 
Federal District of New York concern- 
ing Manhattan real-estate deals, involv- 
ing various Marcos intermediaries, both 
Filipino and American, and high-rank- 
ing members of the Armed Forces of the 
Philippines. 

» Investigations in California where 
Marcos money allegedly went into 
fraudulent purchases of banks, and va- 
rious other alleged improprieties. 

However, after two years of collect- 
ing evidence, some of the cases are 
likely “to be spiked, and necessarily with 
Reagan's blessing given the politics in- 


volved," said the sources. The action is 
rooted in political debts of long-stand- 
ing, arising from the mutual support 
over many years between Reagan and 
Marcos. 

There is an exception to the list of in- 
vestigations to be stopped. The US dis- 
trict attorney in Honolulu is said to have 
prepared a prosecution of Marcos 
which, officials claim, is “nearly water- 
tight." This stems from alleged pur- 
chases by Marcos earlier this year of 
US$500,000 of arms for shipment to the 
Philippines, in an alleged breach of the 
Neutrality Act and other US statutes. 

One source described the Honolulu 
district attorney as "refusing to buckle 
under" and added that "there's no way 
the White House would dare kill that 
prosecution," which he described as 
likely to be lodged in the 
local federal court 
“within several weeks.” 

In another case 
headed for the dustbin, 
however, stonewalling by 
Manila, not Reagan, is 
believed to be the key fac- 
tor. A case is current- 
ly being prepared by 
a US district attorney 
into possible breaches of 
anti-corruption legisla- 
tion by the Westinghouse 
Corp. 

Westinghouse iS 
widely believed to have 
made illegal payments to 
Marcos and his. as- 





sociates in order to win a contract, 
backed by US Export-Import Bank 
guarantees, to build a nuclear-power 
station in Bataan, near Manila. Re- 
cently in Manila, the district attorney 
told Philippine Justice Secretary Sedfrey 
Ordonez that a deadline for receiving 
information needed for the prosecu- 
tion's case would be extended by "30 
days," and no more. 

The information referred to is 
mainly transcripts of tape-recordings 
made by Marcos during appointments 
with Westinghouse officials on dates 
supplied by US officials. 

Having denied the tapes' existence 
for 18 months — though Ordonez’ de- 
puties have now contradicted this denial 
— Aquino’s office has until the begin- 
ning of August to foward the transcripts 
to US officials. The Presidential Com- 
mission on Good Government, an 
agency created to sequester the assets of 
Marcos and his cronies, has also shown 
itself — US officials claim — u 
cooperative in providing document 
tion for the Westinghouse investigation. 

The recommendation to Reagan 
comes after the departure of former US 
deputy attorney-general 
Arnold Burns in May, fol- 
lowing a dispute with 
Meese. The sources said 
the recommendation to 
"kill" the probes of Mar- 
cos came in a parting memo 
from Meese to Reagan. 
“The decision to ask the 
White House to stop the 
investigations comes too 
suspiciously soon after 
Burns’ departure," one 
source said. Burns had 
given the investigations 
impetus and the political 
muscle to overcome iner- 
tia at the higher levels, 
these sources said. IR 





CAMBODIA 
The prince does it again 


Sihanouk's resignation casts a shadow 


By Paisal Sricharatchanya in Bangkok 


pee Prince Norodom Sihanouk’s record of pulling off 
surprises time and again, his latest decision on 10 July to 
resign from the presidency of the anti-Hanoi Cambodian re- 
sistance coalition has caught Asean off-guard. Coming just a 
week after the Asean foreign ministers’ meeting here during 
which he was billed as the pivotal figure in any arrangement 
for a Cambodian settlement, the unexpected move also cast 
serious doubt on the success of the Jakarta Informal Meeting 
(JIM) later this month to discuss Cambodia. 

Given the importance Indonesia has attached to the JIM, 
most analysts believe the meeting will go ahead as scheduled 
on 25 July. Indonesian Foreign Minister Ali Alatas said it was 
not important who led each of the three Khmer resistance fac- 
tions or the Vietnamese-backed Heng Samrin regime at the 
JIM. Sihanouk’s resignation statement also authorised his 


son, Ranarridh, to represent him at the meeting. But as one 
Bangkok-based Asean diplomat commented: “Sihanouk by 
far is the most important figure. Without him, the JIM may 
not be that meaningful.” 

Issued prior to his departure for France, Sihanouk’s state- 
ment gave no reason for his resignation. Reports sourced to 
his aides said the move was partly prompted by an article in a 
Bangkok newspaper which detailed some damaging accounts 
during the prince's years in power. 

But this was dismissed as a convenient pretext. Analysts 
believe it was really spurred by Sihanouk's unhappiness over 
Vietnam's alleged lack of sincerity to resolve the Cam- 
bodian conflict and insufficient commitment by China to 
limit the role of the Khmer Rouge in a post-settlement Cam- 
bodia. 

The Thais in particular were disappointed at the outcome 
of an extraordinary meeting of the Indochinese foreign minis- 
ters in Phnom Penh on 11 July in which Vietnam and Laos 
threatened to boycott the JIM talks if it turned into a “negotia- 
tion" between Vietnam and the Khmer parties. A Thai official 
said JIM was never intended to be a negotiation, but rather an 
*ice-breaking" session that could set the stage for a possible 
breakthrough in later talks. 


po———————————————ÓÁ—— ——————Ó— A —————— !———————————————— Í 


22 


21 JULY 1988 e FAR EASTERN ECONOMIC REVIEW 


PHILIPPINES 


Targeting the legal Left 


Aquino government fails to deal with rising tide of violence 


By James Clad in Manila 


Rz killings of trade unionists, 
lawyers and other persons as- 
sociated with the Philippines' legal Left 
have highlighted that President Cora- 
zon Aquino's grip on the country is still 
incomplete. So also have almost daily 
murders of policemen — not all of 
which are the work of communist re- 
bels. 

Although violence is not unusual in 
politics here, the latest crimes show new 
tendencies: the social origins of an in- 
creasing number of the victims suggest 
that killers are prepared to target politi- 
cally active members of the middle 

‘iss. The murders of five so-called 
uman-rights lawyers" since May 
exemplifies this trend. So does the fear- 
induced departure by  middle-class 
people from legal leftwing politics: for 
example, threats forced the president of 
Cebu City's Bayan group to leave town. 
Roman Catholic churchmen or women 
seen às too sympathetic to the Left also 
are in increasing danger. 

A second trend emerges from the 
killing of labour organisers, especially 
those from ideological trade unions. 
Extra-legal strike-breaking methods 
have become popular among some em- 

loyers, a reversion to the habits preva- 
ent during the era of ousted president 
Ferdinand Marcos, which partially ex- 
plains the calmer industrial scene since 
1987. 

Abuse of union organisers often oc- 
curs in poorer urban areas. In Manila's 
notorious Tondo area a foreign priest 
told the REVIEW of “an apparent sys- 
Bn repression of workers." Fr Sean 

naughton described the disappear- 
ance of organisers linked to the militant 
Kilusang Mayo Uno (KMU) federation 
as "routine," and the work of "grim fel- 
lows [whose] military-police symbols 
.. . even plain clothes could not hide." 

The Left-leaning Commission on 
Trade Union and Human Rights 
(CTUHR), chaired by a retired Roman 
Catholic bishop, claims 67 workers met 
violent deaths, 28 on the picketline, and 
that 20 "disappeared" during the 
Aquino government's first two years. 
The CTUHR says seven more have died, 
and scores more been injured in the first 
six months of 1988. It charges military 
men or military-backed “vigilantes” as 
responsible for most of the violence. 

MU officials amplified these 
charges in Geneva in June just before 
Aquino arrived to address the Interna- 
tional Labour Organisation. Her gov- 
ernment’s Labour Department, and the 
more moderate Trade Union Confeder- 
ation of the Philippines (TUCP — the 
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KMU's chief rival), dispute the 
CTUHR data but, even after generous 
disounting for one-sided pleading, the 
lists (and other information) reveal 
harsher treatment for KMU affiliates. 

There are two qualifying factors, 
however. First, strike-breaking may be 
unpleasant, but it usually is a legally or- 
dered response to tough KMU tactics. 
Second, the government's deepening 
counter-insurgency drive is dissolving 
the often fanciful distinctions between 
the "legal" and "illegal" Left. And ana- 
lysts believe the communists have been 
more active in organised labour since 
1986. 

These trends have created an atmo- 
sphere in which the tag 
"death-squad" is making an 
appearance. In contrast to 
more random mayhem, these 
two words hint at more plan- 
ned, and more ruthless ef- 
forts to crush the radical Left. 

Recent attacks in Manila 
show how much informal 
lines of loyalty still exist 
within the military; on 7 July 
National Bureau of Investi- 
gation chief Antonio Carpio 
said two men, one a police- 
man and the other a vigilante 
group member, had taken 
part in the second attempt 
this year to kill Nemesio 
Prudente, a university presi- 
dent believed by many Mani- 
la police to be a hardline com- 
munist. Charges were filed on 
11 July against one vigilante. 

By making Aquino's gov- 
ernment seem either impo- 
tent or indifferent, the people 
planning these murders, have achieved 
their destabilising intent. While the cry 
of "human rights" rekindles domestic 
and foreign support for the radical Left, 
anti-Aquino politicians of a tradition- 
al stripe — such as Sen. Juan Ponce 
Enrile — can decry a "breakdown of law 
and order." 


his charge gains momentum from 
the almost daily shootings of police- 
men. The frequency of these began 
rising last year after urban guerillas of 
the communist New People's Army 


(NPA) decided, for tactical reasons, to 


target police (REVIEW, 26 Nov. 
87). But the grisly tally has stayed 
high despite the communists cutting 
back on such violence after hostile pub- 
licity. 

Ín Angeles City, the communists on 
5 July even found it necessary to protest 


that they had killed “only four" of 38 
murder victims, in that town alone, 
since the end of May. Official reaction 
to the murder, on the same day, of two 
olicemen à block from the REVIEW's 
anila bureau shows that many motives 
can be behind these shootings. Manila 
chief investigator Col Juanito Lagasca's 
checklist included gambling debts, per- 
sonal feuds or the NPA. “We are not 
ruling out even soldiers; they are also 
us cow he said. 
atever the cause, the Philippines 
may be slipping towards the abusive 
reputation which once characterised the 
Marcos era. It is no secret that vendettas 
strongly colour Philippine life, giving 
politics a special danger. Despite 
Aquino's desire for gentler methods to 
resolve disputes, violence remains a re- 
grettable constant. To blame these 
habits on her, or indeed on any govern- 
ment in Manila, is absurd. 
Given that Aquino's control over the 
Armed Forces of the Philippines re- 
mains heavily qualified, it may also be 


A Manila policeman killed in his car in May. 





unfair to fault her for failing to protect 
potential victims of abuse, especially 
when an inter-agency monitoring 
group, which includes her Human 
Rights Commission, exists to monitor 
vigilante excesses. More damaging (and 
accurate) however are charges that her 
administration has neither identified 
nor jailed more than a tiny handful of 
those responsible for abuses. 

The deaths and maulings have a slow 
but corrosive effect on her govern- 
ment's standing. Leftwing "support net- 
works" abroad have seized on the issue; 
for example, the London-based Catho- 
lic Institute for International Relations 
held a two-day seminar in May on 
"death squads and vigilantes." Promi- 
nently figured in the programme, and 
lumped with the likes of Haiti, El Sal- 
vador and South Africa, was the Philip- 


pines. o 


23 


s i£ 
` e = s 


Bum, " ha 


THAILAND 


Drawing a bead 





j oe A k. D 
" ^ d 
Maa T 


Arthitcampaigning; Prem: informal anti-Prem alliance. 


Election campaign hots up over non-elected Prem 


By Paisal Sricharatchanya in Bangkok 


W ith the booming economy robbing 
it of its 1986 election issue of finan- 
cial straits, the campaign for the 24 July 
Thai general election has focused on the 
position of someone who is not even 
standing for election — Prime Minister 
Prem Tinsulanond who is neither a 
member of a political party nor an 
elected member of parliament. 

The Thai Constitution does not 
stipulate that the prime minister must 
be a member of parliament and for 
three terms of office Prem has been 
picked by a coalition of parties in the 
badly splintered House of Representa- 
tives to lead the government. Now, the 
non-coalition parties say, he should not 
be given à fourth term. 

Given that the 357-seat lower house 
is likely to be splintered again, it ap- 
pears almost certain that none of the 16 
parties will be able to form a govern- 
ment on its own. Prem, therefore, is 
likely to be nominated again — but 
this time the going might be more dif- 
ficult. 

There are some among the urban 
populace who, tired of the aloofness 
that has been Prem's hallmark, want 
change for the sake of it. More impor- 
tant, however, it is the intellectual elite 
who are growing more discontented 
with Prem's status as a non-elected 
prime minister and with the way he has 
allegedly ensured his continued choice 
by peddling favours. 

e impact of the recent anti-Prem 
porn to King Bhumibol Adulyadej 
y 99 academics and professionals 
might have been diluted by arguments 
over whether the monarchy should have 
been involved, but the point has been 
driven home. Taking issue with the fre- 
quent military shows of support at 
Prem's residence, the petition accused 
him of exploiting the armed forces to 
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strengthen his position (REVIEW, 16 
June). 

Above these dissenting voices hov- 
ers the respected former prime minister 
Kukrit Pramoj, who has regularly criti- 
cised Prem in recent months. Although 
a supporter of the prime minister in the 
early 1980s, Kukrit, who says Prem has 
changed since then, is offering himself 
as an alternative prime minister. He is, 
however, 77 years old and is therefore 
not likely to succeed. 

So far, an informal anti-Prem al- 
liance is centred around at least three 
parties: former army commander and 
supreme commander Gen. Arthit Kam- 
lang-ek's Puangchon Chao Thai (Thai 





Mass), master orator Samak Sun- 
daravej's Prachakorn Thai (Thai Citi- 
zen) and Chalerm Yubamrung's Muan 
Chon (Mass). They are small parties but 
their stinging attacks appear to have 
further eroded Prem's credibility. It w 
Chalerm's threat to discuss bachel 
Prem's personal affairs in parliament 
that led to its dissolution in April. 

Arthit, who was dismissed from the 
powerful army commander's post in 
mid-1986, is not a serious contender for 
prime minister because his Puangchon 
Chao Thai is not expected to make 
significant gains, but he could prove 
troublesome to Prem after the elec- 
tion. 

He attracted an audience of 50,000 
during the party's first major Bangkok 
rally on 29 June and though many were 
just there to hear him tell why his rela- 
tions with Prem soured, it was indicative 
of an enthusiastic reponse to a former 
key figure who, unlike Prem, is pre- 
pared to offer himself for election. 
"How many seats his party can win is ir- 





Campaigning 
with cash 


Efforts to curb vote 
buying seem futile 


he Interior Ministry which is super- 

vising the upcoming poll has de- 
clared a strict policy to eradicate vote- 
buying. Police units nationwide have 
been told to pursue any leads on electoral 
wrongdoing for possible prosecution. All 
these efforts, however, could come to 
naught, for the money factor has seem- 
ingly become part-and-parcel of the 
Thai electioneering process. Rather than 
abating, early indications show the 
problem could get worse this time. 

Politicians on the campaign trail say 
the problem is particularly acute in the 
north, northeast and central plains re- 
gions. The early period of campaigning 


was concentrated among “canvassergg@ 
influential local personalities like vill 
headmen who hold sway over the ordi- 
nary villagers. Little money has actually 
changed hands so far. But at least Baht 
3 billion (US$119.05 million) is ex- 
pected to be spent in the run-up to elec- 
tion day. 

The endemic money factor was 
perhaps best summed up by a Chart 
Thai candidate in the central plains pro- 
vince of Nakhon Sawan, who was quoted 
as telling a local newspaper: “If you 
don't have money, don't go campaign- 
ing. Stay home, because you will never 
get elected." 

One of the reasons money politics is 
especially prevalent in this election is the 
relatively short campaign period. Unlike 
a normal general election called at the 
end of a full parliamentary term, which 
allows six weeks or more to campaign, 
the upcoming poll comes at mid-term 
following the late-April parliamentary 
dissolution — allowing only 30 days of 
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relevant,” said one seasoned observer. 
“What is significant is Arthit himself 

etting elected. He will become a thorn 
in Prem’s flesh.” 

Arthit should have little difficulty 
winning a seat in Loei province in 
the northeast where he was popular as 
commander of anti-communist opera- 
tions in the 1970s. Although Puang- 
chon Chao Thai candidates are con- 
testing most of the Bangkok seats, 
the party has deliberately opted out 
of two constituencies where the 
Prachakorn Thai and Muan Chon 
leaders are respectively running, to avoid 
unnecessary X vote-splitting. 

The anti-Prem parties, 
however, could well be fight- 
ing a losing battle since their 
combined returns are almost 
certain to be dwarfed by the 
larger parties which have pub- 
licly or privately expressed 
their intention to support 
~’em’s renomination. Sig- 

ficantly, these include three 
of the four partners in the out- 
oing coalition — Chart Thai 
Thai Nation), Social Action 
and Rassadorn (Citizen) — 
plus former agriculture minis- 
ter Narong Wongwan's Ruam 
Thai Party. 


Parties 


Ithough its reputation as a 

champion of vested in- 
terests has become increas- 
ingly notorious of late, most 
analysts believe the financiall 
well-equipped Chart Thai will 
improve on the 63 seats it won 
in 1986 election and hold the 
most number of seats. The 
central lren region, which 
returned half of its MPs two 


mpaigning. Therefore 

ost parties are schedul- 
ing fewer big rallies and 
turning more to direct con- 
tacts with the individual 
constituents where finan- 
cial rewards are thought to be the 
most effective means of ensuring votes. 


higher ratio of businessmen among 

the candidates could also inflate the 
overall spending power. One feature that 
was witnessed for the first time during the 
1986 election was an unexpected surge in 
the number of businessmen among the 
candidates, representing 16.5% of the 
total or the biggest group by professional 
classifications. The ratio has risen 
further to 18.3% this time. The candi- 
dates include the scions of the Tejapai- 
bul family, a large Sino-Thai group 
which controls the Bangkok Metro- 
politan Bank, and the Promphan 
family which operates a thriving timber 
business. 
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years ago, is still its stronghold and 
the party has gained an extra edge 
by recruiting several former MPs from 
other parties. 

The party's secretary-general, 
Banharn Silapa-archa, and Chart Thai 
leader deputy prime minister Chatichai 
Choonhavan have made it clear the 
party is not interested in the premier- 
ship, but would continue to back Prem. 
However, the party's unswerving loy- 


THE RACE FOR PARLIAMENT 


Number of candidates 
1988 ! R6 





REVIEWT ABLE by Andy Tang 


For much of the past few decades, big- 
business groups here had been content 
with operating from behind the shield of 
influential military figures or wheeling 
and dealing their ways through the 
bureaucracy. The latest trend indicates 
that, instead of remaining the back-stage 
players, they are now sufficiently strong 
after the long vears of wealth accumula- 
tion, to demand a direct say in shaping 
national policies that could complement 
their business interests. 

However, not all of the candidates 
will be putting out money for votes. Ana- 
lysts regard only one-third as serious 
contenders who are prepared to spend 
heavily. The rest are a combination of 
first-time contestants who are merely 
testing the political waters, plus those 


Seats won 
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alty to Prem in exchange for what is seen 
as a comfortable ride in business deal- 
ings has drawn criticism even from 
within its own ranks. 

Meanwhile, former deputy prime 
minister Bhichai Rattakul's Democrat 
Party, the largest coalition partner with 
100 seats after the 1986 election, could 
have its numbers halved. A protracted 
internal struggle climaxed in the 
breakaway of over 30 party dissidents to 
form the Prachachon (People) Party. 
The.Democrats and Prachachon will 
mainly face each other in the south. 
where the Democrats won 36 of the re- 
gion's 43 seats in 1986. Sup- 
port for the Democracts is ex- 
pected to fall off in Bangkok 
where the Democrats and 
Prachakorn Thai each took 16 
seats of a total of 36 seats in 
1986. 

Observers now expect the 
Democrats to opt to move 
to the opposition benches 
though the breakaway Pra- 
chachon may try to join the 
coalition that is expected to be 
formed. Some of the euphoria 
has left Prachachon since its 
secretary-general Veera Mu- 
sikapong was convicted in 
June for remarks he made 
about the monarchy and sen- 
tenced to four years' impri- 
sonment. 

Ruam Thai might win the 
second largest number of 
seats behind Chart Thai 
which has recruited a 15-MP 
breakaway faction, led by 
former deputy prime minis- 
ter Boontheng Thongsawas, 
from the United Democracy 
Party. Oo 


“hired” by some of the smaller 
parties to meet the minimum 
legal requirement of contest- 
ing for at least half the 357 
seats in the House of Represen- 
tatives, which means 179 can- 
didates each. 

The concern over vote buying has 
prompted an extensive public relations 
drive, mounted both by government 
agencies and private institutions, which 
urges voters to choose carefully. One 
standard line now regularly trumpeted 
on state-run radios carries a poignant 
message: “MPs are servants of the 
people. Imagine if you were to hire a 
maid who pays you instead of being paid, 
she will end up plundering your family. 
Candidates offering money will inevita- 
bly rob the country . . ." 

Such a message may ring a bell 
among the politically conscious urban 
populace. But out in the countryside, 
feelings of gratitude still run deep. 

— Paisal Sricharatchanya 
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Chamlong could clean up 


Bangkok governor’s party likely to alter capital politics 


l^ a half-baked parliamentary system 
where political parties tend to be 
loosely structured at the top rather than 
relying on grassroots support from 
below, br anda Governor Chamlong 
Srimuang's brand-new Palang Dharma 
party looks set to attract extensive pop- 
ular support that could vastly alter the 
Bangkok electoral landscape on 24 July. 
As in his landslide gubernatorial win in 
November 1985, the same Bangkok 
middle class who comprised an other- 
wise apathetic silent majority could 
swing a decisive win for his party this 
time. 

"The people who had been urging 
him to set up a party now feel a sense of 
participation," said one analyst. Having 
supported Sepai d clean-up cam- 

aigns in the capital after voting him 
into office, they are morally obliged to 
help ensure Palang Dharma's success. 
Since its registration in May, the in- 
fant party has received Baht 6.6 mil- 
lion (US$262,000) worth of un- 
solicited donations —  unprecedent- 
ed in a system where strings are nor- 
mally attached to campaign contribu- 
tions. 

Many commentators expect Palang 
Dharma to cut heavily into what used to 
be the Democrats’ support base and 
capture between half to two-thirds of 
Bangkok's 37 seats. Others contend 
that the Prachakorn Thai, backed by à 


SOUTH KOREA 


solid network of support among the 
lower-income groups, remains a for- 
midable challenge. The Democrat and 
Prachakorn Thai parties each won 16 
seats out of Bangkok’s 36 seats in the 
last election. With a low voter turnout 
of 38.13% last time, analysts suggest 
that Palang Dharma’s chances could be 
correspondingly enhanced with a higher 
turnout. 

The appeal of Palang Dharma — lit- 
erally translated as “Force 
of Spiritual Righteous- 
ness” — is built almost sole- 
y around the popular 

hamlong, a devout Bud- 
dhist who, leading a mod- 
est life, has inherited the 
reputation of a political Mr 
Clean. His governorship 
record is highlighted by an 
anti-corruption drive and 
decisive policies, some of 
which are controversial, 
that have helped restore 
some semblance of cleanli- 
ness and orderliness to the 
burgeoning metropolis of 
6 million. Although the 
party is fielding 319 can- 
didates nationwide, it 
could only expect mar- 
ginal success in  up- 
country provinces where 
local personalities and 
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Prodding Pyongyang 


Roh offers trade and diplomatic aid to North Korea 


By John McBeth in Seoul 


hen President Roh Tae Woo took 

over power early this year, one of 
his first acts was to move responsibility 
for making policy on North Korea from 
the Agency for National Security Plan- 
ning (ANSP, formerly KCIA), South 
Korea’s counter-intelligence organisa- 
tion, to a newly created, vice-ministe- 
rial-level think tank in the presidential 
Blue House. 

It was, analysts believe, his first con- 
crete move towards getting to grips with 
the thorny question of relations with 
Pyongyang — part of a game plan in- 
volving China and the Soviet Union 
which Foreign Ministry officials now 
refer to as South Korea's northern pol- 
icy. It also provides fairly convincing 
evidence that Roh was plotting his stra- 
tegy long before student activists turned 
reunification and the absence of North- 
South contacts into a live domestic issue 
(REVIEW, 14 July). 


Now, in a move which appears to go 
far beyond earlier half-hearted efforts 
to prod the North into a dialogue, the 
president has unveiled a broad, six- 
point declaration in which he holds out 
thé prospect of inter-Korea trade and 
Seoul's assistance to Pyongyang in end- 
ing its international isolation. “Dis- 
mantling the barrier separating the 
South and North and building a road to 
a unified and prosperous homeland," he 
said in the 7 July statement, "is a duty 
history has imposed on every Korean 
alive today." 

Seoul-based diplomats say they 
are reserving judgment on the practical 
application of the declaration and 
whether it will hold any temptation for 
the Pyongyang regime, but they are in- 
clined to take it much more seriously 
than past overtures. One Western am- 
bassador described it as "attractive and 
rather unique." 
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money politics remain the key factors. 

The same sort of Buddhist virtues 
that characterise Chamlong’s personal 
life are now imprinted in the party’s 
image. Among other things, members 
are told to strictly refrain from vote- 
buying or eagerly seeking cabinet posts. 
Claiming that his decision to set up the 
party was prompted by the current state 
of political degradation, Chamlong 
hopes to project Palang Dharma as a 
model party to “lead Thai politics out of 
a dead end.” 

“Dictated by vested interests, the 
present system is simply hopeless,” he 
told the REVIEW. “Past records have 
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Chamlong addresses a Bangkok rally: popular support. 


The initial framework of the policy 
was unveiled on 3June, when South Ko- 
rean Prime Minister Lee Hyun Jae sent 
a letter to Pyongyang seeking cabinet- 
level talks aimed at North Korea's par- 
ticipation in the Olympics, the exchange 
of people from different walks of - 
and ways to reopen the channels 
dialogue. Although the North refused 
to accept the letter, complaining that 
the South had declined to receive an 
earlier missive from Pyongyang on à 
proposed joint student conference, 
Seoul officials and now Roh himself 
have spent the subsequent month paint- 
ing a much fuller picture of what they 
hope to achieve. 


lue House sources confirm that the 
task of breathing more life into 
North Korean contacts rests with two 
new presidential advisers, American-edu- 
cated lawyer and former ANSP official 
Park Chul On (policy), and National 
Defence College Prof. Kim Chong 
Whi (security), whose appointments 
were announced less than two weeks 
after Roh's 25 February inauguration. 
Park, 46, began his career as a public 
rosecutor and later spent time at the 
oreign Ministry conducting research 
on diplomacy and security. He served as 
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proven that no matter how many parties 
are included ina coalition, instability even- 
tually befalls [the government]." Under 
the existing constitutional framework. 
Palang Dharma espouses the message that 
stability could be generated if various par- 
ties became less selfish. “Even a minor- 
ity government can survive if the non- 
government parties selectively support 
or oppose its policies,” said Chamlong. 


C hamlong’s longer-term goal is to en- 
hance political stability by a constitu- 
tional amendment that would prevent 
MPs from taking cabinet posts, as in the 
American system. Although details re- 
main vague at this stage, this seems to 
correspond with a broader package of 
controversial political reforms openly 
touted last year by the army-dominated 
Internal Security Operation Command 
that also called for a direct prime 
ministerial election plus the introduc- 
tion of a so-called one-man, one-vote 
stem (or a single-constituency, rather 
in the multi-constituency system op- 
erated at present. 
The party's campaign pledge to form 
a government only if it wins a par- 
liamentary majority will automatically 
put it on the opposition bench. Re- 
sponding to some criticism that Palang 
harma was set up to undermine 
Prachakorn Thais influence in 
Bangkok and support Prem  Tin- 
sulanond's return in his pre-election 
role as prime minister with no party af- 
filiations, Chamlong insisted that it 
would not join a post-election coalition 
even if requested by Prem. His retired 


a Blue House politi- 
cal secretary before 
becoming special 
assistant to the 
ANSP director in 
the mid-1980s. Kim, 
LJ is a Columbia 
niversity graduate 
who has acted as 
chairman of both 
the Korea Interna- 
tional Politics As- 
sociation and the In- 
ternational Strategy 
Research Centre. 
Diplomatic sour- 
ces say a special 10- 
man team of ANSP 
officers, many of 
them believed to be 
veteran North Korea analysts, moved 
with Park to the Blue House. Some re- 
ports suggest that apart from formulat- 
ing policy, the sharp-minded lawyer has 
played a key role in widely rumoured se- 
cret contacts with the North. In early 
June, about the time of the latest South 
Korean initiative, he was in Moscow at- 
tending what has been described as a 
judicial conference., 
Roh's declaration, which diplomats 
say was apparently communicated ver- 


Roh: declaration. 
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army-major wife, Sirilak, is contest- 
ing in Constituency One against 
Prachakorn Thai leader Samak Sun- 
daravej, an outspoken Prem critic. 

Since past Thai electioneering was 
commonly spiced with dirty tricks and 
mud slinging, claims by Palang Dharma 
executives that they were targets of 
numerous smear campaigns hardly 
came as a surprise, particularly in light 
of the party's popularity. Chamlong for 
instance was dubbed by some as the 
Buddhist version of the Iranian religi- 
ous leader Ayatollah Khomeini. 

Perhaps the most damaging slur 
came from one of the party's own candi- 
dates. Chongkol Srikanchana, a female 
candidate running in Bangkok's Consti- 
tuency Seven, unwittingly told the sur- 
prised audience at a recent Bangkok 
rally that she worked closely with 
Chamlong in a series of anti-govern- 
ment, anti-student rallies which pre- 
ceded a bloody military takeover in Oc- 
tober 1976. 

Chongkol was leading a housewives' 
group, one of several rightwing organi- 
sations mobilised to crush the students 
amid fears at the time that Thailand was 
swinging to the Left. The governor, 
then an army lieutenant-colonel, sub- 
sequently conceded that he did disguise 
himself to mix among the civilian right- 
wing rallies but claimed he had no direct 
role in the coup. Scores of students were 
brutally killed as troopers stormed the 
Thammasat University in that ugly 
episode which ended three preceding 
years of student-led democracy. 

— Paisal Sricharatchanya 


bally to Pyongyang, 
brought full sup- 
ES from South 
orea's ruling and 
Opposition parties, 
called for: 
» An exchange of 
North-South visits 
involving politi- 
cians, businessmen, 
journalists, religi- 
ous and cultural 
leaders, artists, 
academics, stu- 
dents and sports- 
men, and free ac- 
cess to North Korea 
by overseas South 
Korean passport 
holders — some- 
thing that is currently banned under the 
National Security Law, 
> Assistance to dispersed families in 
the form of exchanges of correspon- 
dence and visits by family members. 
» The promotion of free trade be- 
tween North and South Korea and also 
more balanced development on the 
peninsula — à possible hint that Seoul 
will be willing to provide economic as- 
sistance to the North. 
» The removal of the South's long- 
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"trading with North Korea, provided mi- 
itary goods are not involved. — 

^» An end to the diplomatic war be- 
tween North and South and Seoul's 
cooperation in ensuring that Pyongyang 
makes a positive contribution to the in- 
ternational community. 

» Assistance to the North in improv- 


— | ing its relations with countries friendly 


to the South, including the US and 


«1 Japan. 


Buttressed by à surging economy, a 
much-improved political climate and 
growing links with China, the Soviet 
Union and the rest of the communist 
- world, the South Korean Government 
now clearly believes it has reached 
a position of strength where it has 
everything to gain and nothing to lose 
=| by ending its efforts to isolate the 

ct North. 


F Do the peninsula as "the last 
remnant of the Cold War," Assis- 


- | tant Foreign Minister Kim Suk Kyu told 


-| a news briefing that the declaration was 

designed to create a favourable atmo- 
sphere for the September Olympic 

ames and to "recognise the need to 
accommodate the aspirations of the 
people" — a reference to growing senti- 
ments in the South that the two Koreas 
must begin talking to each other. 

Roh himself promised even more 
progressive measures if Pyongyang 
reacted positively to the proposals. He 
said he believed if the 60 million Korean 
people pooled their wisdom and 
strength "the South and the North will 
be integrated into a single social, cul- 
tural and economic community before 
this century is out.” 

It takes two to tango, however, and 
diplomats said that while it would allow 
South Korea's allies to adopt a more re- 


eu laxed approach to their relations with 


North Korea, they were waiting to de- 
termine how practical the declaration 
would turn out to be. "I think," said 
one, in what may have been a reflection 
of the South Korean position as well, 
"that there will have to be a rain check 
until after the Olympics." 

Officials are expected to provide 
further details of the South Korean pro- 
posals in the coming weeks, with assis- 
tant minister Kim placing special em- 
phasis on forthcoming TV talk shows. 
Although the North Korean population 
is forbidden to do so, Pyongyang's lead- 
ers — including Kim Il Sung's son and 
heir-apparent Kim Jong Il — are known 
to be avid watchers of South Korean TV 
programmes. 

fficials initially declined to say 
whether the declaration and its embel- 
lishments will be laid down on paper 
and handed to North Korea as a formal 
document. But it appears the South Ko- 
reans are anxious that Pyongyang be 
given time to allow the full impact of the 
proposals to sink in before committing 
itself to a course of action. 
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standing opposition to friendly nations 





The Cordovez compromise 


UN mediator offers plan for creation of national government 


By Ahmed Rashid in Peshawar and Islamabad 


| n a dramatic bid to bring an end to the 
war in Afghanistan, the UN mediator, 
Diego Cordovez, has proposed a cease- 
fire by 1 September and the creation of a 
neutral government which could hold a 
loya jirga (tribal council) by 1 March 
1989. The jirga would then elect a per- 
manent broad-based government by 15 
March for Afghanistan. 

After completing a nine-day shuttle 
to Teheran, Islamabad and Kabul — the 
most recent series in months of meet- 
ings with Afghan personalities at the 
UN, President Najibullah in Kabul, 
Shia Muslim Afghan guerilla leaders in 
Teheran and representatives of the 
moderate guerilla parties based in 
Pakistan — Cordovez told the REVIEW 
he was convinced that most Afghans 
were now tired of the war and wanted 
peace. The Soviets, he said, already had 
withdrawn 32,000 troops and half their 
total would be out by 15 August as stipu- 
lated in the Geneva accords. 

Cordovez has proposed a formula in 
which all Afghan factions would agree 
to a cooling-off period and a ceasefire 


INDIA 


by 1 September, simultaneous with the 
creation of a neutral "national govern- 
ment of peace and reconstruction," 
which would replace the present Kabul 
regime. Sources said a list of non-con- 
troversial Afghan personalities accept- 
able to both Kabul and the mujahideen 
is already in circulation. On taking of- 
fice, such personalities would take an 
oath not to seek permanent office and 
they would make arrangements to hold 
the loya jirga. 

This is the first concrete proposal to 
bring an end to the civil war and is back- 
ed by moderates in Kabul and among 
the mujahideen. Western diploma 
however, are sceptical that it can su 
ceed, and hardline communists in Kabul 
are pressing Najibullah not to accept 
any such deal. The fundamentalist 
guerilla groups, particularly Gulbuddin 
Hekmatyar’s Hizbe Islami, also reject 
any such proposal and are against the 
traditional jirga system. 

However, while Cordovez was in 
Islamabad, representatives of tribal 
chiefs, field commanders and the ullema - 


In the name of religion 


A controversial mosque exacerbates Hindu-Muslim enmity 


By Rajendra Sareen in New Delhi 


ommunal fanaticism in India is again 
threatening to erupt. The im- 
mediate issue is the revival of a long- 
standing dispute between Hindus and 
Muslims over a 16th century mosque 
built on the site of the legendary birth- 
place of the Hindu god Rama. But the 
government is seriously concerned over 
the increasing communalisation of 
broad sections of both communities. 
According to a study of the problem by 
the Home Ministry, it is accentuated not 
only in Uttar Pradesh (UP) — where the 
mosque is situated — but also in the cap- 
ital, and in Maharashtra, Karnataka, 
Rajasthan, Madhya Pradesh and Bihar. 
A major cause of anxiety for the gov- 
ernment is that there has been what it 
described as “a marked increase in Mus- 
lim belligerence.” The Muslims in turn 
are aggrieved by the Provincial Armed 
Constabulary of UP and the Bihar 
Armed Police against whom there have 


been increasing complaints of excessive 


use of force. Police brutality affects all 
communities but there are not many 
Muslims in police ranks. . 






Official sources said that in this at- 
mosphere of acute animosity betwe 
the two communities, along with t 
Muslim hatred of security forces, pre- 
ventive and remedial measures can at 
best be short term. In sum, communal 
distrust is now too deep-rooted to be re- 
moved by routine measures. 

The current controversy has it roots 
both in the 16th century — when the 
Moghul Emperor Babur built a mosque 
on the sacred Hindu site in Ayodhya — 
and in a 1986 court decision which 
opened up what, at the time of its clo- 
sure during Indian independence, had 
become premises incorporating both 
Babri Masjid (Babur’s Mosque) and the 
Hindu temple of Ram Janambhoomi 
(Rama's Birthplace). 

Muslims regarded the decision as 
provocative, in that it revived an issue 
that had been buried. With the unseal- 
ing of the premises, both Hindus and 
Muslims returned to pray at the site and 
conflict arose, and two competing religi- 
ous movements were set up to "liber- 
ate" the premises. 
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(religious teachers) poured in to see 
him, bearing huge petitions filled with 
hundreds o tee and thumb im- 
pressions of Afghan notables. “They all 
said that a jirga was the only way to pre- 
vent further bloodshed and stop Af- 
ghans killing Afghans," Cordovez said. 
"These are the voices of the silent 
majority who have not been heard 
throughout the war." 

The most significant endorsement 
was given by representatives of Jalalud- 
din Haqqani, the most important 
mujahideen commander in Paktia pro- 
vince, whose forces have besieged the 
Afghan army garrison at Khost. He is 
the first fundamentalist Muslim field 
commander to openly break with his 
party line. 


However most Western diplomats 
still remain sceptical about the Cor- 
dovez plan and they point to the inten- 
sification of the fighting around Kabul. 
th Pakistan and the US still appear to 
supporting a guerilla drive on Kabul 
and the diplomats said they expected 
Kabul to fall by the spring through mili- 
tary offensives. Recently some 40 Af- 
p died in car bomb explosions in 
abul and Jalalabad and guerillas have 
also launched fresh offensives on key 
district towns within a radius of just 64 
km of the capital. 
Crucial to the Cordovez plan is 
whether or not Najibullah is willing to 


An emergency meeting of the Rama 
Janambhoomi Mukti Sangharsh Samiti 
(RJMSS — Society to Liberate Rama's 
Birthplace) decided recently to or- 
ganise a conference on 31 July at 
Ayodhya to exhort the Hindus to take a 
pledge renewing their commitment to 
"save" Lord Rama's birthplace. 

The coordination committee of the 
Babri Masjid Movement had on 22 May 
‘ycided to organise a march of the lead- 

s of the Muslim community to 

yodhya on 12 August to protest 
against an "insensitive and ineffective 
_ thee ea and chauvinist forces.” 

is is to be followed by a mass march 
on 14 October as a “manifestation of re- 
sistance to chauvinism whose objective 
is destruction of [Muslim] religious 
identity and cultural assimilation.” 

The RJMSS has interpreted both the 
proposed marches as » dirct attack by 
the Muslims on the Hindus, and has said 
that if the Muslims do not “stop such at- 
tacks on Hindu religious centres, it will 
not be possible for them to live peace- 
fully in India." 

It has also gone further and warned 
that the responsibility for the conse- 

uences will he on the government and 
the Muslims because if they adhere 
to the march plan and the govern- 
ment does not take effective steps 
to prevent these acts, “Hindus would 
be compelled to take firm counter- 
measures.” 
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step down. Sources said 
that Moscow and Kabul 
have given Cordovez the 
go-ahead to pursue his ini- 
tiative and Najibullah is 
reported to be seriously 
considering the proposal. 
However, few Western 
diplomats are convinced 
that Najibullah would be 
willing to step down unless 
Soviet pressure was 
ok ong and this would 
only happen if Islamabad 
and Washington would, in 
turn, apply pressure on the 
fundamentalist ^ mujahi- 
deen to compromise. 
Cordovez' initiative 
has also placed Pir Ahmad 
Gailani, the X present 
spokesman of the seven- 
party mujahideen alliance 
in Peshawar, in a di- 
lemma. As a moderate he 
has always supported the jirga idea, but 
has also committed himself to the in- 
terim cabinet announced by the alliance 
recently. This cabinet, headed by a fun- 
damentalist, Ahmad Shah, has said it 
will hold elections inside Afghanistan in 
three months, even though some field 
commanders and refugee leaders have 
refused to accept it. If Gailani openly 
backs the Cordovez plan, it will mean a 
major split in the alliance which, at this 
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The central government has issued 
detailed guidelines to the state govern- 
ments on how to tackle the communal 
situation. The Home Ministry report 
identified communally sensitive and 
hyper-sensitive districts throughout the 
country and the state governments have 
been advised to make special arrange- 
ments for them. 


Te dominant view among the Mus- 
lims in UP on the mosque issue is that 
the solution lies in correcting what it re- 
gards as an abuse of judicial process 
which triggered the current phase of 
controversy in February 1986. They 
favour a judicial verdict by a special 
bench of the high court of one of the 
south Indian states, where communal 
passions do not run as high as in the 
north. 

The Indian Government is agreeable 
to this but would like to bring about an 
understanding between the leaders of 
the two communities before initiating 
the judicial process so that both commit 
to abide by the decision. Home Minister 
Buta Singh told parliament in March 
that “it is not possible to say an im- 
mediate solution is feasible because [it] 
involves sentiments and religious feel- 
ings. Our endeavour is to resolve this 
problem to put an end to mutual tension 
and replace bitterness with love.” 

During the past two and a half years 
the Ayodhya controversy has been con- 


Guerilla leader Haji Almas (left) with Cordovez right). " 


crucial stage in the Afghan war, Pakis- 
tan and the US would prefer to avoid. 

Although Gailani did not meet Cor- 
dovez, because four of the alliance par- 
ties rejected a meeting, Gailani's key 
aides had lengthy discussions with him. 
The alliance is planning to hold meet- 
ings to decide on the Cordovez ini- 
tiative. Hekmatyar is not expected to 
endorse it, but an outright rejection also 
risks splitting the alliance. 


ducted at such à high pitch that the Hin- 
dus believe that the Babri Masjid must 
be obliterated to correct a historic 
wrong, while the Muslims believe that if 
they do not resist this onslaught they 
will face further pressures from the 
chauvinist elements among the Hindus. 

A state of mind has developed 
among a significant minority of Muslims 
that unless they follow the example of 
the terrorists in Punjab the authorities 
will not bother to listen to them. On the 
other hand, a substantial number of 
Hindus argue that unless the Muslims 
are m down with a firm hand they 
would repeat 1947 and bring about 
another division of the country. 

Efforts have been initiated by former 
cabinet minister I. K. Gujral to defuse 
the crisis. He is supported by Col B. H. 
Zaidi, a respected Muslim elder states- 
man who has held offices as chief minis- 
ter of Rampur state, vice-chancellor of 
Aligarh University and an MP for over 
three decades. Some renowned Hindu 
and Muslim religious figures also are en- 

aged in evolving a common approach 
or an out-of-court settlement of the 
Ayodhya mosque-temple issue. 

But tragically, the silent majority of 
both communities has begun to ac- 
quiesce to the dubious logic of its most 
outspoken leaders. The failure of the 
political parties to intervene and set 
right this explosive situation constitutes 
the largest threat to India's unity. o 
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vival of his own faction of the party forc- 
ing members to choose between the two 
leaders. Junejo is refusing to step down 
in favour of a more dynamic leader, 
making it difficult to rid the PML of its 
lacklustre image. 

PML members who have joined 
Zia's caretaker government are urging 
him to become party president. Such à 
move would cut the ground from under 
both Pagara and Junejo and lead to the 
emergence of a relatively unified party. 
The PML has traditionally been a loose 
coalition of feudal interests and urban 
conservatives who would willingly ac- 
cept Zia as their leader. 

The PML has the distinction of hav- 
ing been Pakistan's founding party 
- under Mohammed Ali Jinnah and, de- 
spite several failures and revivals could 
still attract votes in rural areas. Many 
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Calling all conservatives 


Zia tries to unite rightwing groups against Bhutto 


By Husain Haqqani in Islamabad 


p residem Zia-ul Haq has started 
uiet negotiations with Pakistani 
politicians on his plans for a general 
election. He is expected to make a def- 
initive announcement before the end of 
the month regarding ground rules and 
an election schedule. Discussions with 
politicians, conducted through inter- 
mediaries in most cases, are aimed at 
creating a conservative coalition which 
would support Zia against the opposi- 
tion led by Benazir Bhutto. 
Sources close to the president point 
out that religious and rightwing parties 
have traditionally secured more votes in 
previous Pakistani elections than leftist 
and regional parties. But divisions 
within the Right coupled with mobilisa- 
tion techniques of Bhutto’s Pakistan 
People’s Party (PPP) has given it an ad- 
vantage in elections on a party basis. 
Apart from uniting the Right, Zia is 


also considering introducing propor- | 


tional representation which would 
minimise the PPP's advantage in case 
votes are cast for parties rather than in- 
dividuals. The oppomnon would be un- 
able to win an absolute majority under 
the proportional system of voting, en- 
suring that the next government is not 
hostile to Zia or his military colleagues. 
Observers say it would be difficult to 
have peaceful elections unless the 
president has potential winners sup- 
rting him in the political arena. 
hutto is expected to campaign on slo- 
ans arousing sympathy over her 
ather's execution under Zia on charges 
of plotting to murder a political oppo- 
nent. 
The prospect of a PPP victory is most 
upsetting to the military as well as those 
who suffered under the authoritarian 


rule of Bhutto's father. Despite 
Bhutto's promises to the contrary, 
many people believe that a PPP govern- 
ment would almost certainly seek re- 
venge from Zia and supporters of his re- 
gime, whom they blame for the elder 
Bhutto's death and party members' suf- 
fering under martial law. 

Although Zia remains reluctant to 
enter politics by joining or leading a 
party himself, sources close to him point 
out that this might be the best way of en- 
suring continuity in government. A 
p openly backed by Zia or led by 

im would enjoy the military's confi- 
dence and would also benefit from the 
goodwill he has cultivated among cer- 
tain sections of the population. 


PP aironage politicians currently wait- 
ing to join a potential winning party 
would almost certainly flock to Zia’s 
group. But the president might have to 
give up his position as chief of the army 
staff if he chooses to enter partisan poli- 
tics — a move he might not want to risk. 
Such a decision would also be inconsist- 
ent with Zia's stand that divisive politi- 
cal parties are un-Islamic and should not 
be allowed in an Islamic state. 

The need to revise Zia’s stand on 
leading a party is a direct consequence 
of his 29 May decision to dissolve fed- 
eral and state legislatures and dismiss 
the government of Mohammed Khan 
Junejo. Until then Junejo’s Pakistan 
Muslim League (PML) had been ex- 
pected to confront the opposition in fu- 
ture elections. The dismissal of its gov- 
ernment amid charges of incompetence 
and corruption have weakened the 
party. Junejo’s predecessor as PML 
chief, Pir Pagara, has announced the re- 


observers have pointed out that Zia is a 
master politician and his entry into 

arty politics would be a major chal- 
enge to civilian party leaders. 

iven his image of being deeply 1 

ligious, the PML under Zia could also at- 
tract religious voters who have in the 
past been alienated from the party’s sec- 
ular, feudal leaders. But reorganising 
the faction-ridden party could take 
time, which might not be available due 
to the constitutional requirement that 
elections be held within 90 days of par- 
liament's dissolution. 

Zia is also believed to be considering 
two other courses which would buy time 
for restructuring politics according to 
his own vision. One is to hold non-party 
elections again, at short notice, and 
form an official party comprising win- 
ners just as the PML was recreated by 
Junejo in 1985. Although all parties, in- 
cluding the PPP, are expected to nomi- 
nate candidates in such an election the 
winners will not be tied to party loyalty 
and could easily be lured away frem op- 
position groups even if the opposition 
wins a majority. 

Alternatively, Zia could call a re 
erendum prior to general electior 
seeking a mandate for basic changes -.. 
the constitution. Although the present 
constitution allows for such a referen- 
dum, it could not be used to delay par- 
liamentary elections and constitutional 
amendments approved though it would 
not come into effect until the new par- 
liament has been inducted. 

But if Zia gets the mandate he wants, 
he could introduce the presidential form 
of government he has preferred all 
along. He would thus be freed from de- 
pen ing on professional politicians 
whom he and the military hold in con- 
tempt. The difficulty in taking the ref- 
erendum route is that it would invari- 
ably be interpreted by the opposition as 
an attempt to wriggle out of the promise 
of parliamentary elections. If the oppo- 
sition reacts violently to a referendum, 
the country could be plunged into a 
crisis which might lead to the return of 
martial law. oO 
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NOW AVAILABLE ... 


The 1988 China Phone Book & 
Business Directory: July - December Edition 
completely revised and updated 


A vital reference for anyone interested 
in doing business with China. 









































July — December Edition 


The only bilingual 
Telephone Directory for 
China published 

semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
place in China amongst both the domestic and 
foreign business and banking communities, the 
semi-annual frequency of The China Phone 
Book guarantees its users the most up to date 
and accurate listings available anywhere, of the 
most important contacts in China. 





Our database is constantly updated to bring you 
the latest listings you need, when you need 


them. 


You can save 15% off the combined price by 
ordering both the current Autumn/Winter and 
the Spring/Summer editions now. Available in 
January '89 the Spring/Summer edition will be 
sent to you automatically the moment it becomes 
available if vou order both now. 


Not only will you have the most up to date busi- 
ness listings in China at your fingertips . . . but 
you'll save money at the same time. 

1988/89 Editions 

Autumn/Winter — July — December '88 
Spring/Summer — January — June '89 


The China Phone Book Co. Ltd is a wholly owned 
subsidiary of Review Publishing Company Li- 
mited, Publisher of the Far Eastern Economic 
Review, Asia's leading publication. 


* Completely updated listings 
* Unique classified pages 
* Designed for maximum usefulness 
* Lists all foreign companies and joint ventures 
* Useful selection of Chinese firms 
* Categorized by major industry groups 
e New compact page layout 
* Indexed for easy use 
* Good for travel or office reference 
e Names and addresses in both English and Chinese 







Designed for Maximum Usefulness 


This directory is a comprehensive listing from our own China database of all 
relevant companies in China of interest to the businessman or tourist. It is 
specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 


The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

* Airlines * Business Services 

* Hotels * Shipping Companies 


ORDER YOUR COPIES NOW! 


pomum ———r————Á— 


To: The China Phone Book Co Ltd, GPO Box 11581, Hong Kong 
Please rush me copy/copies of the China Phone Book as indicated: 


* Computer Services 
* And many other business Categories 


Name: 





(Please print in Block Letters) 


Company: 





|, 7 --—-————— M — 
Tel: 


O China Phone Book 1988, Autumn/Winter Edition 
Price Hong Kong: HK$375, Elsewhere USS62 (inclusive of airmail postage) 
No. of copies: 
_) China Phone Book 1988, Autumn/Winterand 1989 Spring/Summer Editions combined 


set at 15% savings. Send Autumn/Winter Edition immediately and Spring/Summer '89 
Edition immediately upon publication in January 


Price: Hong Kong: HK$638, Elsewhere: US$105 (inclusive of airmail postage) 


No. of sets: 

CO Ienclose in payment thereof (cheque payable to The China Phone 
Book Co Ltd) 

L1 I prefer you charge to my credit card (tick one): 

O American Express O Diners Club O Master Card O Visa 

Card No: Exp. Date: 

Signature: 
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THE FASTE: 
FRONI BEIJI 
TO EUROPE 





- The art of flying for over 60 years. 








Finnair has inaugurated a brand new nonstop route between Beijing and Helsinki. Flying time from 
Beijing to Europe, using a DC-10, is just 8 hours 40 minutes. Flying over the USSR, this is the 
shortest, most direct route between Beijing and Europe. 

Finnair also flies nonstop to Helsinki from Tokyo and Bangkok, and direct from Singapore. 

As many business travellers know, Helsinki is now more popular than ever as the gateway to 
=urope. From Helsinki Finnair flies you quickly and comfortably to 26 cities in Europe. 


vall your travel agent or Finnair: Bangkok 251-5012, Beijing 512-7180, Hong Kong 5-215175, 
Jakarta 588-550, Kuala Lumpur 441-1905, Manila 818-2601, Osaka 363-0270, Seoul 734-7100, 
Singapore 733-3377, Sydney 328-1377, Taipei 592-3911, Tokyo 580-9231 


THE PRECISE PASSAGE OF TIME IS MEASURED IN 
THE STRENGTH OF SAPPHIRE AND STEEL BY DUNHILL. 
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Everything that carries the Dunhill name has to be the best of its kind. It has to have a 
lasting beauty and be both useful and dependable. To this end the skills of the finest craftsmen are 
used to work the most precious metals or supple leathers. Dunhill has become a hallmark not 
just of inherent British values but of quality the world over. 
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The Dunhill Watch. The sapphire glass is second only to diamond in hardness and 
the meticulous enamelling ensures the clarity of the classic face. It has a Swiss movement tor supreme 
accuracy and the case of satin steel ensures that the watch is not only elegant but extremely durable. 
In short, this watch will continue to give a precise measure of the passage of time. 
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e l'D BARELY finished putting the 
final full stop to last week's column (on 
the hardy perennial subject of the bar- 
riers to Japanese communication with 
the outside world, and on Prime Minis- 
ter Noburo Takeshita’s uncharacteristic 
impact on the Toronto Summit) when, 
blow me, Takeshita arrives in Australia 
and promptly tells the Aussies that they 
and the Japanese are “mates.” At a 
luncheon party, he told his Australian 
opposite number, Bob Hawke: “In spite 
of the contrasting history and geo- 
graphy of our two countries, we share so 
many fundamental ideals. I believe this 
is the basis of Japan-Australia mate- 
ship.” 

As Japanese communicativeness 
goes, this was pretty breath-taking stuff. 
Takeshita was certainly correct to point 
out that the pair's geography and his- 

wy are very different. In fact, their 

-onomic mating is only close because 
their economies are different too (in a 
classic, colonial-style complementarity, 
Japan sells its manufactures to Austra- 
lia, which provides mend produce — 
minerals, food stuffs and commodities 
— in return). The two countries' social 
structures are rather different too, with 
Japan's pyramidal hierarchy having lit- 
tle in common with Australia's strenu- 
ous egalitarianism. And then there's the 
two lifestyles, with Japanese work- 
aholism contrasting with the laid-back, 
leisure-loving land of Oz. And the Ja- 
panese islands are so crowded, while 
Australia ts full of vast emptinesses. 

But perhaps I quibble too much. The 
hard-won prosperity has made the huge 
majority of Japanese feel middle class 
and leisure-oriented, and thus perhaps 
more akin to the Australian’s “I’m-as- 
good-as-the-next-man" attitude, while 
the Murdoch/Bond/Holmes à Court 
ndrome is as thrustful as any Japanese 
orporation. And maybe the most im- 
portant thing is that, however inappro- 
priately, the prime minister of Japan has 
claimed that the mateship exists. Such à 
statement can be emotionally, if not fac- 
tually, true. 

è THE gesture of friendship comes 
at a time when Japan's prosperi- 
ty has created a new self-confidence 
among the Japanese — a national sense 
of well-being which often shades off into 
arrogance. The mood was well summed 
up by an inscription on the side of a bus, 
spotted and photographed in Nagano 
prefecture recently by a foreigner resi- 
dent in Japan: 



















FAR EASTERN ECONOMIC REVIEW e 21 JULY 1988 









€ ONE step the Japanese have taken 
recently might improve the feeling of 
mateship between them and foreigners 
resident in Japan — if only slightly. 
Japan's Ministry of Justice has tradi- 
tionally put every possible difficulty in 
the way of those wanting to live within 
its shores (though they are as nothing 
compared with the bureaucratic rig- 
marole endured bv a foreigner — the 
wife of a Japanese, say — wanting to ac- 
quire Japanese citizenship). 

As from | June, the Alien Registra- 
tion process has been simplified, but it ts 
still hardly liberal: 


Alien Registration Rules 
will be Revised Starting June 1. 


€ As a rule, fingerprints will need to be taken 
only once. (Fingerprints need not be taken 
more than once except in cases where the 
local authorities order a retaking for reasons 
such as the fingerprints being the only 
means of confirming that the registered 
person and the applicant are identical.) 


€ You must apply for a re-issuing of your 
registration certificate in cases where à 
change in registration or à correction of a 
registration is requested concerning name, 
birthdate, sex, or nationality, or where there 
is a change in the registration, but there 1s 
no more space in the certificate to record it 


MINISTRY OF JUSTICE 


Trust the Ministry of Justice to make 
provisions for a registration certificate 
to be re-issued after a change of sex. 

€ ALL of which calls for further exam- 
ples of hiccups in Japan's communica- 
tions. Earlier this year Japan Times, in 
an item collected by David Merriman, 
reported champion golfer Curtis 
Strange’s victory over rival Greg Nor- 
man, under a headline which made it 
appear that the Australian's knee in- 
juries were playing him up: 


Strange squeaks by 
Norman in playoff 


€ MORE often, there pe to be 
no logical explanation. Take this warn- 
ing on a packet of a drying agent which 
puzzled Ian Campbell Carrott: 
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Or this delightfully banal and inaccu- 
rate statement of the obvious on a Ja- 
panese-made pad of writing paper pur- 
chased by Jonathan Gat in Los Angeles: 
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air» mail 


Air Mail is letters, and other 
written things that people 
send to your home 
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Or this packet of a new brand of 
cigarettes, purchased by Frank 
Moorhead, which is evidently the in- 
explicable result of some mad brain- 
storming sessions by some market- 
ing men: 
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Menthol! ights 







Super King Size Cigaret 
Marble Image Ar! of Sometime S 


MIASS equals Marble Image Art of 
SomeTime Slims. Geddit? 
@ FINALLY. a packet of tissues 
handed to Soren Hansen outside a 
Yokohama department store: 
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The discreet charm of the 
Sultan of Jogyakarta 


By Michael Vatikiotis in Jakarta 

n a recent case uncovered by the po- 

lice, a man who claimed to be related 
to the Sultan of Jogyakarta defrauded 
dozens of people in Central Java. Say- 
ing he was a close relative of Sultan 
Hamengkubuwono IX and that he had 
been asked to recruit workers for a bus 
company belonging to the sultan, the 
man escaped with millions of rupiahs in 
cash, which he had extorted from 
people as “administration fees.” 

This story, reported in the local 
press, is a good way to introduce one 
aspect of contemporary Indonesia that 
seems at odds with the country’s status 
as a republic, with a recent history of 
revolutionary struggle against col- 
onialism. 

While Indonesia is a unitary republic 
with a president, a constitution and its 
own form of parliament, remnants of 
the old aristocracy that once governed 
Java under the Dutch colonial govern- 
ment and had roots in the Hindu- 
Buddhist kingdoms of the pre-colonial 
era survive and continue to exert a sur- 
prising degree of political and cultural 
influence. 

Explaining the reason behind this is, 
for many Indonesians, fraught with dif- 
ficulty. On one level, it touches the 
heart of the conflict between traditional 
cultural values and the infusion of mo- 
dern thought into the political system. 
For example, just how relevant to the 
modern state are the traditional sym- 
bols of power encompassed by the sul- 
tan's court and the rituals enacted 
therein? There is 
also a sense that 
the preservation 
even to a small de- 
gree of the old 
feudal aristocracy 
raises the thorny 
issue of Javanese 
cultural hegemony 
in today's plural- 
istic state of In- 
donesia. 

However, it is 
also recognised 
that the survival of 
the pomp and cere- 
mony associated 
with Javanese court 
tradition is a 
valuable commer- 
cial asset and a use- 
ful repository for 
the preservation of 
art and culture. 





Therefore, a closer 








| The Sultan of Jogyakarta. 











look at the remnants of Java's feudal no- 
bility provides a fascinating distraction 
from the otherwise complex study of In- 
donesian society and politics. 

At the height of Dutch colonial rule, 
there were just under 300 sultans and 
lesser rajas all over Indonesia. Most 
were traditional rulers, like the re- 
nowned Sultan Iskander Muda of Aceh 
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in North Sumatra. Some sultanates 
were created by the Dutch to facilitate 
the government of their large East In- 
dies domain. 

The most notable of these were four 
sultans set up in the mid-18th centurv 
in the Central Javanese towns of Solo, 

then known as Surakarta, and 
Jogyakarta — the heart of the an- 
cient kingdom of Mataram. They 
signed long contracts with their 

Dutch overlords promising to 

serve their interests. 
| The four sultanates of Central 
Java, the heartland of Javanese 
culture, still exist today. The two 
royal houses of Surakarta, or 
Solo, retain no political power 
but continue to issue aristocratic 
titles and maintain a vestigial 
court society. The Sultan of 
Jogyakarta is the hereditary go 
ernor of the special territory 
Jogyakarta, created by president 
| Sukarno after independence, 
while the neighbouring lesser 
prince, known as the Paku Alam, 
IS Vice-governor. 





he sultan and his court, who 

live in the kraton (palace), 

| are the focus of the city of 
Jogyakarta, with a population of 

| about 1 million people, and the 
surrounding towns and villages. 
Through the benevolence of the 
sultan's rule and command of 
"mystical forces"  symbolised by 
holy regalia imbued with supernatural 
power, people prosper and are pro- 
tected from calamity. Jogyakarta is 
overshadowed by the dormant vol- 
cano of Mt Merapi which, accord- 
ing to legend, wiped out the ancient 


kingdom of the  Sailendras who 
ruled Central Java until the & 
century. 


In January this 
year, a new sultan 
from the house of 
Mangkunegara in 
Solo was install- 
ed in a ceremony 
not witnessed since 
independence. 
"For the common 
| people it is an 
| Important event ın- 
volving magic,” 
said Dr Suyatno 
Kartodirdjo, a his- 
torian from Sura- 
karta University, 
just after the cere- 
mony at the Mang- 
konegara Kraton 
in central Solo. 
"They feel it is 
good for society 
and good for the 
town." 
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It is tempting to consign this sort of 
observation to the historical scrapbook. 
Yet, today it is hard to exaggerate the 
importance of “Sri Sultan,” as the Sul- 
tan of Jogyakarta is popularly known. 
“Wherever I have gone with the sultan, 
people respect him,” said Selo 
Sumardjan, the Sultan's former per- 
sonal secretary. Here, though, myth 
blends with reality. For in a very real 
sense, the sultan's role in Indonesia's 
struggle for independence not only en- 
sured the survival of the sultanate, but 
endowed it with a new lease of political 
significance. 

The prompt support lent by the sul- 
tan to the infant republic and the key 
role he played as a military commander 
during the fighting in and around 
Jogyakarta made him one of the heroes 
of the revolution. As a measure of the 
new state's gratitude, Jogyakarta was 
made a special territory administered by 
the sultan. 

sa More importantly, the sultan himself 
ecame a key figure 
in the new republic, 
serving first as a 
minister and later, 
under President 
Suharto, as vice- 
president for one 
term. By contrast, 
the Solo nobility, 
perceived as sym- 


athetic to the 
utch, were grant- 
ed no territorial 
powers. 


The present sul- 
tan, the ninth in line 
from Hamengkobu- 
wono I (the name 
means “bearer of 
the world"), is a 
man of perplexing 
contrasts. After re- 
ceiving his educa- 

| in Europe be- 
re the war, he re- 
turned in 1939 shortly before his father, 
the eighth sultan, died. But his succes- 
sion had to be negotiated with the 
Dutch. 

The young crown prince at first re- 
fused to accede to the demands of the 
Dutch, but, as he later related to 
Sumardjan: “I got a visit from my 
father, and he said, son, just sign the 
contract because the Dutch will leave in 
a very short time,” It was 1940, the eve 
of the fall of Holland to the German 
army. 

The sultan’s well-attested habit of re- 
sorting to the spiritual guidance of his 
ancestors and the powerful Nyai Roro 
Kidul, goddess of the southern seas, 
would seem to be at odds with the 
democratic style of his rule in 
Jogyakarta. For several nights at the be- 
pinning of November every year, a pub- 
ic fair takes over the northern square of 
the kraton. During the day the cere- 
mony of Sekaten is enacted after which 
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President Suharto: family links with nobility. 


the sultan usually distributes money to 
the public in the palace mosque. Last 


year, though, the sultan did not ipi pred 


at the ceremony. He shuns much of the 


ritual of the kraton and spends most of 


his time in his modest house in Bogor, 
60 km south of Jakarta. 

The sultan is said to be uncomforta- 
ble with the hierarchical stiffness of 
court life in Jogyakarta. For a man of 
modern persuasions it is not easy, 
pana, to feel at ease with the belief 
that his cut hair and nail clippings 
should be kept for their spiritual power. 
The sultan abolished many rituals he 
thought too reminiscent of the feudal 
system but was later persuaded by the 
Ministry of Tourism to restore them. 

The central government’s attitude 
towards the sultans of Central Java is 
becoming increasingly ambiguous. On 
the one hand, there are those who want 
to preserve the essentially feudalistic in- 
stitutions which do not fit easily into the 
framework of “Pancasila Democracy.” 
On the other, both 
the families of 
Sukarno and Presi- 
dent Suharto have 
had links with Kra- 
ton society. Presi- 
dent Suharto's 
wife, Ibu Tien 
Suharto, is related 
to the house of 
Mangkunegara of 
Solo, while the 
newly installed Sul- 
tan of Mangkune- 
gara was once mar- 
ried to Sukarno's 
younger daughter. 

Recent events at 
the Mangkunegara 
court in Solo, 
suggest that the fu- 
ture of the sultans is 
uncertain. Last Au- 
gust, the governor 
of Central Java 
complained to the Mangkunegara that 
the routine award of noble titles could 
be construed as dividing the loyalty of 
government officials. 

Then, after the death of Mang- 
kunegara VIII in September last 
year, his successor, Sudjiwo Kusomo, 
was at the last minute denied the 
right of becoming the ninth sultan. 
Sources close to the family read this 
as an indication that the sultanate may 
end. 

Meanwhile in Jogyakarta, there are 
fears that the city's special area status 
could be terminated with the death of 
the present sultan, who is 76. According 
to Sumardjan, the law governing 
Jogyakarta's special status only applies 
to the present sultan and the Paku 
Alam. "The people expect that a new 
Sultan will be recognised by the govern- 
ment," he said. "But the government 
has given no indication of what they will 
do." 














A ghost 
from the 
colonial past 


By Robert Cribb in Canberra 


ostalgia for the East Indies, as In- 

donesia was called in colonial times, 
has always been strong in the Nether- 
lands. Spurred by television documen- 
taries, romantic novels and coffee table 
books which could have titles like “Land 
Where the Gamelan Sounds," this nostal- 
gia is a sign both of the fond reminis- 
cences of colonial officials and soldiers 
and of an interest in Indonesia among a 
younger generation who see the colo- 
nial era as a dramatic part of their na- 
tional history. 

A persistent ghost of this particular 
nostalgic feast, however, has been the 
question of Dutch war crimes commit- 
ted during the attempt to suppress the 
new Indonesian Republic between 1945 
and 1949. Having suffered under Nazi 
occupation in World War II, the Dutch 
have been sensitive to suggestions that 
they themselves were guilty in Indonesia. 

Originally, all talk of war crimes was 
dismissed as Indonesian propaganda, 
but in the late 1960s, a Dutch TV com- 
pany screened a documentary which re- 
vealed occasions when Dutch troops 
had been guilty of systematic violence 
and gratuitous brutality while pursuing 
the colonial war. Incidents ranged from 
allegedly My Lai-type massacres of vil- 
lagers to the maltreatment and torture 
of prisoners. The series prompted a gov- 
ernment inquiry in 1969 into whether 
there had been a cover-up of war crimes 
by military authorities at the time, 
though results were inconclusive. 

e issue resurfaced again in late 

1987 with the publication of the latest 

volume of a massive official history of 

the Netherlands during World War II, 

which, in the fashion of such things, had 
spilled over into the revolutiona 

eriod that followed. The author, Prof. 

. de Jong, concluded that war crimes 

had indeed been committed and he 

named as principal culprit the retired 
commando leader “Turk” Westerling. 

Westerling, who died suddenly in the 
middle of the latest controversy, had 
long been a contentious figure. Born in 
1919 to a Dutch family resident in Istan- 
bul for several generations, he joined 
the Dutch army in exile after the out- 
break of World War II, and in 1945 was 
posted to the East Indies to help sup- 
press the nationalist movement. 

Impatient with conventional military 
techniques, he persuaded his superiors 
to let him create a commando unit he 
called the Special Troops and led it on a 
series of daring operations against re- 
publican units in West Java in early 
1946. Impressed by his work, the Dutch 
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se towrite off Macintosh. 


some people still think there's only 
one way to crunch numbers: a computer 
with initials. But several major account- 
ing firms like Arthur Young & Company 
have been adding Macintosh” personal 
computers by the hundreds. 

Because the companies that best 
understand numbers, understand what 
Macintosh can bring to the bottom line. 

Macintosh has a lower training 
cost per desktop than any MS-DOS com- 
puter-prompting some spectacular jumps 
in productivity. In a recent in-depth analy- 
sis of selected Macintosh installations in 
business, users consistently reported pro- 
ductivity increases of 1596-2596 and more. 

Auditors take Macintosh computers 
with them into the field so they can per- 
form on-the-spot analyses. Working with 
text and numbers directly from clients’ 
mainframes or MS-DOS computers. 

Back at the home office, Apple 

Desktop Publishing turns out documents 
į and presentations that can make even 
balance sheets look exciting. 

Perhaps you should call or visit 
an authorized Apple reseller near you. 
because whatever business you re in, 

It pays to know what the accountants 
are up to. 
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Command posted 


High 
him in late 1946 to South 


Celebes, where local 
nationalist resistance was 
hampering Dutch attempts 


to restore what they 
termed as peace and 
order. 

Westerling’s techniques 
were brutal. He would 


characteristically arrive in 
a village, assemble the 
local people and shoot indi- 
viduals at random until the 
villagers, in desperation, 
revealed the whereabouts 
of local nationalist 
units. 

According to nationalist 
sources, some 40,000 
people were killed in these 
actions. This figure is prob- 
ably inflated, but the 


Sukarno atthe proclamation of independence in 1945. 












number of victims certainly 
ran to several thousands and the 
episode is still a bitter memory in the In- 
donesian province of South Sulawesi. 
Westerling admitted being fairly 
heavy-handed, but always maintained 
that his close relationship with the 
people, which he traced to his familiar- 
ity with Islam since his childhood in 
Turkey, gave him excellent intelli- 
gence sources and ensured that those 
he shot were guilty, however ran- 
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dom his actions might have appeared. 

Despite his brutality, Westerling was 
able to win a considerable following 
among both Indonesians and Dutch. A 
tall figure with a deep resonant voice 
and an absence of moral doubt, he was 
an attractive rallying point for those 
who saw weakness and hesitation in 
their own leaders. 

Westerling himself became some- 
what mesmerised by this admiration, 
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particularly after the Dutch 
High Command decided 
that his techniques were at- 
tracting too much publicity 
and recalled him from 
Sulawesi. 


Ithough he claimed to 

want to settle down 
to marriage and a civilian 
life, Westerling quickly be- 
came obsessed with saving 
| the Indonesian people, as 
|| he saw it, from the republi- 
| can extremists. From his 
| home in Bandung, he de- 
veloped contacts with the 





leaders of the federal state 
of Pasundan, set up in West 
Java under Dutch auspices 
It now appears that one of 
the options he and his co- 
conspirators were planning 

was the establishment of 
a separate 


Islamic state in W@ 
Java. 


In the byzantine world of Indonesian 
politics at the close of the revolution, he 
was also said to be involved in an abor- 
tive plan by the Netherlands Indies 
Army (KNIL) to announce a unilateral 
declaration of independence for the col- 
ony and thus forestall the transfer of 
sovereignty to the Dutch-sponsored but 
nationalist-dominated federal republic. 
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When these plans fell through with 
the death, possibly by poison, of the 
army commander, Gen. Spoor, West- 
erling began his own operation, calling 
together a small army of former Special 
Troops, discontented KNIL soldiers 
and bandits, to which he gave the name 


Angkatan Perang Ratu Adil or Army of | 


the Just Prince. 

Just after the transfer of sov- 
ereignty, he launched an abortive 
coup in Bandung and Jakarta against 
the new federal republic with the idea 
of handing over power to regional 
leaders he regarded as moderate and 
responsible. His effort, however, was 
unsuccessful and the coup irrevocably 
compromised Pasundan and indeed 


the whole federal system. Westerling | 


managed to smuggle himself out of the 

untry on a Dutch military aircraft. 
-3€ clear connivance of Dutch offi- 
cials in his escape added yet another 
burden to the already strained rela- 
tions between the Dutch and the new 
republic. 

Even outside Indonesia, Westerling 





remained a thorn in the side of Dutch- | 


Indonesian relations. In Dutch Govern- 
ment circles, his death will have led 
many to sigh with relief. Oo 
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A bridge not too far for 
those with leprosy 


By William Wetherall 


ost Japanese call Japan a small is- 

land country despite the fact that 
its four major islands constitute one of 
the world's largest pieces of real estate 
— so scattered and sprawling that it was 
never truly consolidated as a nation 
until modern times. Kyushu, furthest 
south of the four major islands, for 
example, was connected to Honshu, the 
largest island, by an undersea tunnel in 
1942, a split-level vehicle and pedes- 
trian tunnel in 1958, and a bridge in 
1973. Hokkaido, in the north, was 
linked with Honshu by the world's 
longest undersea tunnel in March this 
year. 

On 10 April Japan celebrated the 
opening of the world's longest two- 
tiered bridge system, six island-hopping 
spans connecting Shikoku with Honshu 
across the Inland Sea. On 11 May, 
another bridge, less than 200 m long, 
was opened between the small Inland 
Sea island of Nagashima and Honshu. 
For over half a century, Nagashima had 


been the site of two of Japan's largest 
sanitariums for victims of leprosy. With 
the opening of the bridge, the 1,400 resi- 
dents settled their differences with each 
other and with the government concern- 
ing a gate the government said was 
needed to protect them from the outside 
world. 

Nagashima is really two islands 
joined by a tiny bridge across a small 
channel for boats through a natural, 
sandy land bridge. The sanitarium of 
Komyoen occupies the half of Naga- 
shima which is closest to Honshu. It was 
first built by local governments in 1909, 
destroyed by a typhoon in 1934 and de- 
signated a national institution for lep- 
rosy victims in 1941. Today, it cares for 
about 550 patients. The sanitarium of 
Aiseien occupies the half furthest from 
Honshu and was the first such facility in 
Japan. It now cares for about 800 pa- 
tients, 

The disagreement between govern- 
ment administrators and the patients on 
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Nagashima arose when the Ministry of 
Health decided in early 1987 to put a 
barrier across the road on the island side 
of the bridge. The barrier was to have 
been like a toll gate with a cross bar, but 
it had not been planned when work 
began on the bridge began in December 
1985. 

Construction of the gate was begun 
in October 1987, but came down before 
it could be finished in response to strong 

rotests from the National Hansen's 

isease Patient Council, which repre- 
sents the patients' self-government as- 
sociations at Japan's 13 national leprosy 
institutions. 

"It's there to protect the patients," 
argued a Ministry of Health official. 
Sogano Kazumi, general-director of the 
National Patient Council and also a vic- 
tim of leprosy, said: "Why build a gate? 
| feel enraged at this evidence that 
the thinking behind the government's 
mistaken segregation policy still re- 
mains." 

"The island is a place where patients 








can get treatment," said an adminis- 
trator at Komyoen. "People and cars 
that have no business there should not 
be let in." 


eaders of the patients' self-govern- 

ment associations feel otherwise. 
“The gate destroys our hope for free ex- 
change with society," said the head of 
the Komyoen Association. “It feels like 
a wall between us and the mainland," 
added the head of the Aiseien Associa- 
tion. 

Before World War II, the leprosy pa- 
tients were jailed on the island if caught 
trying to escape. They could not even 
vote, and, until 1949, had to use special 
money which could not be spent outside 
the island. Patients, however, have 
been allowed to use the ferry since the 
1950s. Outsiders, too, are allowed on 
the island. Japan's other national lep- 
rosy institutions are open to the public. 

Jujiro Takase, the administrative di- 


The Nagashima bridge connects Japan's largest leprosy sanitariums with the island of Honshu. 


rector of the National Patient Council, 
said the government made an agree- 
ment with an association of fishermen 
on Honshu to protect their fishing rights 
from poachers who may flock to the is- 
land when the bridge is open to vehicle 
traffic. Nagashima administrators, and 
some patients, however, are worried 
about the disruption of island life, traf- 
fic problems and beach pollution that 
will come with a sudden influx of 
tourists. 

Takase has been a patient at Aiseien 
since 1963 when he was struck by lep- 
rosy at the age of 38. He recently be- 
came the head of the sanitarium's pa- 
tient association. Although still offi- 
cially a patient, he now works at the Na- 
tional Patient Council office at Tama 
Zenshoen National Sanitarium, an 
hour by train and bus from central 
Tokyo. 

Like other national leprosy 
sanitariums, Zenshoen’s gate is open 
and unguarded. “It’s useless,” Takase 
said of the shuttered guide post that 


stands unused at the entrance. One can 
still see vestiges of a moat that once sur- 
rounded the grounds to keep patients 


Takase feels leprosy patients have 
come a long way towards being treated 
like other people, and, he believes that 
the Nagashima bridge symbolises a kind 
of integration with society. The patients 
of Nagashima finally agreed to a gov- 
ernment compromise that Takase him- 
self, when explaining it, did not seem to 
oppose. ` 

For the first year after the bridge is 
opened, a private security guard will be 
on duty at a simple guidepost beside the 
incoming road on the island side. Pa- 
tients and staff will be waved through. 
Others will be stopped, not to keep 
them off the island, but to give them di- 
rections and information and to satisfy 
some fishermen. 

Sixty percent of the patients at both 
Komyoen and Aiseien are male and 


1296 are Korean. About one person in 
1,000 developed leprosy in Japan a cen- 
tury ago. Today, this has come down to 
1 in 10,000. The disease is well under 
control and new cases are rare. In total. 
there are now about 7,000 leprosy pa- 
tients, according to the National 
Sanitarium Section of the Ministry of 
Health and Welfare's Medical Affairs 
Bureau, which manages 13 national in- 
stitutions for leprosy. 


Lo patients have generally been 
allowed to marry, but not uncondi- 
tionally. The male usually receives a 
vasectomy and the female is sterilised. 
The Eugenic Protection Law, which 
covers sterilisation and abortion, speci- 
fically permits the sterilisation of lep- 
rosy patients in the same paragraph that 
allows such operations for victims of 
hereditary diseases. In principle an op- 
eration is performed on the authority of 
a doctor's advice, with the patient's ^» 
couple's consent and the approval 

local and national review counci.;. 
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NAGASHIMA AISEXEN NATIONAL SANITAG 


But Takase feels that the patients 


are pressured in such ways that 
make the operations virtually compul- 
sory. 

During the past two decades, the 
number of patients living in their 
own homes has increased from 700 to 
900. 

Since roughly 200 are dying each 
year, and the death rate is increasing 
with the ageing, the in-patient popula- 
tion may fall to only 3,000 by the end of 
the century, when the average age will 
have risen to over 70. So Japan's 
sanitariums are becoming geriatric hos- 
pitals for people with leprosy. 

Takase foresees a day when the na- 
tional leprosy institutions will begin to 
merge or close, or diversify into other 
kinds of medical services. But for now 
there are no plans for change, and 
Takase predicts that the facilities will 
continue their present operations for at 
least another 10 years. 
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FICTION 


Plain humour of the Raj 


Mistaken Identity by Nayantara Sahgal. William Heinemann, London. £10.95 


(US$18.50) 


a pesa Sahgal's latest novel, her 
eighth, reinforces the fact that some 
of the best fiction in the English lan- 
guage comes from India. 
ver the years, Sahgal has built up a 
solid reputation as a master crafts- 
woman of words, yet fame still eludes 
her. A novelist and political journalist, 
she won the Sinclair Prize for Fiction in 
1985 and the Commonwealth Writers 
Prize in 1987 for her earlier works. Mis- 
taken Identity is by far her surest and 
most mature work. 
It tells the story of 
ishan Singh, an Indian 
‘pe bape and son of a minor 
aja, who returns home to 
India after travelling in 
Europe and the US. It is 
1929 and the British Raj is 
faced with its greatest chal- 
lenge since the Indian 
Mutiny of 1857. The Indian 
masses are revolting and 
Mahatma Gandhi is staging 
his famous Dandi Salt 
March. Conspirators 
against the Raj are hanged 
for treason in Lahore. In- 
dian communists plan for 
revolution and thousands 
of people are thrown into 
jail. 
Singh is arrested b 
chance and charged wit 
treason. He spends three 


Bocrapny 


years in jail fighting his case along 
with eight old and eccentric trade uni- 
onists, with whom he passes the time by 
telling them stories about his flam- 
boyant past. How he nearly became a 
movie star in Hollywood, his love affair 
in Bombay with a modern Parsee girl 
who wears low-cut dresses, his idio- 
syncratic family and, above all, his 
obsessive boyhood love affair with a 
veiled Muslim girl called Razia, when 
they were discovered together, bloody 





Vice-regal procession: disparaging treatment. 


The brainy revolutionary 


Indonesia Free: A Political Biography of Mohammad Hatta by Mavis Rose. 
Cornell Modern Indonesia Project, Monograph Series, Cornell. No price given. 


3 Es final disintegration of Moham- 
mad Hatta's ideal of a constitutional 
democracy embodying his concept 
of kedaulatan rakyat (people's so- 
vereignty) was sealed by his resigna- 
tion as Indonesia’s vice-president in 
1956 — barely seven years after he 
achieved the culmination of a life-long 
struggle in accepting the freedom of his 
country from the Dutch queen. 

Hatta’s resignation confirmed the 
eclipse of his political influence and 
marked the end of the new republic's 
democratic experiment and of any 
meaningful restraint on Sukarno, In- 
donesia's first president, whose eco- 
nomic and political adventurism was 
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brought to an end by Gen. Suharto and 
the army in 1965. 

No greater contrast can be imagined 
than between the mercurial and charis- 
matic Javanese, Sukarno, and the asce- 
tic outer island intellectual, Hatta. 
Their short-lived dwi tunggal (two-in- 
one) partnership had achieved much. 
But the two men represented differing 
and ultimately incompatible strands 
in Indonesian society. 

Mavis Rose, in /ndonesia Free: A 
Political Biography of Mohammad 
Hatta, makes clear that the causes of the 
disintegration of the dwi tunggal were 
present during its formation in the late 
1920s and early 1930s as the forces of 


Hindu-Muslim riots were touched off 
and Singh was sent abroad by his father. 

Sahgal's sarcastic tirades against 
communalism and the bigotry of Hindu 
and Muslim priests, the claustrophobia 
of the veil and the struggle against irra- 
tional oppression all give the novel a 
contemporary relevance for modern 
India. Her historical anecdotes that 
throw in Mussolini, Gandhi and Mus- 
tafa Kamal, the father of modern Tur- 
key, ome the. book deeply in the 
period she describes. She calls Gandhi 
"the stretcher bearer of imperialism." 
But it is Sahgal's keen sense of humour, 
her ability to dispense with the arro- 
gance of historical characters in a single 
sentence as well as Singh's total lack of 
ambition and sense of belonging that 
give the novel an edge, lifting it beyond 
mundane fiction. 

In jail, Singh jibes at the 
earnestness of his fellow 
prisoners in their attitude 
towards the Raj. “Hours 
can be spent in their 
[British] courts of law at- 
tacking and defending a 
man who purloined a 

nknife. But sail out and 
oot a country, bash up the 
population and make a 
scavengers feast of their re- 
mains, and you went down 
in history as Something the 
Great.” 

British colonialism has 


never been treated so 
disparagingly yet — so 
humorously.  Sahgal is 


a great writer who de- 
serves, at long last, a 
wider reading public. 

— Ahmed Rashid 


those nationalists who had studied 
abroad met up with the home-grown 
revolutionaries such as Sukarno. 

The degree of social disruption and 
social change in the Dutch colony in 
the early 20th century was especially 
marked in Java and in the West Sumat- 
ran region of the Minangkubau ethnic 
group to which Hatta and other 
nationalists belonged. 

Hatta combined two key strains in 
Indonesian nationalism, Western edu- 
cation and the Minangkubau traditions. 
Rose notes: “Hatta’s revolutionary ac- 
tivities began in West Sumatra with a 
traditional form of government which 
was unusually egalitarian. The culture, 
philosophies, process of modernisation 
and spirit of revolt of his Minangkubau 
ethnic group all played a part in shaping 
his concepts of freedom." 

It is noteworthy that those concepts 
also were shaped by Hatta's exposure to 
Western political theories, and by his 
arrest in the Netherlands on charges of 
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NCR Computers 


They bring more to the table than technology. 


NCR looks at computers 
the same way you do — as 
a means to an end. To 
succeed in business, your 
computer system must 
make a measurable con- 
tribution to your bottom 
line. All technical con- 
siderations aside, this 

is why you buy a 
computer. 


Reliability is foremost 
among the characteristics 
NCR builds in to create 











value for our customers. 
Reliability is more than 
trouble-free products — 
it's living up to the prom- 
Ise to make your business 
a better business. 


Whether it's the innova- 
tive application of the best 
of today's technologies, 
leveraged across our broad 
product lines; the use of 
industry standards in our 
Open Systems architec- 
ture; or improving quality 





standards by giving our 
employees the authority 
to stop production if they 
see a process going wrong 
— the objective has always 
been the same: create 
maximum value for our 
customers. 


We believe a computer 
should do more than 
process data. It should 
deliver returns. And create 
value. Because that's 
performance. 


Computer performance 
where and when you need it. 





NCR Offices: Australia, Fiji, Hong Kong, Japan, Macau, Malaysia, New Zealand, Philippines, Singapore, Sri Lanka, Taiwan. 
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plotting to overthrow the colonial gov- 
ernment, and his subsequent acquittal 
following a spirited speech in his own 
defence in March 1928 after four 
months’ imprisonment. It was to be the 
first of the several periods of imprison- 
ment and exile to remote islands in the 
colony. “If Hatta were to be accused of 
favouring the Dutch parliamentary sys- 
tem, which protected an independent 
judiciary, it is likely such attitudes stem- 
med from his fair and just trial in the 
Netherlands,” Rose says. 
Rose notes that though Sukarno, an 
engineering graduate of the Bandung 
Technical Institute, had completed his 
education in Dutch schools, he had 
never studied abroad and was always to 
view Hatta’s goals as too Western. 
“Sukarno was not prepared to accept 
that the overseas graduates had a night 
to leadership of the nationalist move- 
ment.” 
She also notes that Sukarno, unlike 
atta, could translate the aims and 
‘ategies of the nationalist movement 
into a form understandable to the 
largely illiterate Javanese masses. 
“Hatta would never elicit the same ec- 
static response from a Javanese crowd 
... under normal circumstances, Hatta 
was too inhibited by fears of 
exhibitionism and cultism to allow his 
emotions free play," she says. “| He] dis- 
ciplined himself to suppress his natural 
rpm and emotions, concentrating 

is whole being on the achievement of 
Indonesian freedom. His puritan upbr- 
inging acted as prop, giving him moral 
support for his rE NolUtion E ascetism.” 

The period 1949-57 has been exhaus- 
tively charted in Herbert Feith's classic 
The Decline of Constitutional Demo- 
cracy in Indonesia. Hatta was both 
rime minister and vice-president from 

ecember 1949 to August 1950, a time 
in which Feith describes the rising 


2 
Sukarno: the mercurial and charismatic Javanese. 


by Sukarno until he took over as effec- 
tive rather than titular head of state and 
began to introduce his vaguely defined 
concept of “guided democracy” in 1957. 


eith, in his conclusion, quotes both 

Sukarno and Hatta to good effect. 
Sukarno, the perpetual revolutionary, 
in 1960 said: “Slowly but surely is im- 
possible . . . The world of today is a tin- 
derbox of revolution." By contrast, 
Hatta, immediately before his resigna- 
tion at the end of 1956, said: ". . . all our 
rebellions and our splits, our political 
anarchy and adventurism, and all the 
steps taken in the economic field which 
have created chaos, are the result of the 
fact that our national revolution was not 
dammed up at the right time." 

Rose says: "When Hatta resigned 
from the vice-presidency, his political 
impact weakened and he never regained 
the power he had possessed as a mem- 
ber of the dwi tunggal. Likewise, with- 
out Hatta’s eae ne influence, 
Sukarno’s personal performance de- 





JA 


in political and economic disaster." 

Apart from his role in the abortive, 
bloodless coup of 1976, Hatta's last poli- 
tical act before his death in 1980 was to 
lend his patronage to the dissident Com- 
mittee of 50 petition to parliament, 

ointing out the disregard by Suharto's 
om order for the 1945 constitution. 

Rose acknowledges that Hatta was 
idealistic, but states that he wanted to 
be a leader as well as a theoretician. 
"But the problem of being an advocate 
of the type of democracy practised in 
Western Europe and in Minangkubau 
traditional society is that one cannot 
grasp power, one must be placed in 
power, if one is to play by the rules." 

In the end, Hatta, a leader of great 
integrity and intellect, played by the 
rules he believed in. But Rose notes: 
"His life history reflects the disillusion- 
ment and frustration a leader experi- 
ences when his life-long democratic 
ideal is shattered and the new nation re- 
verts to a type of government similar to 
the one he had dedicated his life to 


power of radical nationalism exploited | teriorated 


SHORT STORIES 
Straddling cultures 


Birthday Deathday and other Stories by Padma Perera. 
The Women's Press Limited, London. US$8.95. 


pines eanas stories become a part of one's life and her 
characters evoke memories of people one has known. No 
individual stands out in particular and vet each one has a 
special place. 

In Mauna (the Sanskrit word for silence), it is the vow of si- 
lence that becomes the point of conflict because silence be- 
comes the language of communication. “Our grandmother 
did to silence what inflections do to a voice." Sometimes the si- 
lence creates comic situations and sometimes it is just a nui- 
sance which the other family members have to accept. It is the 
different facets of this particular grandmother which 
the author attempts to capture and recreate in story after 
story. 

This all-accepting warmth and timelessness is juxtaposed 
against a more modern life-style. In a story called Letter, dif- 
ferences in life-styles are explored while raising the central 
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and his 





regime ended | transforming." — David Porter 


question: what price are such differences? The narrator goes 
to a mountain retreat for some soul-searching on whether she 
wants marriage and life abroad or tradition in a familiar cul- 
tural environment. 

She meets a little nomad girl called Tara, a bright child 
who is prepared to go far given the right opportunity. Tara's 
mother declines the offer, saving that a further education 
would only serve to alienate Tara from her own people and in 
the end make her unhappy. The letter-writer draws a lesson 
from the nomad girl and her mother, writing a letter explain- 
ing to her friend that she, too, must opt for an arranged mar- 
riage among her own people. 

Deeply interwoven with the theme of straddling cultures is 
the theme of time. As a character in one of the stories explains: 
*For us it is an underpinning, such a constant dimension that 
without it we are well and truly lost . . . if the past can cripple 
us, it can also provide our crutches . . ." 

It is this untidy aspect of life that Perera, who was born in 
Madras and educated in the US, evokes so beautifully. Life 
full of loose ends and stray threads that make up the very fab- 
ric of Indian life. People do not have to fit in, they do not have 
allotted spaces or time frames. They come and go and their 
easy acceptance as well as their eccentricities is the very es- 
sence of life depicted by Perera. — Geetanjali Singh 
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Rapid money growth raises fears of hyperinflation 





By Louise do Rosario 


Ce is heading towards a fourth 
W consecutive year of high money 
growth in 1988, despite strenuous at- 
tempts to curb it. This has raised fears 
that money-fuelled economic expansion 
may collapse with yet-to-come hyper- 
inflation. 

The People’s Bank of China (PBoC) 
— the central bank — recently intro- 
duced sweeping administrative mea- 
sures to rein in credit. But it is fighting a 
losing battle. The PBoC lacks the politi- 
cal support and technical means to con- 
trol credit when the economy is growin 
at break-neck speed (REVIEW, 30 
June). 

; Peking has now opted for a high-in- 

flationary, high-growth policy to ac- 
company price reform; it needs a credit 
expansion and not a squeeze to fuel the 
growth. The banking system is also too 
weak to resist intense credit demand 
pressures from all sectors, including the 
treasury which, apart from 1985, has 
been in the red since 1979. 

Since 1984, the growth of the broad 
money supply has outstripped that of 
nominal P growth (including infla- 
tion) by as much as 25%. Despite 
tighter controls this year, money growth 
continues to surge ahead of overall eco- 
nomic output. Spring is usually a low- 
borrowing season as production slacks 
after the year-end rush to meet annual 
quotas; this spring, some cities had al- 
ready exhausted their allocated funds 
for the entire year. 

Target growth for state loans and 
currency this year has been set at 8.996 
and 14% respectively to meet the 8% 
target industrial growth rate, press re- 
ports say. But in the first quarter, state 
lending grew by 22.576, with particu- 
larly share increases in loans for com- 
merce (17%) and fixed-asset invest- 
ment (28.8% ). Working capital for in- 
dustries nearly doubled, fuelling the 
14.4% industrial growth over the quar- 
ter. 

Bankers are particularly concerned 
that more currency continued to be is- 
sued even in the first quarter of the year 
when retrievals usually exceed issuance. 
Cash in circulation grew to Rmb 144.25 
billion (US$38.78 billion), an increase 
of 28.8% over last year's first quarter. 
When harvest and bonus time come 
later this year, the demand for cash will 
rise still higher. Although currency in 
circulation makes up only about one- 
sixth of total money supply, it is re- 
garded as a sensitive monetary barome- 
ter. In a society where credit cards, 
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cheque accounts and hire purchase are 
rare, cash is the most powerful, liquid 
and frequently used form of money. 
The movement of cash has a strong 
psychological impact on the leadership 
who lived through the late 1940s' night- 
mare of hyperinflation when the cur- 
rency system completely broke down, 
contributing to the downfall of the 
Kuomintang government. China's post- 
1949 experience with inflation — in 
1957 and 1962 — were all associated 
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Struggling to learn 


new Ways 


Chinese bankers try hard to 
become professional financiers 


hina's banking system has seriously 
lagged behind the needs of its in- 
creasingly complex economy, unable to 
exercise its responsibilities to control 
economic growth. i 
Since 1978, Peking has devolved to 
local authorities power over production, 
distribution and other economic man- 
agement. Amid rapid. decentralisation, 
credit control has become the single most 
important macroeconomic lever for en- 
suring some degree of stability and ba- 
lance. But the Chinese banking system, 
still stuck in its old ways, is not yet ready 
forthisimportantrole. . | 








CHINA'S CREDIT BOOM -. 





“REVIEWGRAPH by Andy Tang 


iina's expanding credit 


with excessive issuance of cash. 

The rate of increase in personal bank 
savings — the next most liquid form of 
money after cash — also dropped in the 
first quarter, after successive annual 
growth of more than 30% a year since 
1978. In anticipation of higher inflation, 
people are moving their money out of 
their banks to buy goods and foreign 
currency. Black-market rates for the US 
and Hongkong dollars are now double 
the official rates. 

Describing the situation as 
precarious, the PBoC warn 
of intense fund shortages lat . 
this year, the Financial News 
reported on 27 June. The 
PBoC said banks should rely 
on the interbank market, their 
own clients and other chan- 
nels, and not the central bank 
for funds as in the past. Banks 
which fail to live up to their 
lending and savings targets, it 
said, will be penalised bv 
higher interest rates and 
less fund allocation. The 
PBoC also plans a nation- 
wide examination of all bank 
accounts. 

Monetary control is new for 


China. For decades, China 
conducted most transac- 
tions with physical goods 


and planned, allocated funds. 
Before 1978, the growth of 
money supply — needed 
mainly to pay urban wae 





For decades, Chinese banks were 
merely passive channels for distributing 
budgetary funds allocated under state 
plans. With reform, large amounts of 
government funds are now disbursed to 
enterprises as loans which have to be re- 
paid. Suddenly, banks have had to con- 
duct feasibility studies and assess credit- 
worthiness of clients — a quantum jump 
from simple cashiers to professional 
financiers. 

The bankers’ job is made more dif- 
ficult because of the poor financial dis- 
cipline which pervades the entire econ- 
omy. Factories do not go bankrupt if 
they become insolvent, budgetary def- 
icits are routinely covered by bank over- 
drafts, while banks themselves are 
rarely punished for amassing bad loans. 
Industrial and commercial units at all 
levels operate with “soft” budgetary con- 
straints — a common disease of socialist 
economies — that allows the budget to 





| — was steady, low and planned. 


With economic development, de- 
mand for money and credit has soared. 
From 1984-87, Chinese statistics indi- 
cate currency and state lending grew by 


, an annual average of 29% and 26% re- 


. spectively. Rural credit cooperatives — 





non-state financial institutions mainly 
serving farmers and rural industries — 
have also expanded rapidly, more than 
doubling their lending to Rmb 77 billion 
over the same period (equivalent to 
about 8.5% of state lending). IMF's 
monetary aggregrates of M1 (currency 
and demand deposits), M2 (M1 plus 
quasi-money, such as fixed-time and 
foreign-currency deposits and M3 (M2 
plus state deposits, capital construction 
deposits and others) for China all grew 
nearly 35% a year during the same 
period, while GNP grew on average 
11.576 a year. 

The greatest spurt of credit expan- 
sion occurred at end-1984 when an ill- 

nceived change in regulations 


vouring big lenders led banks to. | 


make loans indiscriminately. State 
lending had a 48.4% year-on-year 
increase in December 1984 alone. 
Peking has since tried to trim this 
expanded credit base. | 

Some economists argue that 
these rates are not high because - 
money moves slower in techno- 
logically backward China and 
the rural economy has just 
begun to use money for transac- 
tions more often. In the past, 
farmers had small cash incomes 
and transactions were done by 
barter. 

Others are concerned about 
the impact the quantity of money 
— upto a Rmb 100 billion increase 
in the broadly defined money stock 
each year since 1984 — has on the 
economy. Industrial surges have usu- 
ally occurred a few months after rapid 

dit expansion. 


expand to cover exigencies. Decades of 
pent-up demand mean that enterprises 
tend to build up funds whenever they are 
available. 

This is the so-called “eating from the 
same big pot" funding system. Under 
this system everyone grabs a share of 
state money but few are concerned with 

‘the real costs of it. This results in billions 
of renminbi of deferred payments and 
bad loans which are routinely written off 
or rolled over indefinitely. 


he People's Bank of China (PBoC), 
the central bank, has an almost im- 
possible job as the controller of credit. 
Responding to one crisis after another, it 


has little time or energy left to think | 


about long-term banking reform. 
Financial reforms, such as stock ex- 
changes and interbank markets, have 


barely touched the core of the tradition- | 
aly rigid, command-style banking. 









The monetarists worry that while 
credit growth will bring immediate high 
growth and employment, inflation will 
follow a year ortwo later. Excess liquid- 
ity is a time bomb, they argue, espe- 
cially when price-nervous residents hold 
a staggering amount of at least Rmb 400 
billion (Rmb 300 billion in bank savings 
and Rmb 100 billion in cash) of highly 
liquid money ready to chase scarce 
goods and drive up prices. 


I" an economy where financial dis- 
cipline is loose and credit is easily ac- 
cessible, the PBoC is constantly struggl- 
ing in its role as the credit gatekeeper. 
Set up as the central bank only four 
years ago, the PBoC lacks the authority 
and competence required of an inde- 
pendent monetary body. Reserve ratio, 
discount rate, open market operations 
and other means central bankers else- 
where use to influence money stock 




















"THE BIG POT” 


T REVIEWDIAGRAM 
Money-growth targets are still set by 
planning agencies and each bank in turn 
gets its annual allotment from the PBoC. 
Funds are moved by orders, negotiation 
and the political muscle of the borrower, 
rather than by interest rates or profits. 
Provincial party secretaries treat bank 
branches as their own treasury, exerting 
pressure on them to create credit to fi- 
nance local projects despite PBoC's or- 
ders to the contrary. 

With a cumbersome vertical level-by- 
level reporting operation, the banking 
system is also incapable of implementing 
subtle fine-tuning: it squeezes or ex- 
pands credit always too much and too 
late. 

The deficiency of the banking system 
is well known. Reform of the system has 
been slow because its success requires 
better telecommunications, professional 




















have a brief history in China. In- 
terest rates do not reflect the cost of 
money and make little distinction be- 
tween users. Since 1985, PBoC has re- _ 
vised its discount rates only five times, - 
with 1.576 change overall. 

Financial statistics are scarce, slow 
and inaccurate. There are few full-time 
statisticians nor computerised networks 
to allow the tracking of inter-regional 
flow of banking information. Concepts: 
about the various monetary aggregates 
— with no clear definitions of them 
— have yet to be fully understood. Only 
this year has the PBoC begun to talk 


about the importance of monitoring the |. - 


"base money supply" (a PBoC concept 
— consisting of currency, reserves and 
postal savings) instead of just state lend- 
ing and currency. Financial bonds and 
foreign liabilities of banks — two in- 
creasingly big money components — 
were not monitored by the PBoC until 


recently. 
The PBoC is also subject to constant | . 
olitical interference. Government | 


odies such as the State Planning Com- | 
mission can demand loans | 
for projects they have ap- 
proved. The Ministry of 
Finance alone made Rmb 
26.65 billion worth of bank 
overdrafts in 1986-87. 
In striving to quadruple 
national output by the year 
2000, the Chinese leadership 
finds a credit squeeze an un- 
attractive policy — it should be 
used sparingly to avoid reces- 
sion. Since 1984, there have 
been only two short-lived credit. 
contractions, in early 1986 and 
end-1987. Both were quickly 
abandoned when Peking called for 
faster, higher economic growth. 
Despite the current economic | 
overheating, a third squeeze of | 
the same scale has not been con- 
sidered. 


expertise and strict enforcement of 
policies — all lacking in China. 

The banks have also been protected 
for too long. Each of the four specialised 
banks has a monopoly in its own desig- 
nated business area. Enterprises are not 
allowed to borrow from more than one 
specialised bank, though they can keep 
an extra account with the Bank of Com- 
munications, which was set up in 1986 as 
a new competing force. 

Banks are not responsible for their 
profits or losses. The PBoC will always 
bail them out. As a result, the banking 
system has an extremely flimsy financial 
base with heavy reliance on state funding 
— 90% of its assets are loans and up to. | 
15% of its funding comes from PBoC. | 
There are few alternative channels for 
funds as Chinese banks do not invest in 
securities or foreign exchange as their 
counterparts elsewhere do. 

— Louise do Rosario 
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PAL’s not so friendly skies 


An embattled airline tries to shrug off the past 


By Michael Westlake in Manila 


Cees about the shortcomings 
of Philippine Airlines (PAL) is 
something of a national sport. Almost 
daily newspapers carry stories about 
late departures and arrivals — echoing 
that Filipino joke that PAL Inc. stands 
for "Plane Always Late, If Not Cancel- 
led" — as well as expressing worries 
about PAL’s safety record. 

Some of the sniping is habit, reflect- 
ing the political and organisational 
twists and turns that have affected PAL 
for many years. But some is also the re- 
sult of 1987 being the blackest year in 
the airline's history. 

On 11 May last year, chief operating 
officer Martin Bonoan died while 
on à business trip; on 26 June, 
a Hawker Siddeley 748 turbo- 
prop on a domestic flight crash- 
ed at Baguio in northern Luzon, 
killing 50 people; on 28 August, 
an attempted coup against Philip- 
pine President Corazon Aquino 
set off a nosedive in interna- 
tional bookings, and on 19 Sep- 
tember, an Airbus A300 over- 
shot the runway at Manila com- 
ing to rest with its nose hang- 
ing over a major highway. 

These were not the end 
of the image-damaging events. 
From September to November, 


two of PAL's then four Boe- 
ing 747s were taken out of 
service for major overhauls 


at the same time without re- 
placements being available. In 
early December, PAL chiefs 
revised its predicted profit 
from P800 million (US$38.28 
million) to an estimated 257 
million loss. And on 13 Decem- 
ber, 11 people were killed on a 
domestic flight when a Shorts 360 
crashed at Iligan in Mindanao. 

As a result of these disasters, the 
Philippine Congress launched an in- 
quiry into the airline this year. There 
has also been a highly charged debate 
about privatising the airline. In the face 
of such events, PAL staff morale is not 
particularly high. 

But under Leslie Espino, who took 
over as chief operating officer in March, 
little depression is found at PAL's 
Makati headquarters. Espino, 47, 
whose 28-year PAL career has been 
spent in sales and marketing, says 

AL’s problems present new oppor- 
tunities. Moreover, many of PAL’s 
problems have been caused by factors 
outside management’s control, he said. 

Until last August's attempted coup, 
for example, PAL expected to more 
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than double its 1986-87 profit of P318 
million — for the period April-August 
1987, profits were about 40% above the 
previous year. Since February, traffic 
figures have again soared, producing 
P16 million net profit for that month, 
even more in March and P61 million in 
April. The total unaudited loss was 
P67.98 million for 1987-88. 

Espino estimates that 60-7096 of 
domestic routes are run at fares below 
cost to underdeveloped areas as a so- 
cial obligation. These services are cross- 
subsidised by domestic trunk routes 
such as that between Manila and Cebu. 
A notable PAL critic is Cebu Senator 


PAL DC10: soaring traffic figures. 


John Osmena, who headed the congres- 
sional inquiry into PAL. 


n September 1987, PAL president 

Dante Santos told Osmena's commit- 
tee that 92 of 136 domestic routes were 
unprofitable. Santos was defending the 
just-approved provisional domestic fare 
increase of 27% — the first fare rise 
since 1979, PAL had asked for a 43% in- 
crease. Osmena claimed that the Mani- 
la-Cebu route could be operated at half 
the current fare. 

At that meeting, Osmena also an- 
nounced approval in principle for scrap- 
ping the government's one-airline pol- 
icy on domestic routes, in effect since 
1974, Other senators cautioned that 
new entrants would have to be carefully 





vetted as three other airlines had aban- 
doned domestic services in the past. 
Santos responded that PAL would wel- 
come competition on local routes, but 
"on a level playing field" — new en- 
trants should skare both good and bad 
routes. Domestic scheduled routes are 
government-granted franchises. 

Competition has started: Aerolift 
Philippines Corp. has approval for 
scheduled services in certain upcountry 
areas; Sari Manok Skyways, owned by 
Filipino Muslim interests, and Metro- 
Manila Airlines both have applications 
pending for scheduled and non-sche- 
duled services respectively, and the 
Cebu-based Aboitez shipping line is dis- 
cussing domestic cargo services using 
Lockheed C130s. 

Excitement over privatisation died 
with the June announcement of a 
US$350,000 study to value the airline's 
assets and to recommend options on 
how much should be sold — and to 
whom (REVIEW, 30 June). Funded | 
the Asian Development Ban 
the study team comprises Filipino 
accountants Carlos Valdes, mer- 
chant bankers N. M. Rothschild 
and accountants Coopers & Ly- 
brand. 

The REVIEW understands that 
the study will examine policy op- 
tions, such as whether PAL 
should retain its monopoly of in- 
ternational routes and how much 
of the airline should be allowed to 
pass into foreign hands. Second, it 
will attempt to value PAL’s intan- 
gible assets, such as its route net- 
work and sales-distribution sys- 
tem. It will also check estimates of 
assets of P11.68 billion and 
liabilities of P 15.2 billion. Official 
predictions that the study will be 
finished late this year are now 
being replaced with March or 
April next year. 

Espino welcomed the studi 
saying that PAL likes the idea © 

rivatisation. Potential buyers 
include former owner Benigno 
Toda, who was forced to sell his 
7476 stake to the government in 
1977 by then president Ferdinand 
Marcos, London stockbrokers James 
Capel and Co., and Filipino business- 
man and industrialist Enrique Zobel 
whose group of unnamed partners is 
widely rumoured to include the Sultan 
of Brunei. 

Zobel was annoyed at the delay 
caused by the study. But his arguments 
are inconsistent: he berated the govern- 
ment, on the one hand, for not thinking 
through the impossibly tight schedule 
for wide-ranging reforms, and on the 
other for using the PAL study to defer 
last year's decision to sell the airline. 

"We're not waiting for six months," 
Zobel said, adding: “I’m afraid we'll 
have to invest [the funds reserved for 
buying PAL] in some other venture." 
He told the REVIEW his group was 
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negotiating to buy another airline, but 
would not name it. 

In his March letter to President 
Aquino offering to buy PAL, Zobel had 
said his group wanted a “full acquisition 
audit by an independent and capable 
auditor . . ." But in June, he was upset 
that foreigners were hired to audit PAL 
which he considered was an insult to the 
Philippines. 

Zobel also criticised PAL for ex- 
panding its fleet while the airline was 

ossibily going to be sold, though in a 
ater context he said: "If you don't ex- 
pand, you go backwards." 

PAL's domestic fleet improvements 
began last year with the addition of six 
Shorts 360s. In September, eight Fok- 
ker 50 turboprops are to start replacing 
the nine ageing Hawker Siddeley 748s. 
In April 1989, PAL wants to start phas- 
ing out the 11 BAC 111 jets which are 
the mainstay of the domestic fleet — it is 
still evaluating Fokker 100s, Boeing 

7-300s and British Aerospace 146s as 

sible replacements. Operating 
leases will be sought, because PAL’s 
debts of about US$500 million leave no 
room for purchases. 


Serine PAL's international network 
of 26 cities in 19 other countries 
are six 747-200s, two DC10s and six 
A300s, though the A300s also operate 
on the Manila-Cebu domestic route. 
But Espino said PAL has developed a 
five-year plan which, based on a con- 
stant 1987 peso value, foresees a 
minimum revenue growth of 12% a year 
and acquisition of another six 747s, of 
which one would be a freighter and the 
others 747-400s. The McDonnell Doug- 
las MD11 or the Airbus A340 might be 
chosen instead — a decision needs to be 
taken this year if deliveries of 747s are to 
start in 1990, he said. 

From 1 April this year, average load 
factors have been running at 7896 on in- 
nationa services and 82% on domes- 
— routes, underscoring the need for 
extra Capacity. 

Espino said he would like extra 
flights to major European and Asian des- 
tinations, and to the US. He said the 
US-Philippines air-service agreement 
was to be renegotiated — at present 
PAL uses only 10 of a permitted 20 
flights a week and wants more destina- 
tions. 

Australian routes are also a prob- 
lem. PAL would like more flights but is 
unlikely to get them at present. The 
route is operated under capacity con- 
straints which limit PAL to four DC10s 
à week, but as Qantas is only operating 
two smaller Boeing 767s a week to 
Manila, there seems to be no chance of 
PAL obtaining more flights — particu- 
larly as PAL carries a lot of onward 
Europe-bound traffic. 

At home, PAL is working with the 
government to upgrade the domestic 
terminal and intends to redevelop a 
nearby hangar as a dedicated A300 ter- 
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minal. Espino also 
said an intense cor- 
porate-communica- 
tions programme is 
under way to boost 
staff morale. 

Flight safety is 
now paramount, he 
said, and accounts 
for some of the de- 
lays and cancella- 
tions complained of 
in the media. PAL's 
statistics show that in 
1987-88 145 interna- 


tional flights were 
cancelled out of a 
total of 7.007 


(2.0796 ), while 
domestic-flight can- 
cellations were 2,595 
(4.48% ). 

There are pecul- 
iarly Filipino reasons for some delays. 
For example, Filipino passengers check 
in with huge loads of baggage, occupy- 
ing staff with calculations of excess 
charges. Often passengers then go out- 
side the terminal to say farewell to rela- 
tives, and only clear immigration and 
customs 30 minutes before the sche- 
duled departure. This results is huge 
queues at immigration and customs 
counters. 





Espino: new opportunities. 


Other delays have 
been caused by using 
the A300s on domes- 
tic as well as interna- 
tional routes — the 
schedules did not 
allow for the aircraft 
to taxi from one ter- 
minal to the next. Es- 
pino said this is being 
changed. 

Improvements in 
PAL's revenues will 
allow it to raise low 
salaries, particularly 
for ground engineer- 
ing staff. Kev airline 
staff have been lost to 
more lucrative jobs in 
the Middle East and 
elsewhere, which has 
led to maintenance 
problems. 

The mood radiating from Espino's 
office is one of determined optimism. 
For example, in late June, Cebu City of- 
ficials loudly trumpeted a proposal to 
give PAL a kalabasa (squash) for its 
poor service as “one of the worst institu- 
tions in the country." Instead of ignor- 
ing the insult, Espino and another 
executive went to Cebu to receive the 
award and to tell the city's officials what 
PAL is doing to improve its services. p 








Calming foreign 
travel jitters 


Philippines' overseas image 
holds key to PAL's fortunes 


W ith the financial health of Philip- 
pine Airlines heavily dependent on 
tourism — foreigners and overseas 
Filipinos — the overseas image of the 
country is a key factor. 

Last August's attempted coup clearly 
demonstrated the nexus — airline offi- 
cials estimate it caused a fall in traffic of 
20-25%. Not only was there a decrease in 
foreign visitors, but local people defer- 
red travel plans. 

This was only the most dramatic evi- 
dence that the Philippines was, and still 
is, seen with suspicion, especially by 
some overseas tour-group organisers. 
Before the coup attempt, visitor arrivals 
had been recovering from a series of 
shocks caused by other coup threats and 
the kidnapping of a Japanese business- 
man. By mid-1987, arrivals were 22% 
up on 1986. 

But the attempted coup cut this back 
to 5-6% for the year, with a final figure 
of 794,700 visitor arrivals. This year 
about 850,000 arrivals are expected — 
the target for 1989 is 1 million. 

These figures seem low compared 
with visitors to neighbouring countries 
in 1987, such as Hongkong (4.5 million), 


Singapore (4 million) and Thailand (3.5 
million). But apart from these three de- 
stinations being generally regarded as - 
safe places, they also have the advan- 
tages of being major hubs for airlines. 

The Philippines, however, has long 
been advertised as beaches with music 
on the side — an image which, so other 
tourism industry officials say, does not 
produce a lot of repeat business. 

Media reports about the shooting of 
local politicians or officials and armed 
robberies involving visitors deter those 
foreigners taking once-a-year holidays. 

In addition, there is at present a wave 
of anti-foreigner sentiment, only partly 
connected with the continuing debate 
about the desirability of the two major 
US military bases in the Philippines. 
This renewed but  unchannelled 
nationalism has caused comment in the 
Philippine Congress, where politicians 
have pointed out that an anti-foreign 
mood is unhelpful in attracting foreign 
investment and aid. 

The government's Department of 
Tourism has hired public relations firm 
Hill and Knowlton to try to counter the 
country's perceived negative image 
overseas and to promote it as a safe des- 
tination. But until the government 
makes a major effort to clean up Manila 
itself, the dismal image portrayed by 
beggars and squatters in the city, the 
overall shabbiness and the crime stories 
are likely to make the firm's job an up- 
hill battle. — Michael Westlake 
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==] By Jonathan Moore in Taipei 
he Taiwan Government has moved 
to restrict bank lending and tighten 
=| credit in an effort to flush speculators 
" from an overheated real-estate market, 
which is helping to drive up infla- 
tion. 
The Central Bank of China (CBoC) 


its short-term discount window, where 
banks borrow money to relend to cus- 
tomers. Bankers said the move was 
aimed at speculative investors who bor- 
row short-term funds to finance prop- 
erty purchases. Taiwan’s money supply 
is still high and the sudden credit 
squeeze is not likely to harm legitimate, 


Squeezing the specul 


The Taiwan Government restricts bank lending and credit 


^L last month restricted available credit at © 









ators 


long-term investment borrowing, they 
said. — 

"This is definitely not an illiquid 
economy, except at the margin," said 
Myrick Hatch, managing director of 
Citicorp Scrimgeour Vickers Taiwan. 
"Liquidity growth may have paused or 
stopped, but it tends to affect the short- | 
term end rather than long-term end." 

In recent years, Taiwan's banking 
system has suffered from excess liquid- 
ity resulting from the country's trade 
surplus and the tremendous growth in 
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money supply. With limited channels 
for investment and low interest rates on 
deposits, investors have flooded the 





stock and real-estate markets with cash, 





driving prices to record levels. 

The combination of high money-sup- 
ply growth and rampant property specu- 
lation has boosted inflationary pres- 
sures. Since January, that pressure has 
been augmented by the stabilisation of 
the New Taiwan dollar, which has re- 
moved the mitigating effect of low im- 
port costs, and also by the drought in the 
US which has pushed up prices of grain 
and foodstuffs. In addition, there have 
been increases in transportation costs as 
well as wage rises for government em- 
ployees. 

Official inflation figures in Taiwan 
have remained low, at around 1.1% for 
the consumer price index (CPI), and 
—2% for the wholesale-price index. How- 
ever, economists complain that the bas- 


| ket of items used by the CPI is unba- 


lanced since it does not include housing 
prices, which have soared 70-100% in 
the past year in some areas. 

“The government has done nothin 
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he 3096 appreciation of the New 
< E Taiwan dollar since 1985 has taken 
- effect with a vengeance. Taiwan's trade 
surplus in the first quarter of 1988 was 
' US$2.2 billion compared with US$4.2 
- billion in the same period last year. It is 
worrying that a growing number of 
. Taiwan economists have not only been 
nonchalant towards this large exchange- 
- | rate movement, but have also accepted 
the view that Taiwan's trade surpluses 
are essentially due to the thriftiness of 
its people. 

The trade surpluses are touted as up- 
desirable by many in Taiwan for three 
reasons. First, the surpluses cause the 
domestic money supply to grow, and 
hence are inflationary. Second, the 
counterpart of trade surpluses is the ac- 
quisition of foreign assets. As economic 
welfare is determined by the consump- 
tion level, it seems irrational to strive 
for higher income growth if the result is 
just a higher level of abstinence. Third, 
trade surpluses undermine the world 
trading system through the protectionist 
sentiments they arouse. 








The suggestions for correcting this. 


peculiar malaise of thriftiness are usual- 
ly some combination of public-expen- 
diture increases and appreciation of the 
New Taiwan dollar. Taiwan's explana- 
tion for its trade surpluses are incredi- 
ble, the first two reasons given for the 
undesirability of the surpluses are puzzl- 
ing, and the suggested solutions rash. 

Is Taiwan's high savings rate as bad 
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Puzzling the real reason for 
 Taiwan's trade surpluses 


as foreign observers and a growing 
number of Taiwan economist are claim- 
ing? The answer is clear: it is bad for po- 
litical reasons, but not for economic 
reasons. The high savings rate is the out- 
come of two interacting factors. The 
first is the absence of a functioning legal 
capital market, making anonymous | 
lending and borrowing for fixed-capital | 
investment impossible. At present, en- 
trepreneurs can at best borrow short- | 
term working capital from the informal 
kerb market. | 

Second, Taiwanese want to be their 
own bosses as far as possible, as evi- 
denced by the great number of small 
and medium-sized enterprises. Since 
long-term borrowing from anonymous 
domestic lenders is not possible and 
borrowing from foreign banks is re- | 
stricted, aspiring entrepreneurs must 
save. 

Economic theory provides no criti- 
cisms for a high savings rate provided 
that the savings were voluntarily ac- 
cumulated in a market economy situa- 
tion and not enforced as in a centralised | 
economy. What is wrong is not the de- 
sire to be one's own boss, but the ab- 
sence of a developed domestic capital 


—— 


retta ad AR APR AN AP E a e BI o i M M lt hd P à ramum e me Ai és arae irt aaa aaa eame arme re Hara man 
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market to fully translate these savings 
into investments. 

Some Taiwan economists have come 
to believe that Taiwan's thriftiness is re- 


| sponsible for the trade surpluses be- 


cause the 1986 private savings rate 
soared to an unprecedented 27%. Since 
the trade surplus in 1986 was also at a 
new high of 20% of GDP, it was natural 
to see a link between the two. The trade 
account is, after all, approximately the 
difference between savings and invest- 
ment. These economists regard the high 
savings as irrational abstinence and 
propose that government expenditure 
should be increased permanently in 
order to put these savings into produc- 

tive use. oo 






avings and the trade-account ba- 

lance are indeed linked, but it is an 
unsettled question as to which is the ac- 
tive variable in the link. Do high trade 
surpluses cause high savings, or vice 
versa? Taiwan's trade balance is better 
explained by strong US growth and the 
strong US dollar than by an indepen- 
dent increase in Taiwan's desire to save 
which forces more goods to be ex- 
ported. The expansion of Taiwan's in- 
come due to the voracious US demand 
for its exports is what enabled the sav- 
ings rate to surge from 2076 in 1981 to 
23% in 1983 and then to 27% in 1986. 
The Reagan administration's tax cuts 
are the ultimate reason why the US 
sucked in imports from everywhere. 

A second group of economists want 
an end to the trade surpluses for a differ- 
ent reason. These economists point to 
the correlation between large trade 
surpluses and high money growth rates 
in the 1970-73 and 1976-78 period, and 








to stop [inflation], and now they have a 
serious problem on their hands,” said 
Ken Wu, a senior vice-president of Hua 
Nan Commercial Bank, one of Taiwan's 
three large commercial banks. “The 
real-estate market is the locomotive of 
inflation in this country,” he said. Bank- 
ers said it is probably too late to reverse 
real-estate prices — i but that 
the government would like to be 
seen às doing something about the 
problem. 


M oncy supply growth had begun to 
slow from the beginning of this 
year when the NT dollar stabilised at 
around NT$28.62:US$1 after two years 
of rapid appreciation. 

On | June, the CBoC moved to 
further tighten liquidity when it an- 
nounced punitive rates for banks bor- 
rowing at the short-term, rediscount 
window. Under the new rules, banks 
that borrow in excess of 35% of their re- 

rves against deposits, or that return 


then to the subsequent 1973-74 and 
1979-80 price explosions. They claim 
that trade surpluses are undesirable be- 
cause they destabilise the seq A by 
increasing the — ave eir 
proposed solution is a freely floating ex- 
change rate which, they believe, will 
make the trade surpluses disappear. 

There are four good reasons to reject 
this analysis. First, it ignores the capital 
account. The Reagan administration 
hardly intervened in the foreign-ex- 
change markets in the 1981-85 period, 
and yet the US trade accounts were any- 
thing but balanced. Second, Taiwan is 
an extremely open economy and ex- 
change-rate movements have a big im- 
pact on Taiwan’s price level. How can 
one expect greater price stability when 
the experience of the past 15 years has 

wn that the exchange rates of the 
ES floating countries have moved in 
rge cycles? Furthermore, price stabil- 
ity depends on more than good mone- 
tary control, the inflationary spurts of 
1973-74 and 1979-80 were the result of 
the quadrupling of oil prices in the first 
period and the doubling of oil prices in 
the second. 

Third, the strong money growth in 
1976-78 was not caused by increases in 
the foreign-asset position of the Central 
Bank of China (CBC). It occurred be- 
cause CBC was trying to prevent in- 
terest rates from rising. The monetary 
effects of the large trade surpluses had 
been offset by large capital outflow. 

Finally, there is no technical reason 
why CBC cannot sterilise the monetary 
consequences of the balance-of-pay- 
ments positions as long as they are in 
surplus and not deficit. CBC did an ex- 
cellent job in the 1981-85 period keep- 
ing the annual money growth rate below 
1476 despite the gargantuan balance-of- 
payments surplus each year. The large 
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for a fourth consecutive 10-day borrow- 
ing period, will be charged at an annual 
interest rate of 10.8% instead of the 
usual 5.596 

Local and foreign banks responded 
by raising their rates. Hua Nan's rate 
went from 5.5% to 7.5%, and the other 
two commercial banks, Chang Hwa and 
First Commercial, also raised their 
rates. 

On 24 June, the central bank again 
acted by ated the NT dollar to ap- 
preciate NT$0.05 against the US dollar. 
On that day, the CBoC recorded 
US$1.2 billion of foreign-exchange 
sales. In the last half of June, the 
dollar was allowed to depreciate from 
NT$28.62 to NT$28.89. 

What had been a trickle of outward 
remittances became a flood as 
speculators and companies rushed to 
pay off their US-dollar loans. In the first 

alf of the year, about US$3.4 billion 
flowed out of the country, foreign-ex- 
change traders estimated. About half of 


Loading cargo: coming to grips with surplus. 





money growth in 1986 and 1987 was the 
result of deliberate attempts to boost 
domestic demand in order to reduce the 
trade surplus, rather than the result of 
CBC losing control over the monetary 
aggregates. (The inflation rates in these 
two years were virtually zero. ) 


S: there is no economic rationale to 
condemn  Taiwan's high trade 
surplus. There is nothing bad about high 
savings provided that it is undertaken 
voluntarily; and, as long as the central 
bank is competent, trade surpluses do 
not lead to inflation. 

The economic policy changes which 
have been most commonly advocated 
are: that the NT dollar should be further 
appreciated; domestic demand should 
be boosted by government expenditure 
increases and by tax cuts; export promo- 


that amount left in the last two weeks of 
June. 

Following that blitz, overnight inter- 
bank rates jumped three percentage 

ints to as high as 8.5%. “The central 

ank was able to orchestrate a little run 
on foreign exchange, which slowed 
money supply, which bumped rates up 
further," said a local financial analyst. 

The credit squeeze is expected to 
correct itself by the end of the fourth 
quarter, as about NT$20 billion of local 
banks' funds are tied up in certificates of 
xc em and in CBoC treasury bills that 
will mature in August and September. 
When that happens, liquidity will return 
to the banking system. 

Already, the CBoC has taken the 
pressure off by allowing the NT dollar to 
appreciate to NT$28.70. Overnight in- 
terest rates, in response, have begun to 
come back down, to around 696. Bank- 
ers said they expect the central bank to 
allow the NT dollar to continue to 
strengthen at a measured pace. Oo 


tion efforts be stopped, and im- 
port barriers removed. These 
surplus-correction proposals 
are flawed because they assume 
that the present level of trade 
surpluses would remain if 
Taiwan's policies stay on their 
present course. 

First, 65% of Taiwan's im- 
ports are raw agricultural and 
industrial inputs, and prices of 
these imported inputs fell 
throughout the 1981-86 period. 
These input prices have firmed 
up considerably in the past year 
and have been rising quite 
rapidly. So even if Taiwan's ex- 

rts are kept at their present 

igh level, the trade surplus 
would start falling because of 
higher imported input prices. 

Furthermore, the economic 
and political situation in the US 
is changing quickly. The fall of 
the US dollar since late 1985 has 
improved the competitiveness of US 
pon Export volume in 1987 was 13% 

igher than 1986. Also the Gramm- 
Rudman Deficit Reduction Act was 
passed in late 1985 which obliged Con- 
gress to enact automatic cuts in govern- 
ment spending. 

The US has committed itself to ac- 
tions which would stop it from continu- 
ing to suck in imports, so any policy 
changes by Taiwan now would have to 
be reversed when the US restructures its 
macroeconomic policies. It would be 
advisable for Taiwan to delay any signi- 
ficant policy changes until after the 
November election because one of the 
most pressing issues which the new pre- 
sident will have to face up to is the 
Reagan budget deficits. 

After the election, the dispropor- 
tionate influence of the protectionist 


lobby will also be reduced, allowing 
cooler heads in Congress to prevail. In 
short, the economic and political trends 
within the US indicate that a correction 
of the macroeconomic policy mix (and 
hence the US trade deficit) is already 
under way. 

Even without this change in the US, 
it would still be a mistake to seriously 
implement any of the recommended ex- 
change-rate and government-expendi- 
ture policies. They are too broad in their 
impact. They are not the right policies 
when the real problem is the bilateral 
US-Taiwan trade surplus and not the 
overall trade surplus. It is inappropriate 
for the NT dollar to appreciate 
beyond NT$30:USS$1. To push it further 
would be a disaster. It is absurd to 
specify the value of the exchange rate 
which would produce a zero trade ac- 
count without reference to foreign in- 
come levels, foreign interest rate levels, 
and the dial settings on domestic mac- 
roeconomic instruments. 

Given the smallness of Taiwan's in- 
ternal market and the lack of raw re- 
sources, Taiwan has to be a trading na- 
tion in order to prosper. Taiwan's eco- 
nomic future depends crucially on the 
willingness of its entrepreneurs to invest 
in new export industries as world cost 
and demand conditions change, and un- 
certainty about the government's com- 
mitment to maintaining a competitive 
exchange rate is a big disincentive to- 
wards undertaking such investments. It 
would be naive to think that 
some government program- 
mes, such as investment sub- 
sidies, could be designed to 
replace a competitive ex- 
change rate in promoting 
new export industries. Many 
economic historians have 
singled out the repegging 
of the pound in 1925 to its 
pre-World War I value as 


the start of Britain's 
slide into economic medio- 
crity. 


The argument is often ad- 
vanced that a strong NT dol- 
lar is necessary to cajole 
Taiwan exporters to move 
out of the production of 
unskilled labour-inten- 
sive goods into the produc- 
tion of higher value-added 
goods which, being more 
technology and skill inten- 
sive, are hailed as the gateway to a 
high-income society. The facile- 
ness of this argument is well-attest- 
ed by the case of Singapore which 
sought to achieve this goal by increasing 
real wages by fiat. The result was that 
instead of moving up the technological 
ladder, firms moved out of Singapore, 
contributing to a negative GDP growth 
rate of 1.8% in 1985 and 1.9% in 1986. 
The Singapore Government suspended 
this programme of enforced wage in- 
creases, and perhaps not coincidentally, 


54 


its GDP growth rate for 1987 is put at 
8.8%. 

Another favourite recommendation 
for dealing with the trade surpluses is 
that Taiwan should reduce both the ex- 
por Senco programmes and im- 

rt barriers. The reduction of import 

arriers will certainly increase imports; 
but workers in these inefficient indus- 
tries do not simply disappear — they 
will move into export production. The 
removal of import barriers may reduce 
trade surplus in the short run, but its 


© The best way to reduce 
Taiwan's trade surplus is to raise 
private investment through the 


setting up of a legally supervised 
capital market to channel 
household savings to 
entrepreneurs. 





long-term impact on the trade balance 
will be minor, once displaced work- 
ers are re-employed in the export sector. 

Is Taiwan's economy distorted to- 
wards the production of exports? Such 
assertions come from a terminological 
confusion. Development economists 
usually refer to Taiwan and South 
Korea as pursuing an  "outward- 
oriented" development strategy. The 
confusion arises because “outward- 
oriented” connotes neither total free 





trade nor a policy-induced distortion to- 
wards promotion of exports for its own 
sake. An outward-oriented strategy 
means that the incentives towards the 
production of importables created by 
tariffs and quotas are offset in the aggre- 
gate by incentives towards production 
of exports created by export subsidies. 
In short, an outward-oriented strategy 
is a "neutral-incentive" strategy in the 
overall sense. 

The case for trade liberalisation in 
Taiwan rests strictly on the traditional 


economist’s concern for efficiency and 
on the short-term reduction in the trade 
surplus. There is no gross overall distor- 
tion to be corrected, and there will not 
be a significant permanent fall in the 
trade surplus because of this action. 

The best way to reduce Taiwan's 
trade surplus is to raise private invest- 
ment through the setting up of a legally 
supervised capital market to channel 
household savings to entrepreneurs. 
This would see liberalisation of the fi- 
nancial m but not complete privati- 
sation of the banking system. It is not 
necessary to privatise banks in order to 
make them more efficient and less risk- 
averse. What is required is separation 
between ownership and management, 
with clear signals to the latter to per- 
form or perish. The most important re- 
form is to remove banks from civil ser- 
vice regulations and to remove the iron- 
rice bowl mentality fostered by civil-ser- 
vice employment. 

It is important that the domestic ^ 
nancial markets be liberalised befo 
the capital account is liberalised any 
further. Without competitive deter- 
mination of domestic interest rates, cap- 
ital-account liberalisation could result 
in large outflows of savings from 
Taiwan. 

Economic logic demands that trade 
and financial liberalisation are the only 
broad-based policy changes to reduce 
the trade surplus. It would not be pru- 
dent to increase government expendi- 
ture permanently in order to 
deal with, what is clearly be- 
coming, temporary high 
trade surpluses. Political cal- 
culation demands that speci- 
fic temporary government 
policies be implemented to 
reduce the bilateral US- 
Taiwan trade imbalance. 
The Taiwan Government 
should shuffle its investment 
plans so that projects E 
require large amount of i 
ported capital equipment be 
carried out first, and that the 
required capital equipment 
be imported primarily from 
the US. 

Further appreciation of 
the NT dollar is not the best 
way to reduce the political 
problems caused by the 
trade surpluses. Further 
prosperity requires that busi- 
nessmen be ready to risk investing in 
new export industries. It is therefore im- 
portant that uncertainty over the ex- 
change rate not be allowed to reduce 
this willingness. Export volume should 
be maintained and imports increased 
through trade and financial liberalisa- 
tion, along with specific policies to re- 
duce the bilateral US-Taiwan trade def- 
icit. For Taiwan to blame its traditional 
thriftiness for the trade surpluses is to 
give itself too much credit for affecting 
the world outside. u 
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PROJECTS 


Let’s go visit China Land 


A Shanghai professor inspires a Chinese theme park in the US 


By Charles Smith in Tokyo 


US$440 million project, sponsored 

by several Chinese organisations 
and a US media millionaire, is going to 
put China literally on the jy so far as 
the eastern US is concerned. Part of the 
project involves recreating some of the 
most famous places in China, including 
a portion of Aie» s Forbidden City 
and Shanghai's Yu Park, in a 100-acre 
theme park on the outskirts of Balti- 
more. 

The theme park will be just one part 
of what will be called the Baltimore 
Worldbridge complex, a series of enter- 
tainment and business facilities de- 

ned to put the East Coast of the US in 

ser touch with Asia. 

The park will be planned around an 
artificial lagoon shaped like China it- 
self. Chinese musicians, kungfu mas- 
ters, noodle makers and even perform- 
ing pandas will be featured at the park 
to give it life, in much the same way as 
Disney Land is enlivened by the pre- 
sence of characters such as Cinderella 
and Mickey Mouse. A slightly more 
highbrow attraction will be twice-yearly 
displays of minority arts and culture 
mounted by the Peking ministry respon- 
sible for the affairs of China’s 55 minor- 
ity nationalities. 

The China theme park idea was the 
brain-child of Prof Qian Feng, a special- 
ist in linguistics and computer science at 
Shanghai’s East China Normal Univer- 
sity. Qian was shocked by American ig- 
norance of Chinese culture and history 
when he visited New York on an 
academic transfer in 1985. The profes- 

E got his idea after visiting the Polyne- 

n Cultural Centre in Hawaii during a 
stopover on the way home. 

support for the idea quickly snow- 
balled in China, with the president of 
Qian's university, and ultimately Vice- 
Premier Wan Li, becoming involved. A 
49% equity share in the theme-park 
company will be held by four Chinese 
entities: China State Construction 
Corp., Municipal Construction Corp. of 
Tianjin, Shanghai Union Trading Co. 
and Jinjiang Hotel group. 

The main US support for the theme 
park has come from Dean L. Glitter, a 
self-styled entertainment-industry en- 
trepreneur. Glitter told the REVIEW that 
he had never been east of California 
when friends introduced him to Qian. 
He had, however, been impressed by the 
fact that the thickly populated East 
Coast of the US is poorly served with 
theme parks, which tend to be located in 
states like California and Florida. 

Later, Glitter found another reason 
for being interested in the China idea: 
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he notes that the main flow of US trade 
has shifted from the Atlantic to the 
Pacific, but that the population is still 
concentrated in the East. This seemed 
to suggest the need not just for a theme 
park, but for a whole series of facilities. 

Glitter's completed plan for his Bal- 
timore Worldbridge complex will in- 
clude an east-west retail complex, to 
be located in a full-scale replica of the 
Confucian temple market in Nanjing, a 
Pacific trade centre, which will be 
jointly owned on a condominium basis 
by US and Asian trading companies, a 





Wan Li: snowballing support. 


TECHNOLOGY 


Taiwan's new 
breed 


US-trained engineers find 
homecoming a profitable turn 


By Jonathan Moore in Hsinchu 


A verte brain drain is bringing a 
new breed of businessmen to 
Taiwan. Experienced Taiwan-born en- 
pen and managers at US technology 
irms are returning to set up their own 
innovative hi-tech companies. 

Finding themselves in mid-career 
with their own business ideas, they 
have left big US firms in Boston, 
Massachusetts and Silicon Valley in 
California, lured home by Taiwan’s 
huge pool of cheap engineering tal- 


hotel and conference centre and a Silk 
Road village. 

He hopes to involve at least 14 Asian 
countries in the project, either as own- 
ers of condominium space in the trade 
centre or as investors. A holding com- 
pany, China/USA Development Corp. 
(CUDC), will control the various se- 
parate segments of the project. The 
company will be 51% controlled by 
Glitter and 49% owned by three major 
corporate shareholders, one each from 
the US, China and (probably) Japan. 

Glitter declines to name names, but 
claims that there is “universal excite- 
ment” about his idea among the major 
Asian companies he has approached. 
The chief financial officer of CUDC, 
James H. Bish, who was formerly a top 
executive with Chase Manhattan Bank, 
says he is on the track of major non-US 
bank which will head a list of syndicated 
lenders. Long-term bank finance should 
provide some US$330 million 
worth of funds for the pro- 
ject, with another US$90 mil- 
lion coming in the form of 
equity. 

The Baltimore complex will use 
about US$25 million worth of 
Chinese modular building parts, 
which will be manufactured in 
Shanghai and then shipped to the 
US for assembly by a 450-strong 
Chinese workforce. Chinese noo- 
dle-men and others will earn 
salaries of around US$2 million a 
year, while the east-west retail 
complex should sell at least US$15 
million worth of Chinese artefacts 
a year to some 3 million shoppers. 
Apart from direct earnings, Glitter 
says the project should immeasur- 
ably increase awareness of China 
in the eastern US and thus, in the 
long run, promote both trade and 
tourism. Uu 





ent and its abundant idle capital. 

Cultural familiarity, access to the 
growing Asia-Pacific market and an en- 
vironment uncluttered with established 
competition, also makes going home at- 
tractive. 

Taiwan has benefited from their 
experience and ideas, too, helping 
to shift its industry from traditional or 
imitative manufacturing to original- 


ns et. qe A aA 
In 1980, Bobo Wang and two 


friends, all Taiwan-born Chinese, left 
their engineering jobs at Xerox Corp. in 
Los Angeles to form Microtek In- 
ternational, which makes  high- 
quad computer communications peri- 
pherals. 

Wang was 34 at the time and had been 
with Xerox for eight years. He returned 
to take advantage of Taiwan's many 
well-trained engineering graduates, 
who work for much lower salaries than 
their counterparts in the US. 

The easier-going Taiwan environ- 


ment has been good to Microtek, which 
was one of the first of the new hi-tech 
companies. Last year, it had net profits 
of NT$232.4 million (US$8.12 million) 
on revenue of NT$830 million. Micro- 
tek plans to go public in the next quar- 
ter. 

Since the late 1970s, Taiwan’s manu- 
facturers have been squeezed by rising 
labour costs and increased competition 
from South Korea in industries such as 
consumer electronics and toys. In re- 
sponse, government planners began to 
emphasise investment in igher 
technology industries. 

In 1980, the government-sponsored 
Science-based Industrial Park in Hsin- 
chu, about an hour’s drive south of 
Taipei, was set up to provide incentives 
for hi-tech companies, including duty- 
free imports of sophisticated machin- 
ery, tax breaks, reduced land costs and 
communications facilities. The park 
now boasts 82 firms. More than 20 of 
these were started by Chinese returning 
from the US. 


aiwan has long suffered a serious 

brain drain. In 1987, 7,100 students 
went overseas, mostly to the US, 
according to the Ministry of Educa- 
tion. 

The ministry estimates that only about 
30% of students return after finishing 
their studies. As many as 30,000 of 
Taiwan’s best engineers and scientists 
could be working in the US, say industry 
observers. 

An added incentive for hi-tech en- 
trepreneurs keen to return home to start 
up business is that Taiwan's large, older 
and cash-flush enterprises are looking 
for productive investments. Firms such 
as Teco Electric & Machinery Co. and 
Hualon Corp. have provided key finan- 
cial support for new hi-tech companies. 
This "ron includes start-up and ven- 
ture risk capital, often in joint-venture 
arrangements. 

There are also cultural and personal 
reasons for many of these engineers to 
return, including racial prejudice that 
keeps Chinese Borm top management 
posts in many US companies. 

Taiwan-trained managers are setting 
up companies too, said Yang Ding- 
yuan, president of Winbond Elec- 
tronics, a science park company which 
will begin production of semiconductors 
next year. 

Like Winbond's Yang, some new 
managers have moved over from the In- 
dustrial Technology Research Insti- 
tute, Taiwan's government-sponsored, 
hi-tech research centre, also in 
Hsinchu. Other local engineers are 
forming spin-offs after learning the 
business in the companies built by 
US-trained engineers, such as Micro- 
tek. 

Yang expects to see engineers re- 
turning from the US and locally trained 
talent joining together to form new 
companies. u 


AGRICULTURE 


Poor future on the land 


South Korea faces difficult policy decisions on farming 


By Mark Clifford in Seoul 
TE villages are emptying in South 

Korea as the young leave and the old 
die. Parents send their children to the 
towns for better schooling, young farm- 
ers who cannot find wives leave for the 
city. For the nearly one in five South 
Koreans who are farmers know that 
there is no prospect of a brighter future 
on the farm. 

South Korea faces a familiar di- 
lemma. The country is a high-cost ag- 
ricultural producer which prohibits beef 
and rice MA ea and severely limits 
other agricultural imports. Its foreign 
trading partners are pressuring it to 
open up the agricultural market. Yet 
many South Koreans, including the 
main opposition party, think that 
agriculture deserves to be treated 
as a special case and should not be 
forced to compete against imports. 

South Korea has much less room 
to manoeuvre than Japan or 
Taiwan. Non-farm income makes 
up only 38% of farm household 
earnings in South Korea, compared 
with more than half in Japan and 
70% in Taiwan. That is largely due 
to some historical quirks. 

A sweeping land reform pro- 
gramme pushed through in the 
early 1950s stripped most of the 
landlord class of their land and paid 
them back with won that were 
nearly worthless because of war- 
time inflation. 

Because the landlords' real com- 
pensation was nearly nil, they did 
not have the funds to finance indus- 
trialisation. Industry bypassed the rich 
pony areas of Cholla and Chungcham. 

o industrial development was con- 
centrated along the Seoul-Pusan rail- 
way line built under Japanese colonisa- 
tion. 

“Most Koreans said that was good, 
because since the landlords exploited us 
they should be destroyed,” says Park Jin 
Hwan, dean of the Agricultural 
Cooperative College. “Now, a few dec- 
ades later they regret it. They ask the 
government to build [businesses]. The 

overnment can build a road but not a 

usiness.” A plan to develop rural in- 
dustrial estates as a way of boosting off- 
farm income has been painfully slow. 

Agriculture is groaning under 
another burden of history. A highly cen- 
tralised political structure meant that 
market towns did not develop. Today, 
that means it is doubly difficult for the 
government to build up a class of rural 
entrepreneurs. The clever ones still 
tend to head for the city and it is difficult 
for companies to lure talented employ- 





ees to the provinces. So many people 
have left rural areas that there are not 
enough hands for labour-intensive 
paddy work. 

Erratic government policies have not 
helped. The Saemaul (New Village) 
movement, an immensely successful 
rural development programme during 
the 1970s, deteriorated under the 
stewardship of former president Chun 
Doo Hwan's younger brother, Chun 
Kyong Hwan fines arrested on a vari- 
ety of corruption charges). 

The solution to the farm sector's 
problems should begin with the consoli- 
dation of small plots in order to ra 
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productivity. But this is politically 4 
plosive. Currently, the average fa 
size is just over 1 ha. while the legal 
maximum is 3 ha. 

Trying to steer a course between 
rationalisation and protecting small 
farmers, the government recently said it 
would encourage farmers with plots of 
less than half a hectare to lease their 
land and seek work somewhere else. 





ut the problem remains of farmers 
who are saddled with debts for fer- 
tilisers and hybrid seeds and 
mechanised farm equipment that the 
government urged on them and who are 
now told that they must compete in the 
world market. Not surprisingly, farmers 
are taking to the streets in protest 
against US cigarette and beef imports. 
Farmers are a political force to be rec- 
koned with thanks in large part to gov- 
ernment-sponsored cooperatives, espe- 
cially the huge National Agricultural 
Cooperative Federation (NACF). The 
NACF counts 93% of South Korea's 
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farmers among its mem- 
bers, has the country's 
largest bank with Won 9.5 
trillion (US$13.01 billion) 
in assets, and is deter- 
mined to flex its political 
muscle. 

Policymakers face an 
uphill struggle in taking 
on the rural sector. Rural 
residents make up less 
than a quarter of the 
country's voters, but they 
elect almost half of the 
national assembly. The 
NACF thinks it will soon 
be able to exercise a veto 
over agricultural policy, 
just as Japanese farmers 
have often been able to 
do. 


But it is not only farm- 208 


ers that South Korea’s 1 
economic liberals will 

ve to confront. City 

'ellers have supported 
farmers, despite the high 
prices they pay for food 
— rice is five times the 
world market rice. 
There is near unanimous support for 
the ban on imports. 

"Rice, regardless of cost, is a na- 
tional minimum requirement. If there 
is a war with North Korea, if we don't 
maintain this rice, how can we fight?" 
says Kim Sung Hoon, a dean at Chun- 
pane University. “It is inevitable to have 

igh-cost rice. It is a cost society is will- 
ing to pay." 

Even consumer advocates are cau- 
tious. “As a consumer, I would favour 
rice imports," says Kim Jai Ok, of the 
Citizens Alliance for Consumer Protec- 
tion in Korea. "But we have to consider 
the national interest." In another sign of 
the xenophobia that often seeps into ag- 
ricultural debates here, another promi- 

D». consumer protection group, the 

WCA, is urging a boycott of debo a 
cigarettes, conveniently ignoring the 
fact that South Korean cigarettes are 
every bit as dangerous. 

Meanwhile, the unstated hope of 
South Korean planners seems to be that 
the farmers will simply go away — that 
they will retire, die or move to the cities. 
The farm population is only about half 
of what it was two decades ago and the 
Agriculture Department counts on it to 
keep shrinking by about 1.8% a year. 

he Ministry of Agriculture, how- 
ever, bravely says it will fulfil President 
Roh Tae Woo's brash campaign prom- 
ise to double farm incomes by 1992. It 
figures it can increase incomes largely 
by boosting non-farm earnings via rural 
industrial estates. 

There are now almost 100 rural es- 
tates employing some 120,000 people. 
By 1993, the ministry estimates there 
will be 350 estates, employing nearly 1 
million people. 

The government has also encour- 
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aged farmers to grow specialty crops, 
such as strawberries, melons, grapes 
and persimmons. These are profitable 
crops but require more attention. The 
future of these crops also depends 
on the degree of market opening. By en- 
couraging new crops, the government 
risks creating farmers who will demand 
protection against market-opening 
measures, especially for products in 
which South Korea has no comparative 
advantage, such as grapes or bananas. 


here are, however, a few eco- 

nomists who are advocating a bolder 
approach and hope that the president’s 
commission on economic restructuring 
will recommend new agricultural 
policies in October. One of its key staff 
members says that the government must 
confront the agricultural issue head on. 

“If we allow farmers to continue to 
depend on agriculture by making ag- 
riculture more inefficient, then after 10 

ears we will be faced with bigger trou- 
bles than we are now," says presidential 
secretary Koo Bohn Young. 

Koo expects the commission to help 
farmers by recommending import 
liberalisation for many agricultural in- 
puts, such as fertiliser and machinery, 
where domestic makers are protected 
and uncompetitive. In exchange, he 
hopes that farmers will understand they 
cannot be an exception to the policy of 
import liberalisation. 

One thing is certain: present policies 


Protected bananas: page 58 
Cheap foreign beefs: page 58 


Cattle farmers protest: page 59 
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have yet to bear fruit. 
After improving during 
the 1970s, farmers' rela- 
tive earnings have fallen. 
In 1986, farmers earned 
only 88% as much as city 
dwellers and the gap wide- 
ned by several percentage 
points last year. 

Critics from what is 
known as the Chaea 
School of Agronomists say 
that agriculture does not 
have to be a dying sector. 
They advocate a greater 
role for farmers in food 
processing and distribu- 
tion. "The mainstream 
scholars say that agricul- 
ture must be sacrificed for 
industrial growth," says 
Kim Sung Hoon. “Farm- 
ers know that the Ameri- 
can pressure for import 
liberalisation came from 
the success of Korea's 
industrialisation. Why 
should they suffer when 
tycoons get the benefits?" 

The  Chaea School 
would like to see farmers increase their 
income by producing higher value- 
added products, like cheese, herbs, 
flowers, specialty vegetables and live- 
stock, especially pigs. They have a vision 
of South Korean farmers emulating Ita- 
lian winemaking peasants or dairy-rich 
Swiss farmers. But a precondition to 
adapting to imports is control of the 
distribution and processing of imported 
agricultural products. 

Much of what the Chaea School 
proposes is clearly fanciful. But its con- 
tention that South Korean farmers have 
often suffered because of government 
policies rings true. 

Kim cites the example of chicken 
farmers near Pusan who wanted to mix 
their own feed, which would save 30% 
in costs. But feed mixing needs a gov- 
ernment licence — and licences are only 
given out to large operations, with a 
minimum 300-tonne capacity. "A li- 
cence is a way of giving political 
favour," says Kim. 

Opposition politicians are appealing 
to rural voters. Kim Dae Jung promised 
during his presidential campaign to 
wipe out farm debt. And after he 
emerged in the April elections as the 
leader of the largest opposition faction, 
he vowed that agriculture would be an 
exception to import liberalisation. 

With economic liberals in the gov- 
ernment having little political clout and 
no sign of a consumer revolt against 
high farm prices, most of the pressure 
for readjustment will continue to come 
from the US. The danger is that South 
Korea will simply muddle along without 
clear adjustment policies for agricul- 
ture, leaving everyone — farmers, con- 
sumers and trade partners — unsure 
and disgruntled. o 
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Protected banana isle 


Hothouses in Cheju grow expensive tropical fruit 


hilly South Korea is along way from 

the banana-growing tropics, yet 
thanks to the quirks of South Korean 
agricultural policies there are more than 
1,200 hothouse banana farmers on the 
southern island of Cheju. Their tale pro- 
vides a vivid illustration of the unfore- 
seen political difficulties that protec- 
tionism drags in its wake. 

Cheju's banana growers thrive be- 
cause South Korea's apple and pear 
growers for many years convinced the 
government not to import bananas. 
They argued that if consumers ate 
bananas, they would eat fewer apples 
and pears. That meant anyone who 
managed to grow bananas in South 
Korea would be able to charge 





monopoly prices, with the only compe- 
tition coming from other high-priced 
fruit growers. 

That price umbrella prompted farm- 
er Lee Kwang Sup, now the king of Ko- 
rean bananas, to start growing the fruit 
in 1977. By 1981, there were three grow- 
ers; by 1984, there were still only 
around 20. Now, the government would 
like cutbacks in the number of banana 

rowers because it wants the freedom to 
import more fruit. Growers say that 
former president Chun Doo Hwan urged 
them last year to stop expanding their 
farms. Even Lee says that extending 
banana growing is not the right thing to 
do because “it conflicts with the nation's 
import policy." Meanwile, the banana 
farmers find little support for 
subsidising their expensive 
fruits among South Korean 
consumers. 

But having established a 
lucrative business, banana 
farmers are reluctant to give 
it up. Lee reminds visitors 
that the policy of banning 
imports “wasn’t done for our 
benefit, it was done for the 
benefit of the apple and pear 
farmers." Cheju's banana 
growers have  protested 
against the import of 
bananas from Taiwan and 
the Philippines, which start- 
ed in 1986. They have also 
slashed production costs in 
an effort to remain competi- 
tive against the lower-priced 
bananas. 

Heating costs have been 


cut by 85% and total production costs 
by 50%. “We can now compete against 
imports,” claims Lee. “We understand 
the pony the international pressure. 
But bananas are a unique product.” 

Lowering South Korean production 
costs, however, depends on prohibiting 
imports during the spring harvest sea- 
son in order to keep prices up. Keeping 
temperatures low during the winter — 
and heating costs down — means that 
the bananas will ripen during the spring 
rather than in the winter. If the govern- 
ment truly wants to discourage banana 
farmers it need only import bananas 
during harvest season. 

But as it is, the government profits 
quite handsomely from the high-priced 
banana trade. Cheju University agricul- 
tural professor Hyun Kong Nam says 
that the government raked in profits of 
more than Won 10 billion (US$13 mil- 
lion) last year on imports of less than 
10,000 tons of bananas. 


f imports are liberalised, th 

Cheju's banana farmers could turn to 
growing tangerines. Many already do. 
But if import curbs on tangerines are 
lifted, as is widely expected, farmers 
will be unable to compete against inter- 
national growers. 

Specialty crops appear to be the 
main hope of Cheju's farmers. In one 
hothouse, Lee intercrops pineapples 
and ornamental plants with his bananas. 
In another, he is growing bird-of-paradise 
flowers and kumquats for the luxury 
fruit market. 

The farmers receive no help from the 
government. They are, says Lee, simply 
responding to price signals. “As long as 
profits can be made, farmers will grow 
bananas. When there isn't any profit we 
will stop. It's very simple." 

— Mark Clifford 





Cheap foreign beefs 


South Korean officials still resist opening agriculture markets 


AS South Korea’s trade surplus 
grows, nations like the US, Austra- 
lia and New Zealand are increasingly 
concerned that they are being shut out of 
the South Korean agricultural market. 

It is a familiar story. Can a country 
that prospers through free trade make 
agriculture a special case, as its powerful 
trading partners have done? Or will it be 
forced to open up its market and hasten 
the decline of rural life? 

The economic arguments in favour of 
further market opening are simple 
enough. The US, most notably, ran a 
trade deficit with South Korea of nearly 
US$10 billion last year and yet it is se- 
verely restricted in what it can sell to 
South Korea. 

The US says import curbs and sub- 
sidies mean that South Korean rice is 


five times and soyabeans four times their 
respective world prices. Foreign ran- 
chers say they can sell their beef in South 
Korea at one-quarter of the local price 
while dairymen say their cheese, butter 
and milk could be sold in Seoul for one- 
sixth of current prices. 

The most contentious issues in the 
past year have been the resumption of 
beef imports, the reduction of imposts on 
foreign wines and the cut in'taxes on, and 
improvements in distribution for, US 
cigarettes. These have provoked protests 
in South Korea, which, in turn, have 
hardened foreign attitudes. 

Foreigners are increasingly impa- 
tient with what they see as South Korean 
foot-dragging, especially on the decision 
to resume imports of beef, which were 
unilaterally suspended in 1985. They 


complain that even when agreements a 
reached with the South Koreans, t 
government often tries to avoid imple- 
menting them. 

They say that resistance to agricul- 
tural imports has stiffened in the past 
few years, become more sophisticated 
and sometimes seems to have support 
from some government officials. 

In their defence, South Korean offi- 
cials point out that their country is the 
fourth-largest buyer of US agricultural 
products. “Per head, or per capita in- 
come, we are the largest market in the 
world," says Park Sang Woo, director- 
general of the agriculture department's 
grain policy division, who notes that US 
agriculture, too, is subsidised. 

Park estimates that even if the South 
Korean market were completely open to 
US agricultural imports it would be 
worth only US$100-200 million a year. 
“I don't think it will be a big amount, but 
it will make our younger generation 
angry." — Mark Clifford 
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Cattle farming in Cheju: gap between to wn and country. 


ff the land, on to the streets 


Cattle farmers protest against liberalising beef imports 


By A Correspondent in Seoul 


So Korean farmers recently dem- 
onstrated outside the US Embassy 
and the Agriculture Ministry in Seoul in 

rotest at the planned liberalisation of 

eef imports. The protests were viewed 
by many outsiders as simply predictable 
gestures by conservative, xenophobic 
farmers anxious to preserve an out- 
moded way of life. But they should also 
be seen against a backdrop of incon- 
sistent agricultural policies which have 
helped widen the gap between town and 
country. 

The preoccupations of Korea, Inc., 
skyscrapers, steel works and shipyards, 
have over the years tended to over- 
shadow the South Korean Govern- 
ment's attempts to develop the rural 
anon. Most officials, however, are 

"athe to admit that all is not well in the 
countryside. 

South Korea's GNP grew by 
12% in 1987, but rural consumer 
expenditure grew hardly at all. 
The contrast between prosperous 
city dwellers enjoying a drive in 
the countryside and farmers who 
still must work every daylight 
hour could not be clearer. 

Before former president 
Chun's younger brother Chun 
Kyong Hwan took over the 
Saemaul Movement in 1980, it 
was in its last major innovative 
phase. The late 1970s were a time 
of rebuilding and  replanting 
whole villages. Gone were the 
days of simple self-help. 

At that time, farmers were in 
two minds about the changes. On 
the one hand, they were caught up 
in the modernisation of Sout 
Korea — they too would have 
modern houses but, on the 
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other, they were forced to borrow to 
buy materials and to neglect the fields 
for the construction work. Farmers 
would rather have borrowed to buy 
mechanised tillers. 

The rebuilding of rural Korea stop- 
ped a few months after President Park 
Chung Hee died. The emphasis then 
switched from physical construction to 
a more "industrial" approach to farm- 
ings. 

The Saemaul movement, which had 
been a successful self-help programme, 
now pushed farmers into a twisted ver- 
sion of corporate agriculture. Farmers 
were saddled with debt to pay for new 
farm animals, primarily beef and 
dairy cattle. The imported livestock 
was sold to farmers at inflated prices, 
and large numbers quickly died. Both 


REVIEWGRAPH by Andy Tang 
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the high prices and poor condition 
of the animals have been linked to 
Chun's corrupt administration of 
Saemaul. 

During the 1970s, there had been a 
shortage of livestock. Despite expan- 
sion, the dairy industry had been unable 
to produce enough milk and beef im- 
ports had been allowed in order to meet 
a surge in demand. By the early 1980s, 
the the Ministry of Agriculture and its 
agencies had drawn up elaborate plans 
for what was described by US Embassy 
officials as the fastest ever build up of 
beef and dairy herds anywhere in the 
world. 

The situation has changed dramati- 
cally since then. While a fair number of 
farmers still keep cattle for commercial 
purposes, they house them under modern 
conditions in-doors and not grazing 
by the roadside. 

According to the latest figures, the 
number of cattle is falling — and prices 
are already beginning to rise. The US 
Embassy forecasts a livestock shortage 
later this year or next. The dairy indus- 
try is already feeling the pinch. After 
three years of surplus milk, butter is 
now unavailable and powdered milk 
stocks have dwindled. 

With the majority of farmers no 
longer keeping cows, it is clear that the 
recent demonstrators were not repre- 
sentatives of ordinary farmers. In fact, 
they were representatives of larger cat- 
tle breeders and were organised by the 
Livestock Association. 

Until recently the association en- 
joyed little support among small farm- 
ers. But as the threat of cheap food im- 
ports looms nearer, small farmers have 
increasingly shown their sympathy with 
the association's cause. The militant 
beef farmers are therefore beginning to 
speak for all rural dwellers. 

A similar shift in allegiances appears 
to be taking place in the political arena. 
South Korean farmers voted heavily for 
Roh Tae Woo in the presidential 
elections of 1987. They did so not 
because of his agricultural policies 
— Kim Young Sam, Kim Dae 
Jung and Kim Jong Pil offered 
much better policies — but be- 
cause they supported the mainten- 
ance of the status quo. Farmers 
feared that a new government 
might bring with it new whims 
and they would be presented 
with new demands. For them, 
the street violence of Seoul 
heralded a breakdown in a so- 
ciety they knew and wished to 
prolong. 

Now, however, the farmers are 
beginning to join the ranks of the 
demonstrators. They still voted 
for the ruling Democratic Justice 
Party in April’s general election 
but their entry into extra-par- 
liamentary street politics may sig- 
nal the end of their support for 
President Roh. 







By Paul Handley in Bangkok 


qo cu is making a headlong leap 
x into petrochemicals. Only five 
^| months after ground was broken on a 
|. USS$I billion project known as NPC-1, 
the government's Board of Investment 
in June approved another US$1 billion 
outlay on 12 coordinated projects, 
known as NPC-2. 

The first project, NPC-1, comprises 
an upstream oelfins plant fed by local 
natural gas to produce ethylene and 
propylene for four mid-stream process- 
ing facilities. NPC-2 involves a series of 
mid- and downstream plants processing 
olefins and aromatics, like benzene, 
which are used to make plastics and syn- 
tnetic fibres. 

Both the NPC-1 and NPC-2 com- 
. plexes will be located at Mab Ta Phut 
. on the eastern seaboard, southeast of 
© Bangkok. 
| The Thai Government is now study- 
. ing the construction of the upstream 
. phase of NPC-2, an aromatics unit as 
- well as a third gas-separation plant to 
. feed both NPC-I and NPC-2. | 
|. The impetus for speeding ahead with 
. NPC-2 — only nine months from con- 

cept to licensing — is Thailand's pro- 
jected 8-975 economic growth this year 
and the tight international market for 
many petrochemicals. 

However, some experts warn that 
=- similar expansion worldwide foretells a 
. potential glut by the mid-1990s, With- 
out sufficient cheap local hydrocarbon 
feedstock for the upstream units, Thai- 
land would possibly be forced to protect 
the new investments at a high cost to 

consumers and industry. 

The leap into NPC-2 has also wor- 
ried some participants in NPC-1. The 
first project was more of a government 
initiative, focused on the construction of 
the olefins plant as a way of using local 
natural gas, and mid-stream facilities to 
take up the olefins output. The govern- 
ment had to offer participants guaran- 
tees against any new local competition 
to encourage investment in this "up- 
stream-down" strategy. In turn, the pri- 
vate participants each put up capital for 





the upstream olefins plant, matching 
|. the government investment. 
The second project, NPC-2, how- 


ever, was conceived late last year under 
a “downstream up” strategy based on 9- 
10% annual consumption growth for 
petrochemicals products up to 1995. 
Private investors based their pro- 
posals on existing duty protection from 
imports, as well as rebates on feedstock 
import duties for plastics consumers ex- 
porting their products. NPC-2 firms are 
also not bound to support the upstream 








| Thailand rushes to create a new industry 


aromatics plant now under study. 
Some analysts see NPC-2 as being 
more competitive than NPC-1 and say 
NPC-2 threatens to flood some product 
markets when it comes on line. 

NPC-2 will add .80,000 tonnes of 
polyethylene (PE) capacity à year to 
NPC-1's 262,000-tonne capacity which 
will come on line by late 1989. NPC-2 
will double the late-1989 capacity for 
vinyl chloride monomer (VCM) and 
polyvinyl chloride (PVC) to 280,000 
and 320,000 tonnes, respectively. Pro- 


| duction of 100,000 tonnes a year of 


polypropylene (PP) scheduled for mid- 
1989 will be raised to 260,000 tonnes. 

In addition, ethylene glycol (EG) 
and purified terephthalic acid (PTA), 
ingredients in polyester, will be produc- 
ed for the first time, as will polystyrene 
(PS), styrene butadiene rubber (SBR) 
and their upstream component, styrene 
monomer (SM). SM will also feed into a 
new plant to produce. linear alkyl ben- 
zene (LAB), to make detergents for the 
domestic market. 


he worldwide demand-supply equa- 

tion for petrochemicals explains the 
government's desire to concentrate on 
the domestic market. But, as Apiporn 
Pasawat, managing director of Thai 
Polyethylene Co. (TPE), points out, 
most of the new demand will come from 
indirect. exports (selling. plastics and 
polvester materials that are made into 
end products which are exported). Cur- 
rently only 20% of consumption goes on 
indirect exports. _ 7 

Petrochemical capacity in the region 
is expanding and oversupply is probable 
by the mid-1990s and this could reduce 
the competitiveness of indirect exports. 

Thus, some suggest, it might be wiser 
to forget about building the upstream 


aromatics plant, and rely on imports of 


aromatics — paraxylene, benzene, and 
orthoxylene. Indonesia is expanding 
capacitv to export aromatics and has 
cheap local hydrocarbon inputs to fuel 
their plants. 

The mid- and downstream NPC-2 
units will face pressure from rising re- 
gional capacity, too. For example, by 
1990, there will bea regional Oe Eid 
of PP, according to Himont Corp., 
major global producer. The CORDE 
currently. estimates that regional PP 
capacity is 2.6 million tonnes, ; while de- 

mand is 3 million tonnes. if 








Worldwide, the company projects an 
overcapacity of about 500,000 tonnes 
this year will grow to more than 2 mil- 
lion tonnes in 1990. 

While others say Himont's figures 
present the worst-case scenario, they 
agree that oversupply will be a problem 
in the 1990s. Projections indicate that at 
10% annual growth, the local market 
could not absorb the output of either 
NPC-1 or NPC-2 before 1997. 

Many NPC-1 and NPC-2 down- 
stream projects are based on faith, be- 
cause the pricing of feedstocks to the 
upstream units and tariffs on imported 
inputs have not been set. At the same 
time, the government has not addressed 
the threat NPC-2 projects might pose to 
NPC-1 investors. 

Yos Euarchukiati, head of Thai Plas- 
tic and Chemicals (TPC), a PVC pro- 
ducer which will make VCM under the 
NPC-1 plan, says that NPC-2 VCM/ 
PVC producer Solvay will have several 
advantages over his company. 

TPC was granted protection fro 
competition for eight years to produce 
VCM, the less-lucrative upstream com- 
ponent of PVC production. If Solvay is 
allowed to produce PVC using on im- 
ported inputs, while TPC has to use its 
own VCM, Solvay will have an unfair 
advantage in the market, Yos argues. 
TPC says it is not worried about over- 
capacity or is opposed to a new produc- 
er; only that both should be put on the 
same competitive footing. p 





After large expansion "projects in. 


Japan, South Korea, Taiwan, China, 
Thailand and Malaysia come on line by 
1990, Himont projects an excess of 


323, 000 tonnes in regional capacity. 





How the cake 
was divided up 


Non-economic factors influence 
who gets a share of NPC-2 


fter vacillations which perplexed 

even those involved, the Tha Cow 
ernment committee considering the 6 
odd applicants for NPC-2 projects de- 
cided on a hodge-podge of foreign and 
domestic companies, newcomers and 
oldtimers. 

Successful tenderers had to meet the 
committee's criteria: the majority of 
shares had to be held by Thais; a 
maximum 3:1 gearing, and agreement 
to list 20% of shares on the Thai Sec- 
| urities Exchange after several years of 
operation. Technology and current in- 
volvement in the local market was also 
considered important. 

The hottest battle, for the right to- 
produce PTA, one of the main ingre- 
dients of polyester, was settled probably 
more on non-economic criteria than 
anything else. 

The Baht 4.5 billion (US$178.6 mil- 
lion) PTA project went to British 
chemicals firm ICI, over Mitsui of 
Japan. By most accounts, ICI, which 
has still to name a Thai partner, was al- 
most forced to win — the committee 
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wanted to offset the massive expansion 
in Thailand by Japanese conglomerates. 
Many Japanese companies had bid for 
NPC-2 oe ICI was continually 
given a chance to underbid its rival. — 

Mitsui was left to produce only EG, 
another main ingredient of polyester, a 
project most feel will have a negative 
rate of return. An EG facility is only 
B alongside a PTA plant, 

rces near both companies say. 

The pro-European slant also helped 
Belgium's Solvay win the Baht 8.2 bil- 
lion VCM/PVC project. The Belgians 
had little competition to their slick pre- 
sentation, which stressed the ability to 
build employment in salt mining in the 
poor northeast and to export a VCM/ 

VC by-product, soda ash, which is in 
over supply locally. 

A second “political” criteria was the 
committee’s desire to head off a big 
move into petrochemicals by the power- 
ful Sophonpanich family, owners of the 
Bangkok Bank. They were only given 
a Baht 2.2 billion PE project. Yet 
Bangkok Bank will be the major local 
banker for NPC-2, and will take minor- 
ity stakes in other projects. 

eA Ie the tender committee 
supported NPC-1 participants, but only 
if they moved into new products. In 
doing so, it helped create two new pet- 
rochemical giants, the Siam Cement 
Group (SCG) and its rival Thai Pet- 


rochemical Industry (TPI). The founda- 
tions forathird, TOA Co., were alsoset. 

SCG will take part in projects worth 
Baht 4.2 billion. These will link well 


with existing subsidiaries, wholly owned - 


Thai Polyethylene Co. (TPE), an NPC- 
1 PE producer, and leading PS producer 
Pacific Plastics, a joint venture with 
Dow Chemical. The TPE plant is to 
open in late 1989. 


Eo NPC-2, TPE will build an 80,000 
tonnes a year (t/y) PP plant. This will 
probably be without other equity hold- 
ers. Apiporn Pasawat, TPE's manag- 
ing director, said that the company pre- 
ferred to branch out into PP because it is 
a commodity resin often substitutable 
for PE. Producing both will give TPE 
more flexibility. 

TPE will also become the coun- 
trys sole producer of SM, the main 
feedstock for a PS plant. Imported 
SM has been in short supply, and the 
new plant will have five local down- 
stream outlets with a total PS capacity of 
100,000 t/y. 

The 130,000 t/y SM plant will have 
two other outlets: the ABS plastics 
plant of TPI and a synthetic rubber SBR 
plant. SCG subsidiary Siam Tyre, a 
joint venture with Firestone, will have a 
minority share in the Baht 986 million 
SBR plant, controlled by Thai Bridge- 
stone and Japan Synthetic Rubber Co. 
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Vinyl chloride monomer and 


Solvay Group and Thai partners 
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Bridgestone, Siam Tyre and SCG’s new 
joint venture with France’s Michelin | 
will provide the outlets for the SBR. 

PI, part of the diversified group 
of the politically well-connected 
Leophairatana family, won three big | 
NPC-2 projects worth about Baht 1.7 | 
billion. A pioneer PE producer prior to 
NPC-1, TPI will build an 80,000 t/y PP 
plant, a 29,000 t/y PS plant, and expand 
from 10,000 to 18,000 t/y its ABS plant 
under NPC-2. 

TOA, 100%-controlled by the 
Tangkaravakoon family, will add two 
NPC-2 projects to its paint and chemi- 
cals business. Cash rich, according to 
bankers, and holding 50% of the paint 
market, TOA's managing director 
Prawit Tangkaravakoon said it has been 
looking for major diversification pro- 
jects. The group is currently moving to 
produce abrasive paper, can coating, 
appliance paints, and possibly titanium 
dioxide, a paint ingredient. 

TOA Chemicals makes ingredients 
used in both paints and textiles. The lat- 
ter led to the linkup with Mitsui to bid 
for NPC-2 projects in PTA and EG. 
Having lost the more lucrative PTA bid, 
the firm is undecided on EG, but Prawit 
says they will probably go ahead. At the 
same time, TOA will build a Baht 2.5 
billion, 30,000 t/y plant to make acetic 
acid and acetates, also used in paint and. | - 
textiles. — Paul Handley | 


















We stand behind our sign. 

It’s our promise and your 
guarantee of the quality of 
service and products that make 


SKF a world giant. 
Our people are specially 
appointed. 


Dedication, expertise, atti- 
tude, initiative and responsibility 
are their qualifications. 

Our products reflect all these 
qualities. And everything falls 
easily into place. 

So if you’re looking for a 
bearing company, you just need 
to look for this sign. 

There are more than 140 of 
them in the Asia Pacific. 

And they work together with 
each other in this region, as well 
as with SKF worldwide. 

For you, no matter how big 
or small your requirement is. 

So you see, our sign really 
opens the door to a world of 
possibilities. 

To put you up front. 





BANGLADESH 

* ASSOCIATED SALES & SERVICES LTD 
56-57 Motijheel Commercial Area. 

Sharif Mansion (6th Floor}, Dhaka 

Tel: (21257647 

Rana Motors Tel: (31)504873 

Khurshid Enterprise Tel; (23232969 


Micro Tools & Machineries Tel: (2)257042 
Auto Emporium Tel: (2)251070 
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CHINA/HONG KONG 
* SKF CHINA LTD 


. b 22-F Goldmark, 502 Henness gp Poat 
| Causeway Bay, Hong Kong 


^ Swedish Trading Co Ltd Tel: (3)722688 


SKF Bearing Shanghai Consignment Centre 
Tel: (21213903 

INDONESIA 

*PTSKEFINDO oMa TAMA 

Jalan Kebon Sirih 4 

Jakarta 10340 Tel: (1373701 " 
Srikandi & Co Te: (231) 2132 

National Bearings. Tel: (22) 434068 

Aneka Bearing Tek (21) 6590711 

P D Kawi Agung Bearings Tel: (21) 677994 
Sumber Bearing Indonesia Tel: (21) 3809035 
Kogelahar Indonesia Tel: (61) 27369 

P D Satrya Tahnik Tel: (751) 22030 

C V Husni Tel: (71721800 

P T Efasindo Tel: (711) 20002 

Toko Pusat Tel: (24)319365 

U D Sentosa Tel: (314726539 


PAKISTAN 


* CIBRO AGENCIES (PTE) LTD 

532 Business Recorder Road, 

New Town P O Box 11455, Karachi-05 

Tek (21)717908 

Malhance Technical (Pte) Ltd Tel: (42066368 
National Leather Belting Tel: (42)63309 
Bava Bearing Agency Tel: (21724271 

Saco Traders (Pte) Lid Tel: (21)723184 


PHILIPPINES 


* SKF PHILIPPINES REP OFFICE 

G2 Asian Plaza 1 Cond, 

Buendia Ave Ext Salcedo Village, Manila 
Tel: (208104059 

Arsenio Motor Parts Supp Tel: (2)214206 
Bearing Centre & Machinery Inc 

Tel: (2808068 

F E Zuellig (M) Inc. Tek (29885311 

General Bearing Industrial Co Tel: (2)204267 
Guan Yiac Hardware Tel: (2)495861 


el: (5)8052787. x 


Liberty Bearing & Parts Corp Tel: (2)3610050 
SyLing Brothers Inc Tel: (2)3614929 
Universal Bearing Corporation Tel: (2)851363 
W & L Trading Corp Tek (2)214136 


Q 


| SINGAPORE & EAST MALAYSIA & 


BRUNEI | 


* SLS BEARINGS (5) Pte Ltd 

367/37 1/373 Serangoon Road. 

Singapore 0821 Teb(65)2925566 

Mandarin Machinery Sdn Bhd Tel: (2124245 


Asia Bearing (Sabah) Sdn Bhd 
Tel: (899777600 


Jin Fa Sdn Bhd Tel: (88420297 
KF Trading (Sabah) Sdn Bhd Tel: (89)44727 


Don Enterprises Sdn Bhd 


Tek (85)3. 


| Sarawak Machineries Trading Co 


renee 


Tel: (84)323172 


o 


SOUTH KOREA 

* UNION COMMERICAL COMPANY - 
Rm 414 ud Building. 

611 Shinas-dong, Kangnam-ku, Seoul 

Tel: (2)54660452 

Daewoo Bearing Co Tel: (206779742 
Jung Bang Enterprise Tek (2)2659001 
Sam Kyeong Moolsan Tel: {22733733 
Sechang Sangsa Tel: (2)2668253 

Sin-A Bearing Co Ltd Tel: (2)2654573 
Seo Moon Commercial Co Tet: (232651504 
Union Bearing Co Tel: (2)2663338 


SRI LANKA 


* SWEDISH TRADING COLTD 
'Viking House', 191 Gralle Road. 

Mt Lavinia, Colombo Tel: (1713812 
Eptune Tel: (41)2995 

Hemals Electrical Industries Tel: (1)22459 
Lanka Construction. Tel: (24) 2088 
Liberty Motor Stores Tel: (1)546454 
Modern Traders Tel: (824027 

Tyre Retreader Tel: (55) 2104 


TAIWAN 


* CHIN HONG TRADING COLTD 
Foremost Tower 3F. No 237 Sec 1. 
Chien Kuo S Road, Taipei Tel: (2)7032131 





Rong Long Co Ltd Tel: (38)322366 

Hwang Jyi Enterprise Co Ltd Tel: (712822421 
Lian Yeu Bearing Co Ltd Tel: (7)3848536 
Yung Hsiung Co Lid Tel: (7)3224622 

Shin Chu Bearing Co Ltd Tel: (35)215147 

Chin Hong Hardware Co Ltd. Tet: (412242111 
Mao Heng Enterprise Co Ltd Tel: (62231238 
National Bearing Co Ltd Tet: (2)5624812 
Chien Hsin Pao Hardware Co Ltd 

Tel: (33)3342666 

THAILAND 

* SKF (THAILAND) LTD 

72/70 Ratchadapisek Road, 

C DORRROR EE. Yannawa, Bangkok 

Tel: (232942716 

Phinit Tel: (35)252153 

Chai Narong Accessory Co Ltd Tek (2)43739€1 
Charoen Kij Chai Phanich L P. Tel: (2)2243509 
Hung Seng Huat L P Tet: (2)2211204 

Kim Guan Enterprise Co Ltd. Tel: (24380077 
Kwang Hub Heng Tek (2)2211586 

Larp Boon Lert LP Tet: (2)2866951 

Mongkol Wiwat Phanich C Tel: (2)2250024 

P & S Auto Supply L P Tel: (212348586 
Rung Charas Saeng L P Tel: (24691161 
Siam Timber Supply Co Ltd Tel: (2)280212 
Tepa Bearing LP Tel: (2)2219336 
Teo Khun Heng Development Tel: (2)214, 
Unitrade Thai LP. Teh (232246623 

Jang Yong Heng Panich Tel: (53)241 136 
Cholburi Ngiamlongtai LP Tet: (38)272370 
Khon Kean S Siri LP Tel: (433239687 

Roong Seang Khon Kean LP Tel: (43)235641 
Thaipipat Hardware Tel: (43)222632 

Chai Prasarn L, P Tel: (549217030 

Tang Hong Lophant L P Tel: (449239687 

Iva Phanich L P Tel: (56)212575 

Saraburi Union LP Tel: (36)211416 

Udorn Thaipipat LP Tel: (42)223385 






ASIA PACIFIC REGIONAL OFFICE 

SKF SOUTH EAST ASIA (PTE) LTD 

153 Gul Circle, Jurong. Singapore 2262 

Tel: (6538616922 Tix: RS 22001 Fax: 8617037 


How to save your bearings from a 
sudden death. 


Send your business card to your 


SKF Sales Company/National 
Distributor* for this free booklet 
and a tube of grease. 


(This offer is valid while stock last.) 








We work harder for you. 











our bearings. 












Turning the inside law out 


€ THE Recruit Cosmos scandal in 
which Japanese newspaper executives 
and politicians’ secretaries made a kill- 
ing on the over-the-counter market is 
more remarkable for the fuss people are 
making about it than for the existence of 
unethical behaviour in financial circles. 
Questionable practices flourish in Ja- 
pan's securities hothouse as they do in 
the US. The difference is that in Tokyo 
the perpetrators get away with it. 
Japan's original insider-trading legisla- 
tion (passed in 1948) was based almost 
exactly on the vaguely worded securities 
law in the US. For the latter, there were 
plenty of prosecutions to give flesh to 
the word. Japan has never seen a crimi- 
nal case against insider trading. 
At the end of May, the Japanese par- 
nent tightened the rules which out- 
law insider trading, by describing more 
precisely (a) what constitutes inside in- 


Tokyo stock traders: tighter rules. 


formation, and (b) the sort of people 
who might profit illegally from their ac- 
cess to that information. Will the new reg- 
ar help to stamp out the practice? 
e sort of activity that took place 
with Recruit Cosmos shares would not 
be illegal under the recent amendments. 
But there are several other forms of po- 
litical fund-raising which will become 
so, after the rules are put into effect, 
robably in the early part of next year. 
he most popular of these is the practice 
of tipping off powerful people to buy a 
particular stock in advance of a new 
issue of shares. In most countries, an 
issue usually has a depressing effect on 
the share price. Rarely so in Japan. This 
form of manipulation benefits the 
broker by fattening his commissions and 
the issuer by widening the premium. 
Substantial shareholders play along 
with it, because they expect their own 
stockholders to help them out when it 
becomes their turn to issue new shares. 
This practice of passing inside infor- 
mation from underwriters to stockbrok- 
ers will be illegal under the new legisla- 
tion. To prepare for it, the Japan Sec- 
urities Dealers Association, represent- 
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ing all 210 licensed domestic brokers 
and 45 foreign houses, has issued 
guidelines to help members police 
themselves. This will involve re-or- 
pameng broking firms to ensure that in- 
ormation does not pass from underwri- 
ter to trader, by erecting a barrier be- 
tween them called a “Chinese wall.” 

The Japan Economic Journal has re- 
ported that the decision by Nomura Sec- 
urities, the No. 1 stockbroker, to sepa- 
rate underwriters from equity salesmen 
“has sent shock waves through other 
securities houses.” But it will take more 
than a partition to reform what amounts 
to institutionalised insider trading. 

The most powerful force for change 
is the internationalisation of Japan's 
stockmarket. First, the 45 foreign brok- 
ers will raise a storm if the local financial 
market does not become more “user- 
friendly.” Second, Nomura and its 
domestic competitors will find them- 
selves shut out of foreign markets if gov- 
ernments overseas believe there are two 
sets of rules in Japan: one for foreigners 
and one for locals. Insider trading in 
Tokyo will not disappear overnight, but 
the system will change gradually if scep- 
tical foreigners avoid confusing formal 
laws for substance. 

€ SHROFF'S eyes nearly passed over 
à recent news item announcing that the 
amount of money Japan's frugal citizens 
have invested with the local investment 
trust management (ITM) industry re- 
cently topped ¥50 trillion (US$375 bil- 
lion). 

Not that it didn’t seem a lot of 
money. It’s just that word of additional 
trillions of yen sloshing around various 
arcane financial nooks and crannies in 
Japan has become commonplace these 
days. What did cause pause is the reali- 
sation, upon casual survey, that it is un- 
likely that even Shroff's regular readers 
outside Japan have anything but à vague 
idea as to just what Japan's ITM indus- 
try is. 

This is despite the spectacular fact 
that in four years ITM funds had quad- 
rupled (from ¥9.3 trillion in 1983 to 
x 42.9 trillion at the end of 1987). And 
the fact that, of late, the ITM firms have 
begun flexing their muscle on the inter- 
national scene. For instance, in the form 
of US dollar bond funds offered to Ja- 
panese investors, the ITM firms have 

oured billion of dollars into the US 
ond market since May, with considera- 
ble impact on the market. 

It's not that the ITM industry is sec- 
retive (though a recent industry stud 
group formed by the Ministry of Fi- 
nance Mor] and participated in by in- 
dustry leaders produced no report on its 
work). Indeed, investment trust mana- 
gers, who are not used to much publi- 
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city, are becoming more sensitive to the 
fact that they hold a monopoly on what 
has become a booming financial indus- 
try and that others are now knocking on 
the door. 

While foreign firms have so far been 
reticent, at least one, Jardine Fleming, 
has broken the ice by stating publicly it 
would like to form a Japanese ITM 
company. Currently, foreign investment 
ind ‘anager can only offer offshore 
funds to local investors through desig- 
nated local brokers. 

As with many Japanese institutions, 
ITM companies appear to be much like 
their counterparts in the West. They are 
similar to investment funds in Britain, 
except that they were originally formed 
during the Occupation (in 1951) to help 
rescue the stockmarket at a time when 
Japan had almost no money to invest. 

They borrow some inspiration from 
the US mutual-fund industry. But they 
are not managed like independent 
mutual funds. Indeed, the original 
trusts were set up as divisions inside 
brokerage houses, where they were sub- 
ject to the daily pressures of stock 
churning rather than long-term invest- 
ment planning. Later, in 1959, fulfilling 
an Occupation-era promise, they be- 
came separate companies, but to this 
day are heavily involved with parent 
securities firm groups. 

9 THE relative o usw of the ITM 
industry is explained partly by the fact 
that the firms nearly always bear the 
names of their securities house parent 
group. It is also easy to mix them up 
with like-named broker-related invest- 
ment advisers. Even Japanese investors 
may be confused by the practice of mar- 
keting trust funds only through broker 
networks. All 13 ITMs look more or less 
alike, except in size. Nomura's is about 
a third larger in terms of funds managed 
than those of either Daiwa or Nikko. 

The ITM industry has had its ups and 
downs. After the great crash of 1965, 
only nine of the 14 original ITMs sur- 
vived. The number has inched back to 
13 firms, with four firms finally allowed 
back in since 1980. The MoF had been 
keen to coddle the industry, limiting 
new entrants, controlling competition 
and demanding little in the way of dis- 
closure or performance. 

But those attitudes are changing, 
and in recent years MoF has nudged the 
industry to make it operate more 
competitively — and internationally. 
Whether outsiders will be able to pene- 
trate the industry in Japan is debatable. 
Having governments put access to the 
industry on the agenda for financial 
market negotiations might help — as 
long as the negotiators make sure they 
aim at the right nook. 


COMPANIES 


Inn at the deep end 


The takeover of an Australian hotel chain raises questions 


By Christopher Marchand in Hongkong 


he A$540 million (US$430 million) 

takeover of Australian-based South- 
ern Pacific Hotel Corp. (SPHC), the 
southern hemisphere’s largest hotel 
chain, by Hongkong's William Hunt 
Holdings is highly innovative. 

Innovation, unfortunately, is also its 
major drawback. Southeast Asian in- 
vestors are not tutored in the invest- 
ment intricacies of a hybrid hotel trad- 
ing/hotel property development com- 
pany, the role for which SPHC is des- 
tined. William Hunt's controlling 
shareholders Anil Thadani and Adriaan 
Zecha of Arral & Partners, the Hong- 
kong venture capital firm, also lack the 
financial muscle and track record to in- 
duce investors to put up money. 

“ As a result, underwriters Merrill 
Lynch are struggling to place the 2.3 bil- 
lion new William Hunt shares that must 
help finance SPHC's purchase from 
beleaguered Malaysian-Australian finan- 
cier Khoo Teck Puat. The sales pitch in 
Hongkong has not dispelled doubts. 

The shares are being offered at 52.88 
HK cents each, raising a net HK$1.15 
billion (US$147.4 million). Some 
HK$1.6 billion will also be borrowed to 
fund the takeover. Of the 2.3 billion 
new shares, only some 239.6 million are 
on open offer in Hongkong. More than 
2 billion are to be placed internation- 
ally. The placement problems led to 
an embarrassing delay in the pros- 
ed formal publication, which has 

een put back to 19 July. 


Arguably, an entrepreneurial ven- 


| owns the Hyatt 


ture such as the SPHC deal should best | 


be handled as a private investment. 
That, however, was beyond the finan- 
cial resources of Zecha, Thadani and 


probably Arral. As it was, Zecha and | 


Arral stumped up HK$102.6 million, 
amounting to some 90% , last year for a 
share placement by William Hunt. That 
was needed to repair a much damaged 
balance-sheet, which arose from ill- 
fated trading and energy investments in 
China and Thailand. These were sub- 
sequently sold. 

Another option was the private plac- 
ing of USS20 million share parcels with 
a dozen investors. The problem here 
was the potential dilution to Zecha's 
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The Regent: basis of Zecha's experience. 





and Thadani's control: of too many 
cooks in the kitchen, to quote financial 
adviser Geoff Mansfield of Merrill 
Lynch. Instead, Zecha and Thadani 
opted for a public issue, and financial 
support from the Pritzkers of Chicago, 
the US entrepreneurial family which 
hotel chain. The 
Such a reduction would still leave Wil- 
liam Hunt with HK$S2.7 billion debt and 
immediate holding company. 


T? next problem was that SPHC is 
not a conventional hotel company 
which can offer investors a bi-annual 
dividend. The balance-sheet is heavi- 
ly geared after rapid expansion in 
the past three years, so SPHC needs 
to adopt a cash preservation strate- 
gy. 

Zecha's budget calls for A$150 mil- 
lion of asset sales in the next year, cut- 
ting SPHC's debt to A$175 million. 
Such a reduction would still leave Wil- 
liam Hunt with HK$2.7 billion debt 
only HK$1.3 billion equity. The ide.. .. 
that SPHC retains the management 
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Too much encouragement 


Thailand’s Board of Investment comes under scrutiny 


By Paul Handley in Bangkok 


hailand’s Board of Investment 

(Bol) has come under increasing 
criticism for being too lenient in granting 
incentives and for indulging in 
favouritism and petty corruption. After 
a year of rapid growth in investment, a 
Bol policy review was ordered on 13 
June by Prime Minister Prem Tin- 
sulanond, backed by calls for a reduc- 
tion in the agency's role. 

Bol’s problems are not at any crisis 
point, and rumours of a dismissal of Bol 
secretary-general Chira Panupong are 
generally discounted. But the criticisms 
do highlight the problems being created 


by the increasing pace of investment. 

The National Economic and Social 
Development Board (NESDB) will 
review overall policies and specific in- 
vestment areas where local and foreign 
investors are competing. Dr Virabongsa 
Ramangkura, one of Prem's chief eco- 
nomic advisers, said: “Our current 
problem is not lack of investors, so we 
should be more selective as far as for- 
eign-investment promotion is con- 
cerned,” 

In the first six months of the year, Bol 
fielded 901 applications for incentives, 
compared with 1,057 for the whole of 


were approved for incentives, comparet 
with 623 for all of last year. 

Critics say the statistics show Bol i: 
providing too many investors with un 
necessary incentives, such as tax holi 
days, often at the expense of Thai invest 
ors who are paying full taxes. This wouk 
not be true for industries such as elec 
tronics, but is a serious issue in invest 
ment in furniture production, appli 
ances and hotels. 


hether the foreigners would inves 
without the tax breaks is not clear 
Bol’s success in attracting foriegn invest 
ment, supporters argue, lies in its abilit 
to offset the burdensome 35% income 
tax rate of the Ministry of Finance 
Others, however, point out that tax rate 
in many countries are much higher tha) 
in Thailand, and argue that investor 
would come regardless of the tax breaks 
Bol is aware of the policy issues, but 
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contracts on hotels sold, letting SPHC 
and the new owner (probably a Japan- 
ese investor) both profit from Sydney's 
booming hotel market. 

Sydney room rates have risen by a 
compound 26% in the past five years, 
Mansfield says, a trend which should 
continue as Japanese tourists flood into 
Australia. SPHC also plans to develop 
two new hotel chains Down Under: 
TravelCourt, a two-star business and 
tourist hotel chain and Centra, a cut 
price four-star hotel chain. SPHC’s in- 
tention is to develop TravelCourt to 
some 20 hotels by 1990, by pre-selling 
new hotel developments on the strength 
. rising hotel capital values in Austra- 
ia. 

Cash, however, must be retained, 
which means no prospect of dividends 
for at least the next two years. The share 
offer is thus being marketed as a hotel 
asset play in Australia and Southeast 
Asia, where the prospectus says five- 

t hotels will be bought and sold on 
..2 Strength of rising capital values in 
"the fastest growing hotel market in the 
world." 

However, the question arises as 
to the ease with which SPHC can move 
into the Southeast Asian hotel market. 
Zecha makes much of his experience in 
developing the de luxe Regent Hotel 
chain. And Mansfield says that numer- 
ous five-star buying opportunities exist 
in the region, citing Malaysia, Singa- 
pore and Bali. Such quality hotels are, 
however, very expensive and do not 
trade easily. 

The Pritzkers' intentions are another 
blurred area. Their usual strategy is to 
control their investments, and more 


than one Hongkong analyst questions - 


whether the Pritzkers have taken a 
stake now, with a view to picking up full 
control later. 





‘hira argues, the agency carries out the 
policies dictated to it. If Bol was stricter, 
it would be open to accusations of 
obstructing investment and retarding 
economic growth. 

The NESDB review is likely to 
simplify, but not radically change, 
promotion policies. A recent Interna- 
tional Finance Corp. study suggest- 
ed setting a small number of well. 
defined categories for investors, and ap- 
plying predetermined incentives to each. 
This would cut down on the unclear stan- 
dards and widely disparate promotion 
packages. 

Policy aside, Bol has also been criti- 
cised on other grounds. Outsiders com- 
plain that it is both understaffed and ill- 
equipped to deal with the technical na- 
ture of many proposals. In addition, 
some companies complain that under- 
the-table payments are necessary before 
Bol issues letters necessary to clear im- 
ported equipment duty free from a port. 
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ECONOMIC RELATIONS - 


Twelvefold reciprocity 


Asian business operations in the EC face a tough time after 1992 


By Anthony Rowley in London 


D: are finally emerging on what 
the full economic integration of the 
European Community (EC) in 1992 will 
mean for countries such as Japan and 
others in Asia. Japanese banks, itis now 
clear, face a particularly tough time in 
Europe — as will Japanese car manufac- 
turers. 

Up to now, the external impact of 
1992 has been shrouded in uncertainty 
(REVIEW, 5 May). However, in a brief- 
ing in London on 12 July the EC com- 
missioner for external relations Willy de 
Clercq revealed some of the commu- 
nity's thinking on this crucial issue. 

De Clercq made it clear that the EC 
is prepared to act independently of Gatt 
if necessary and impose bilateral re- 
straints on non-European firms wanting 
access to financial and other service-in- 
dustry markets in Europe. | 

. Such services form part of the 
agenda for negotiations by Gatt under 
the so-called Uruguay Round which is 
currently under way in Geneva. De 
Clercq said, however, that if Gatt were 
to "drag its feet" on this issue, Brussels 
would not hesitate to act bilaterally. 

The proposals set out in the EC's re- 
cent Second Banking Directive for 
granting non-community banks access 
to Europe are already causing consider- 
able controversy. De Clercq's latest re- 
marks are likely to add fuel to fears, not 
least among Japanese banks, that a 
"Fortress Europe" is in the making. 

Once this directive is implemented 
— probably before 1992 — any bank 
licensed in any one of the 12 EC coun- 
tries will, in theory, be free to operate 
throughout the community, by virtue of 
the Single European Banking Licence 
(SEBL). De Clercq revealed for the 
first time, however, that foreign banks 
already established in Europe will not 
enjoy this concession unless they meet 
the EC's demands for “reciprocity” of 
treatment to European banks. 

It is becoming clear that these reci- 
procity conditions are going to be much 
tougher than originally envisaged. De 
Clercq said the EC Commission would 
require that the home countries of banks 
wanting a SEBL grant equally favoura- 
ble treatment to "institutions from all 
member states" of the EC. 

Asked by the REVIEW whether this 
implied that a country such as Japan 


| might have to grant licences to banks 










a» | EC countries might want to establish 


from all 12 EC countries before one Ja- 
panese bank could obtain a SEBL, de 
Clercq and other Brussels officials said 
unequivocally “yes.” 

They argued that, in practice, not all 






"ia 


banks in Japan in such an instance — 
and that the Japanese bank in this 
hypothetical case would enjoy a much 
bigger market in Europe than would a 
European bank in Japan. 

A diplomat from the US Embassy in 
London argued at the briefing that 
under the recently concluded US. 
Canada Free Trade Agreement, foreign 
banks were free to operate in the new 
enlarged trading area without any de- 
mand for reciprocity. De Clercq replied 
that only when the US grants access to 
all 50 states for foreign banks would the 





EC feel compelled to be more liberal in | 


its treatment of US banks in Europe. 


While stressing the EC's continuing I 


commitment to the “maintenance of a | 


worldwide, liberal trading system," the 
commissioner acknowledged that cer- 
tain "core" industrial products in 
Europe would have to continue enjoy- 
ing protection after 1992, This would be 


done by unifying, on a community-wide 
basis, certain national quantitative im- 


port restrictions already in force. 


De Clercq cited in particular Japan's | 


voluntary restraint agreements on car 


exports to the EC. At present, Japan is 


restricted to around 3% of the new car 


market in France, to 11% in Spain, Por- 
tugal and Britain and to 4,000 cars a 
year in Italy. West Germany and the 


Netherlands are much more liberal. 
De Clercq pointed out that the EC 
gives Japanese manufacturers access to 


1096 of the overall new car market every 


year — equal to the import of 1.2 mil- 
lion Japanese vehicles. However, EC 


manufacturers had sold only 80,000 cars _ : - 


in Japan in 1987. 

It was both "economically indefensi- 
ble and politically impossible" to think 
that the EC could simply dispense with 


current national restrictions after 1992, ` 
said de Clercq. He declined to say, how- . 


ever, when the EC would substitute a 
uniform community policy. 

In one concrete gesture towards 
liberalisation of European markets, De 
Clereq said that certain European in- 
dustries which had sheltered behind the 
protective walls of public-procurement 
policies would have to face up to outside 
competition after 1992. He declined to 


specify which industries, but telecom- ` 


munications and heavy electrical equip- 
ment are obvious candidates. 


.. In sum, said the commissioner, the |- 
EC will be "neither a fortress nor a - 


sieve" after 1992. Unification of the 


EC's external commercial policy was |. 
designed to “give us the leverage to ob- | 


tain a worldwide liberalisation of mar- 
kets.” 
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Accelerating ever faster 


A` Thailand’s growth accelerates, 
and election spending spreads cash 
through rural areas, overheating and in- 
flation have become specific concerns 
for economists. In mid-June, the Na- 
tional Economic and Social Develop- 
ment Board (NESDB), the main eco- 
nomic planning agency, revised its GDP 
growth estimate for 1988 to 8-9% from a 
previously bearish 6% . 

Growth by sector is strongest in con- 
struction, which is expected to expand 
15% on the year, and manufacturing 
and services, both growing at 1096. The 
agricultural sector is predicted to ex- 
pand 596, after two years of negative 
growth. The NESDB now says the aver- 
age annual growth rate for the Sixth 
Five-Year Development Plan, 1987- 
91, will be 7%. 

But inflation could reach 6% this 
year, according to the Industrial Fi- 
nance Corp. of Thailand 
(IFCT), compared to 3.6% in 
1987. Government indices still 
do not indicate much higher in- 
flation. The May national con- 
sumer-price index showed only 
a 1.5% rise over December, 
and 4% over the previous May. 
This, though, is in part due to 
the heavy weighting in food 
commodities, which saw a price 
downturn in April-May. They 
are moving upward again, 
stimulated by the news of the 
disastrous drought hitting US 
export crops, especially maize. 

The Bank of Thailand (BoT, 
the central bank) appears to be 
focusing its policy on limit- 
ing inflation, which would ex- 
plain its prediction of a 4.576 
rate. This probably accounts for 


Net 


Y 20Mar. | ¥4.8b 
(US$36m) 
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Daihatsu ¥4.6b +10.5 ¥495.1b 
Motor (US$34.5m) (US$3.7b) 
Zuari Y31 Dec. | Rs43.5m Rs 2.2b —12 
Agro (US$3.1m) (US$158.3m) 
Y 30 Nov. | Rs3.2m Rs 667m +9.5 10% Indian subsidiary of West German pharmaceutical group 
(US$230,216) (US$47.9m) (same) | increased animal-health products sales 15%. 
+8.2 | NT$1/1.80"| Taiwan's largest private plastics-petrochemical group 
(NT$1/2) | faces environmental opposition to new projects. 
Y 31 Dec. | NT$1.5b +80.1 NT$10.7b +20 | NT$2/0.50* 
(US$56.6m) (US$403.8m) (NT$1/2) | demand because of booming construction. 
+2.7 NT$1/2* | Diversified food group with Taiwan franchise for 7-11 
(same) | Stores reported strong foreign exchange gains. 


P — nine-month ended (comparisons year ending 30 June 1987). *Cash/stock dividend at par. 


Pfizer 

Formosa Y 31 Dec. | NZ$3b +22.2 NZ$30b 
Plastic (US$113.2m) (US$1.1b) 
Taiwan 

Cement 

President Y 31 Dec. | NT$1b 4137.9 | NT$15b 
Enterprises (US$37.7m) (US$566m) 
Y = year ended 

RR 


Sept. 
1986 
j=] Industrial products {= wj Agricultural products & foodstuff 
Source: Ministry of Commerce. 


% change % change| Dividend 


+35.7 


BoT's 
7-896. 

Nevertheless, producer inputs have 
registered strong increases, especially 
for industrial products. Steel for con- 
struction is dearer, and the tight world 
supply of petrochemical products, such 
as inputs for plastics producers, has 
meant rising costs for them. Despite 
continuing weak oil prices, the govern- 
ment's index of crude-materials costs 
for producers increased at an annual 
rate of 29.7% between December and 
April. Intermediate goods moved at a 
rate of 8.796 over the same period. The 
higher prices of inputs so far do not ap- 
pear to have had any slowing effect on 
export growth. 

Prices for Thai commodities — rice, 
rubber, maize, and sugar — have 
strengthened with global prices. With 
prices at all-time highs, rubber produc- 


lower growth estimate of 


INFLATION CONCERNS 


(Producer price indices 1976= 100) 





REVIE 


COMPANY RESULTS 


¥248.4b 
(US$1.9b) 


(same) 


Nov. Jan. Mar. May July Sept. Nov. Jan. Mar. May 
1987 1988 


tion is close to achieving a record 1 
million tonnes. Industrial exports have 
risen in volume and unit price. Shoe ex- 
ports in the first half reached about Baht 
6 billion (US$238 million), up 139% 
over the same period last year. Plastics- 
industry exports have more than dou- 
bled to an estimated Baht 2 billion, and 
the furniture industry, thriving on 
m from decommissioned rub- 

er trees, hit Baht 2.4 billion in the first 
half, according to the IFCT. 

Other strong export performances 
have been seen in toys, 1987's success 
story, integrated circuits, textiles — the 
No. 1 foreign-exchange earner — 
jewellery, fish and computer peripher- 
als. Overall exports in the first half 
reached an estimated Baht 180.6 bil- 
lion, Baht 43.6 billion up over the same 

eriod in 1987. This translates into a 
0.5% rate of annual growth from et 
1987 figures. 

However, imports are still outpacing 
exports. Capital equipment accounts for 
a major portion of the import 
bill, while consumer-product 
imports represent a a growing 
fiscal problem. With an esti- 
mated Baht 30-32 billion trade 
deficit in the first six months, the 
Board of Trade predicts a year- 
end deficit of Baht 70 billion, 
based on accelerating imports of 


capital goods. 
The government’s overall 
position, however, has re- 


mained steady. In the first five 
months, the current-account 
deficit was Baht 6.5 billion, 
compared with Baht 15 billion 
for 1987. The overall balance of 
eve showed a surplus of 
aht 19.3 billion. At the end of 
the first six months, foreign re- 
serves had grown to US$6.4 
lion. — Paul Hand 





GRAPH by Barry Lee 


+49 Leading maker of digital watches and calculators reportec 
earnings of Y 19.82 a share. 
Part of Toyota group, specialises in compact cars. Financia 
year changed to end 31 Mar. from 30 June. 


25% Indian fertiliser company was hit by inadequate supplies of 
phosphoric acid and controls on sales. 


Largest Taiwan cement maker expects continued strong 
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Mixed 


TOKYO: The Nikkei Index gained | 
2.3%, rallying as the US dollar ; 
stabilised and fears of interest-rate | 
rises receded. Interest remained con- | 
centrated on shares of less than Y1,000 |. 
(US$7.50), with Toray up ¥34 to ¥939 ze 
and Mitsubishi Heavy Industries gain- | 
ing ¥73 to ¥936. Daily turnover wasa | 
heavy 1.8b shares. worth around |, 


Y |.7t. 


HONGKONG: Stronger sentiment on | ja EL coe 


the back of foreign buying pushed 
stocks sharply higher. The Hang Seng 
Index gained 84.91 points to 2,772.53. 

-kson Concepts jumped HK$1 

$$7.80) to HK$7.70 after a 133% 
i in net profit, while Cheung Kong 
rose 50 HK cents to HK$8.25 on talk of 
a Toronto listing. Volume traded was 
2.48b shares, worth HK$5.36b. 


SINGAPORE: Glitches in the new 
computerised trading system, coupled 
with political uncertainty, brought 
down volume and prices. The unsuc- 
cessful NOL placement dampened sen- 
timent, the counter lost 3 S cents (1.5 
US cents) to $$1.58, while fellow gov- 
ernment-owned DBS fell 5 S cents to 
$$8.65. Volume averaged a low 36.6m 
shares a day, worth S$65.9m. 


KUALA LUMPUR: Share prices nose- 
dived on panic selling by local investor 
following the suspension of the Su- 
ups ourt judges. The correction 
nad been expected, however. Bargain 
hunters returned after the weekend. 
MISC finished unchanged at M$6.75 
b while MAS put on 5M 
rents to M$6.40. Volume average 


ed 
31.4m shares a day, valued at M$56.9m. 


BANGKOK: The market recovered E 


slightly, with the SET index climbing 
6.06 to 457.04. Daily turnover was 
around Baht 800m (US$31.74m). Far 
East Advertising, up Baht 90 to Baht 
380, led gainers, followed by Ma- 
hanakorn Life, up Baht 17.50 to 
Baht 72.50. Finance counters led the 


losers, with IFCT dropping Baht 30 to 3 ol — J 


Baht 189, 


MANILA: The market drifted lower on 
dull trading. Oilsa was slightly higher, 
however, and First Philippine Hold- 
ings rose 27.7% to P11.75 (56 US 
cents) after government approval of a 
sell-off plan to Meralco. The Manila 
Composite Index fell 4.51 points to 
close at 848.81. Average daily turnover 
was 564.78m shares, valued at 
P51.02m. 





anc e pan 


moods on the trading floor 
REGIONAL bourses were erratic for the 


period to 11 July. Singapore and Kuala Lumpur stumbled on poli- 
tical jitters. Tokyo rose on a stablised US dollar while 


Sydney reached post-crash highs. 




































AUSTRALIA: The market soared to its 
highest level since the October crash. 
BHP surged to A$8.46 (US$6.71) on 
reports that J. B. Ware and Son and 
Morgan Stanley had put together a 
consortium to buy Bell Resources’ re- 
maining BHP stake. Oil stocks firmed 
and ANZ Bank was traded heavily 
after announcing a A$457m rights 

issue. is 


NEW ZEALAND: An off-market pur- 
chase of 9% of Bay Corp. by Caramco 
boosted low-volume trading. Overseas | 
buying particularly from Australia, 
ia ta a recovery to near the year's 
high. Fletcher Challenge ended the 
period up 46 NZ cents (31 US cents) at | 
NZ$4.88. Brierley was up 9 NZ cents | 
to NZ$1.54. Volume was 88.42m | 
shares worth NZ$91.85m. 


SEOUL: President Roh Tae Woo's 
proposals to improve relations with 
North Korea had little impact on a 
lacklustre market, with the index drop- 
ping 5.29 to close at 696.11. Ssangyong 
and Sammi Corps. were the best per- 
formers, with Kumho Rubber and 
Seoul Investment and Finance losing 
ground. Dailv turnover was 6.6m 
shares worth Won 1.2b (US$1.6m). 


TAIPEI: The market moved sideways 
in lacklustre trading as buying interest 
dissipated above the 5,000 mark. Tight 
credit has caused a slowdown in mar- 
gin-lending operations, which has con- 
tributed to the sluggishness. Average 
daily turnover was NT$20.96b 
(US$730m). Nan Ya Plastics went up 
NT$3, while Shihlin Paper dropped 
NT$12.50 to NT$120.50. 


BOMBAY: Stocks recovered on strong 
institutional buying and bear covering, 
following an earlier decline. Volume, 
however, was low and the undertone 
hesitant. Investors stayed on the 
sidelines. Textiles fared well, led by 
Century Enka, up Rs 35 (US$2.25). 
Shipping and fertiliser blue chips 
posted small gains, but Tata Steel shed 
Rs 22.50 to Rs 182.50. 





NEW YORK: stocks advanced as a f 
drop in commodity prices relieved in- 
vestors' fears of inflation, helped by a 
steadv dollar and bond prices. Volume 
was 777.7m shares. The Dow Jones 
Index closed at 2,111.31 points, down 
from 2,131.58 the previous period. The 
Morgan Stanley Capital Internation- 
al Index closed 7.3 points higher at 
451.1. 








EFFECTIVE EXCHANGE RATES 


nog for Usa racen badik the countries shown plus the US and Canada and 14 European countries. 
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AUSTRALIA 
Economic Growth % (reali (1) 












Paras are for the week ended 9 July. 





















Ye change year earlier 


1988 


Latest 







Year eartier 


Latest 3 months 
Provious 3 months 
Year earlier 


Exports (7) 
Latest 3 months 


satan E 


^ % change year earlier 
; Imports (8 
9 — Latest3 months 


% change previous 3 months 


<o change year earlier 
= Consumer Prices 
|. Base 


Latest 3 months index average 


% change previous 3 months 


.. "hchange year eartier 
_ Money Supply (3 
Latest 


* change previous month 


9 change year earlier 





4 Official and other estimates of GOP. (GNP I in Japan b Consumer 
- except for Singapore (6) Customs basis. 








| Economic Growth % (real) (1) 
1987 


international Reserves (5) 


Trade Balance (total merchandise) 


55 change previous 3 months 
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MALAYSIA 


4,7 
5-6 
US$7.01b 


(Mar.) 
US$6.45b 


+ US$0.78bí(4) 
(Nov.-Jan.) 


+ US8$0.61b 
4 US$0.45b 


use 200 
$ ER y. 


US$3.30b(4) 
^23 
431.2 


1980 —- 400 








—— ÁO 





















(Apr.) 
US$1.67b 


-US$0.16b 
(Feb.-Apr.) 
—US$0.21b 

JS$0.23b 


— a 
E 


+ 30.9 
USS! Bib 



























{7) fob } cif, ..(9) Excluding petroleum products 


(10) M3 


SINGAPORE 


U8$15.23b 
(Dec.) 
US$12.94b 


~ US$0.89b 
(Feb.-Apr.) 
-U8$1.22b 
-US$0.98b 


US$8.80b 
1.4 
433.1 


ue 69b 
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SOUTH KOREA 





4US$1.56b(5) 
(Feb.-Apr.) 
?U5$1.82b 
€ US$1.04b 


US$13.51b(6) 
YG 
432.0 














US$11.95b(6! 
41.4 


Price fhdex A (3) M2or currency plus bank deposits i4) Peninsular Malaysia onty 


(11) % change over past 3 months 


1987 4.6 9.4 ; 
1988 4-3 7-7.5 5-7 1.50 3-4 
international Reserves (5 
Latest ü | US$10.50b US$18.15b n.a. US$5.33b US$5.09b 
| (Apr) iMar.) {Apr} (Jan.) 
Year earlier i USSR. Atb US$11.78b n.a. USS6.50b US$3.57b 
- Trade Balance (total merchandise | DE 
— Latest pisi ! d 4US$0.12b -US$1 24b -US$1.13b -18$1.15b * USS3.54b 
l | (Mar.-May) i (Oct-Dec) (Mar.-May) (Dec.-Feb.) (Jan.-Mar.) 
Previous 3 months + US$S0.52b | - -US$0.71b + US$0.24b -$S$1.52b +US$2.71b 
Year earlier | +US$0.04b | -US$30b  / ]| | > USS0.53b -US$1.52b £US$1.51b 
Exports (7) b 
Latest 3 months US$8.58b US$13.41b US$13.86b US$3.03b US$4.80b 
% change previous 3 months 1.1 35.8 +5.86 +40 -1.4 
% change year earlier | #475 +404 +224 + 26.6 + 27.2 
4 imports l 
a Latest Aree US$8.46b US$14. 65b US$14.99b USSA. 180 U8$1.27b 
1 % change previous 3 months +AA +38.4 +164 -6.2 —41.4 
% change year earlier | + 16.5 | + 46.7 + 26.5 $6.8 —44.0 
Consumer Prices 
Base | July 80- une 814100 | Sept-Dec. 1986 - 100 Oct. 84-Sept. 86 - 100(2} 1960= 100 Apr. T7-Mar. 78=100 
Latest3 months index average 107. 751.67 7.98 
(oct ‘Bec } (Sept.- -Dec.) Mar. “May (Jan.-Mar.) aor “June 
% change previous 3 months ~O.1 2.1 oG.4 
% change year earlier $7. 4 l +2 0 | +72 49.5 78. 3 
Money Supply (3) | | 
; Latest A$126.3b(10) Rmb 775.48b i HK$325.72b Rs 1.64t(10) Rps 34.271 
(Mar.) pt. (May) tApr.) (Jan.) 
% change previous month 409 jf $7500 fF  — — - 0.5 *1.8 *1.1 
414.0 424.8 16.7 +24.2 


TAIWAN 


11 
6-8 


US$76.7 1b 


« US$19.25b(6) 






























(Mar.-May) 
«U85$16.91b 
4U8$22.05b 


US$65.59b(5) 
+79 
414.3 
US$46.34bi6) 
+ §.6 
*31.2 
1985 «100 
100.8 
Een a) J 
*0.5 
Y 384.71 
(Apr.) 
40.7 
+f q A 

THAILAND 


















6.6 
6.3-9 








US$4.56b 


(Apr.) 
US$3.42b 





~YS80.81b 
(Jan.-Mar.) 
 uS$0.80b 
—US$0.27b 


US$3.36b 
40.8 
+29.3 


US$4.17b 
-5.0 
+36.9 


1976-100 


Baht 823.70 
(Jan.) 
+44 

+20.0 


(8) IMF definition of reserves minus gold 


Source: Official statistics. 





| DEAN, SCHOOL OF HAWAIIAN, ASIAN AND PACIFIC STUDIES 
| UNIVERSITY OF HAWAII AT MANOA 


As the emerging century of the Pacific evolves, the University of Hawaii is actively em- 
2 barked on a course aimed at developing its unique breadth and depth of Asian and Pacific 
“T° resources in such a way as to become established as one of the most important national and 
oo). international universities in the field. This major thrust is to be accomplished in large mea- 
«iL. sure through the recently established School of Hawaiian, Asian and Pacific Studies which 
will provide both an instrument and a focus for linking established academic and profes- 
sional disciplines in new and challenging ways, enabling the University to assume a position 

of leadership on an international scale. 


The University is seeking nominations and applications for the position of Dean of the 
|. School of Hawaiian, Asian and Pacific Studies. The individual appointed will be a nationally 
_ [recognized individual with vision and a definite understanding of the potential for broad and 

imaginative future growth in the international arena. The basis of such development iS pro- 
vided by the existing regional and topical programs in the School: Center for Chinese 
Studies, Center for Hawaiian Studies, Center for Japanese Studies, Center for Korean 
Studies, Center for Pacific islands Studies, Center for Philippine Studies, Center for South 
Asian Studies, Center for Southeast Asian Studies, and Center for Soviet Union in the 
Pacific Asian Region Studies, and enhanced by future development of topical areas such as 
Buddhist Studies, East-West medicine, and telecommunications, among others. 


By teaching and encouraging research on the languages and cultures of the peoples of 










.. tory, their religion, their institutions and their economic, political and social systems, the Uni- 
versity is preparing students for an international world in which the influence of the Pacific: 
|. and Asia will be an increasingly dominant force. 


| in Asian Studies, the M.A. in Pacific islands Studies; and the B.A. in Hawaiian Studies; a 
|. Certificate in Asian Studies, and a Certificate in Pacific Islands Studies. Other under- 
| graduate as well as graduate degrees through the doctoral level which focus on Asia or the 
| Pacific are available through allied departments and fields of study. 


| tenurable as a professor in an appropriate academic department. The starting date is negot- 
. iable. The Dean directs and coordinates activities, curricula, personnel and budget of the 
School and its nine centers and programs. The Dean provides a linking and coordinative 
function with the University's established Hawaiian, Pacific, and Asian resources within and 
|. across disciplines and departments. The Dean reports directly to the Office of the President. 


|| versity/college teaching experience or equivalent; eligibility for appointment to the rank of fuil 
| professor; three years of administrative experience as a department chair or program direc- 
tor, assistant dean or equivalent; outstanding scholarly record which reflects international 
recognition, combining a particular Asian and/or Pacific area and an academic discipline; 
CF ability to fink traditional studies with contemporary issues; proven managerial expertise with: 
| an administrative record of inspired leadership; skill and sensitivity in working with culturally 
|. diverse Asian and Pacific groups; ability to handle sensitive or controversial personne! mat- 


. expertise in the Asia and Pacific region. 


It is desirable that candidates have prior experience as a dean or associate dean; ex- 
:] perience in preparing and defending budgets; considerable knowledge of needs, trends and 
| developments in higher education within the State, the nation, and internationally, 


Salary will be competitive based on qualifications. Nominations and applications, in- 
cluding currículum vitae and the names and addresses of three references should be sent 
to: SHAPS Dean Search Committee (c/o Dr. Perrott), University of Hawaii at Manoa, 
Otfice of the Vice President for Academic Affairs, 2444 Dole Street, Bachman 105, 
Honolulu, Hawaii 96822. Inquiries: Dean Richard Seymour, Search Committee Chair, 
(808) 948-8516. 


The Search Committee will begin screening applications on September 1, 1988 and 
will continue to accept nominations and applications until a Dean is selected. 


The University of Hawaii at Manoa is an Affirmative Action, Equal Employment 
Opportunity Employer. Women and minority candidates are encouraged to apply. 
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J NOTICE 


COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly 
skilled editorial team have made it the premier source of information for those 
who do business, or have an interest, in or with Asia. 


As a testimony to the publication s editorial quality, many Review articles have, 
over the years, been reprinted in newspapers, magazines, educational textbooks, 
newsletters etc throughout the world. | 


Should you as an editor, publisher or on behalf of an organisation, educational 
. establishment etc wish to enquire about our reprint and copyright charges, please 
. address your correspondence to: 


Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-293123 Fax: 5-8656197 Telex: 82804 REVMD HX 


We welcome enquiries from all interested parties and assure you of our prompt, 
individual attention, l uu: c 












"this region of the world, their business practices, their ethics, their values, their art, their his- 


The School currently offers instructional programs leading to the B.A. and M.A. degrees — 


The Dean is appointed to a full-time state-funded excluded executive position andis | 


Candidates must have an earned doctorate or equivalent scholarly achievement; uni« | 


ters; knowledge of higher education academic policies and program development; KNOW- | 
ledge of budgeting and fiscal management; skill in organizing; and substantial professional 
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HUMAN RIGHTS IN SOUTH EAST ASIA 


Amnesty International needs a Researcher to investigate 
human rights violations in South East Asia, including Indonesia, 
Philippines and the countries of the South Pacific (except Aus- 
tralia and New Zealand). S/he will document cases, prepare re- 
ports and advise on initiatives to be taken by Amnesty Interna- 
tional particularly in relation to prisoners of conscience, trial pro- 
cedures, treatment of prisoners and executions. 


Candidates must have proven research skills, an impartial ap- 
proach, sound political judgment, the ability to work in a team 
and under pressure, together with knowledge of the countries, 
gained first hand and/or from academic study. Familiarity with 
the legal systems of some of the countríes would be useful. 
Fluent English and Indonesian are required, and knowledge of 
one of the Philippine languages and French would be useful. 


SALARY Starts at £14,000 pa (index-linked, ann 
increments) 


CLOSING DATE FOR RECEIPT OF COMPLETED 
APPLICATIONS — 19 AUGUST 1988 


INTERVIEWS SCHEDULED FOR WEEK COMMENCING 


19 SEPTEMBER 1988 
For further information and an application form, please con- 
tact Personne! Office, Amnesty International, International 
Secretariat, 1 Easton St, London WCIX 8DJ, United Kingdom, 
Tet: (01) 837 3805 (24 hr ansaphone) 


amnesty . 
international 


ron 
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WANTED : 
^ 
TWO COMPANIES NEEDING FIRST 
CLASS SALES REPRESENTATION 
IN WESTERN AND EASTERN 
EUROPE, PLUS RUSSIA 


Importers Wanted! 
We deliver 

Daimler Benz, BMW; 

Porsche, automobiles 


Sales company located in Switzerland and spare parts. 

with well-established sales channel Contact: 

(20 years) seeks to expand by adding : 

product lines related to diesel engines, Dietze & Straub 
compressors/turbines, and ship build- Im. — Export since 1975 
ing manufacturers. Telex 68608 dskfz 


Fax 9305-8333 


All. sales people are fluent in multiple 
languages, particularly English. 


Contact: 
oe Box e ín {f you have something 
c/o Far Eastern Economic Heview, 
GPO Box 160, Hongkong. tosay...sayit 
in the Classifieds! 


















Readers are recommended 


 tomake appropriate enquiries and take appropriate advice be 
. fore sending any money, incurring any expense or enterinc 

into.a binding commitment in relation to an advertisement. The 
| Far Eastern Economic Review shall not be liable to any persor 
for loss or damage incurred or suffered as a result of his/he 
accepting or offering to accept an invitation contained in an 


. | advertisement published in the Review. 


m. 


RECRUITMENT CONSULTANTS GROUP 
2 London Wall Buildings, London Wall, Loncion ECM SERJ 
Tel: O1-598 3589 or 01-588 3257¢C 

Taliex No. BE7374 Fax No. 21-256 8501 


A secure position — possibilities exist for stock options within the short/medium term _ 


-— MANAGING DIRECTOR — 
 Sà? UNIT TRUST INDUSTRY 

D syDNEY A$100,000-A$150,000 
INTERNATIONAL FUND MANAGERS - 


- We invite applications from candidates, aged 35-55, with tertiary qualifications, and at least 5 
.. years’ practical experience in fund management, stockbroking or as a financial advisor. The 
.. Successful candidate will report to the Managing Director — Pacific Region. The position carries 
.. full responsibility for the Sydney operation with specific emphasis on the effective marketing of - 
. nit trusts. An initial salary package in the range of A$100,000-A$150,000 is offered. 

: Applications i in strict confidence under reference MD4612/FER, to the Managing Director: 









C. J.A. (INTERNATIONAL RECRUITMENT CONSULTANTS) PTY. LIMITED, PO BOX 3703, GPO SYDNEY, NSW 2001, AUSTRALIA. 
TEL: (02) 251 6144. FAX (02) 251 6020 OR ALTERNATIVELY TO THE ABOVE BANNER ADDRESS 


eiae MC CASEMAIL EDREAMS EERE ARORA HAA A DM MK M hme raya med Te d E Sr TRL EA AER er AN ASD Ran ie dint beeen 





Pree ae AS E 


PROPERTY » PERSONAL 
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—HAMPTONS 
COMING TO LONDON? 


We are one of London's leading and longest established 
Estate Agents and have the finest selection of 
furnished houses and apartments to let for long 
or short term periods in prime residential areas. 

6 Arlington Street, London SWIA TRB 
01-493 8222 


Telex 25341 Fax: 01-491 3541 





HAWAII 


DOWNTOWN HONOLULU 
OFFICE BUILDING FOR SALE 


THE | 
DIPLOMATHOTEL | _ 
2CHESHAMSTREET | | 


BELGRAVIA 
LONDON SW1X8 DT 









Leased 42,900 sq ft. Gross 21- 
year ground lease remaining. 
1988 Net Operating Income 


TEL: 01-235 1544 EE 
TELEX: 941 3498 EXECUTG | |... 
FAX: 259-6153 
Single: £49.95 + VAT 
Double/Twin: £69.95 + VAT "m 
All rooms with private facilities, cob |. 
our television, direct dial telephone, foo: — 
hairdryers, coffee and tea makers. 
Substantial breakfast served in 
bedrooms. 


estimated US$395,500. 
Asking price | USS4-Million. 
Offers by July 29, 1988 to: 


HENRY ALEXANDER, INC. 
900 Fort Street Mall, Suite 1777 
Honolulu, Hawaii 96813, U.S.A. 
Phone (808) 531-4378; 

Fax (B0B) 536-7646. 

































QUEENSLAND AUSTRALIA This space isreservedfor | 
Classified Advertisements. { 
For QUALITY response... TU S NUR Bed Advertiaesuents: [00 
. advertise in this section. 80MINS FROM FRASER ISLAND - International Classified Manager ^ - 
UNLIMITED WATER Far Eastem Economic Review - 
SUITABLE FOR TOURIST RESORT - 15th Floor, 80 Gloucester Road 
VALUED $A680,0000 sd GPO Box 160, Hongkong 






ED SAGEO,0000 —. f —— 62497 REV "x 
PH: (61) 7120870 o c] Tel 5-293123 Telex ADHX 





Compaq 
announces 
two bits 


of bad news 
for the - 
competition. 





Bad News #1: 
Our competition isn't going to like this one bil, but the fact is, 
the new COMPAQ DESKPRO 3865 is tbe first affordable alternative 
for those considering the 286 PCs. 


With the launch of two new Compaq personal computers, the COMPAQ 
ESKPRO 386s and COMPAQ DESKPRO 386/25, Compaq once again introduces 
ajor breakthroughs in PC engineering. 

The new COMPAQ DESKPRO 386/25 is, for instance, the most powerful 
available in the world today. Processing at a speed that's up to 60% faster than 
ost 20MHz 80386-based PCs, it has a response time that leaves every other PC 
the dust. 

With this advanced, top-of-the-line Compaq PC, you can get memory of 
to 16 megabytes and massive storage of up to 1.2 gigabytest: not to mention a 
stem that's compatible with MS-DOS*, new MS* OS/2, UNIX*, XENIX*, Microsoft 
indows/386 and all the thousands of programs written to run under them. 

To complete the Compaq high performance 80386 line, Compaq also has 20 





Bad News #2: 
As tbe fastest, most powerful PC available, 
the new COMPAQ DESKPRO 386/25 will put our competitors bebind tbe times. 
And you abead of it. 


and 16MHz versions plus the newly created COMPAQ DESKPRO 386s. It is, to be pre- 
cise, the first personal computer designed around the revolutionary Intel 80386SX 
microprocessor. And it has a system performance that will allow you to run your 
current software up to 60% faster than most 10MHz 80286 PCs. This, naturally, 
makes it the first affordable 80386 alternative for anyone considering 80286 PCs. 

Furthermore with the new operational offices in Singapore and the region, 
you can rest assured, of not only Compaq's commitment to the region, but also 
of better service and support from the world's leader in 386 personal computing 
for business. 

To find out more about the new COMPAQ DESKPRO 386/25 and the new 
COMPAQ DESKPRO 386s, and how you can take advantage of this piece of good 
news, go to your nearest authorised Compaq dealer today. 
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LETTER FROM BROOME 


he Indonesian sloop Rahmat Ilahi 

was apprehended in the Buccaneer 
archipelago off the remote northwest- 
ern coast of Australia on 27 January. 
Police and immigration officials swoop- 
ed in their amphibious aircraft to arrest 
the skipper whose vessel was later 
towed into Broome. 

At first it was thought to be a lone in- 
cursion, but in the following weeks 
more boats were sighted; a Pikecde 
alert was called and the navy, the air- 
force, customs and immigration, coast- 
watch, and federal and state police went 
into action to corral the offenders. By 5 
May, 13 boats had been impounded, their 
crews and skippers fined and then dis- 
patched back to Indonesia by air. The 
boats now languish opposite Broome's 
cattle yards waiting to be torched or 
towed out onto the reef and dynamited. 

Macassans from Sulawesi had come 
in search of precious Trochus pearl 
shell, which fetches up to A$3,000 
(US$2,371) aton back in Indonesia. They 
believed that the risks not 
only of arrest but of sud- 
den tropical cyclones were 
worth running. On the 
other hand, a land-bound 
cattle-trucker descendant 
of hardy pearlers in Broome 
told me while pointing at 
the small Indonesian craft 
that he "wouldn't be seen 
dead out in one of those." 

The sudden rash of In- 
donesian vessels sparked a 
minor bout of paranoia in 
the far northwest of Aus- 
tralia. The state premier of 
Western Australia called 
on Foreign Minister Bill 
Hayden to take up the issue 
with Jakarta, while defence 
and coastal surveillance of- 
ficials worried about the 
ease with which boats 
could land on Australian 
soil. One Sydney tabloid alleged that 
Indonesian military personnel were 
disguising themselves as fisherman 
to seek out possible landing sites. The 
evidence was an easily obtainable cheap 
wallet bearing the insignia of the In- 
donesian army found among the be- 
longings taken from one vessel. 
Rumours of disease turned out to be a 
single case of hepatitis B. 

Of course, there are real concerns as 
well. For example, fear of the introduc- 
tion of diseases which could sweep 
through the northern cattle industry, 
such as the dreaded screw fly recently 
found in cattle near Darwin. Or ecologi- 
cal destruction caused by Trochus har- 
vesting which is in fact banned in Aus- 
tralia, except for an agreed amount set 
aside for the Bardi Aboriginal tribe at 
One-Armed Point near Broome. 

The Indonesian Government may 


TA 


not be seriously concerned about the in- 
cursions because Jakarta is unhappy at 
how far Australia’s economic zone ex- 
tends into the oil-rich Timor Sea. Under 
a 1981 treaty, the Australian zone 
reaches to a trench, less than 100 nauti- 
cal miles from Indonesian territory 
though the western extension of the 
boundary is yet to be agreed. Most of 
the boats apprehended, however, were 
close to the Australian coast. 

The far northwest of Australia, and 
Broome in particular, is an intriguing 
vantage point from which to view Aus- 
tralia’s persistently ambivalent relation- 
ship with Asia. Unusually, Broome it- 
self was predominantly an Asian town 
up until World War II. Japanese divers 
dominated the pearling industry and 
worked alongside Malays and Filipinos. 
Early in the century, Australian owners 
of the pearling luggers had to petition 
the government to exempt Asians in 
Broome from the “White Australia” 
policy because they were so vital to the 


An impounded Indonesian boat in Broome: full-scale a 


industry — argued, of course, in terms 
of their racial fitness for diving rather 
than the low wages they were paid. 


hite Broome residents too, were 

closely linked to Asia, sometimes 
more so than to the rest of Australia. 
Pearlers going to Singapore to sign on 
crews took their wives on shopping sprees. 
Some wives even sent their laundry there 
— getting it back on the return steamer! 

And the Bardi Aborigines, those 
most effected by the recent incursions, 
inter-bred with Indonesian seafarers 
well before Whites set foot in Australia. 
This does not, however, make them bet- 
ter disposed to the Indonesians who 
have been stealing their livelihood. 

The Japanese in the Broome area 
were interned during World War II and 
afterwards deported back to Japan. 
Some Japanese returned after 1945 but 









it ceased being an Asian town in Austra- 
lia, despite “Chinatown” remaining its 
commercial centre. But it is the only 
Australian town whose main annual fes- 
tival is Asian in origin, the Shinju Mat- 
suri, or Festival of the Pearl, begun in 
1970 as old Broome was dying. 

In the 1960s, diving for mother-ot- 
pearl shell gave way to the cultured 
pearl industry, and like most country 
towns in Australia out-migration in 
search of work began. Now, Broome is 
on the verge of a tourist boom, and its 
tertiary college offers local youngst 
night courses in hospitality. 

In 1982, the treasurer of Margaret 
Thatcher’s Conservative Party and soon 
to be Lord McAlpine: of 
West Green bought a 
house in Broome, along 
with period buildings for 
restoration. He also set out 
to build a A$3 million 
tourist complex at the mag- 
nificent Cable Beach and a 
large zoo for exotic birds 
and animals. He has, some 
suggest, bought the town. 
And it will pay hand- 
somely; in the coming peak 
season the town's popula- 
tion of about 7,000 expects 
20,000 visitors. Broome's 
remoteness is fast disap- 
pearing. 

McAlpine's renovation 
of Broome is a tasteful 
adaptation to the H 
architecture of high-pité 
ed corrugated iron roofed 
and wide-verandahed bun- 

alows. It contrasts with the tasteles: 
pes monstrosities on Queensland’: 
Gold Coast. It contrasts in other ways 
too. Recent weeks have seen outburst: 
of racist diatribes directed at Japanes 
tourists and Japanese buying Gok 
Coast real estate. The Returned Ser 
vicemen’s League mutters darkly abou 
winning the battle (WWII) but losin; 
the war, and complains about signs an 
street names being written in Japanese 

In Broome, young Japanese tourist 
roar their motorbikes to a halt at th 
large Japanese cemetery which bear 
witness to the perils of pearl diving. Iti 
like a piece of home, and the shiny dar 
riding helmets they lift off their head 
are an uncanny reminder of the spheri 
cal brass diving helmets their country 
men wore in the sea depths of the Buc 
caneer archipelago many years ago. 

— Grant Evan 
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Geamatics 
Drings order into 
automation | 


Automation often created its own based on the users technology | 

















roblems, but that was before and open, future-orientated system — 
eamatics, the automation system design - closely linked to industry 
om AEG. standards. 


Today Geamatics creates order Headquarters: AEG Aktiengesellschaft 
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Innovation 


HERCULES TO THE RESCUE Survival equipment to last until they can be 
picked up. 


Eighteen hours can be a long workday. There 


are not many aircraft with that kind of endurance. 


But eighteen hours is even longer to those who 
are lost, hurt, and trying to stay alive; or for those 
at home, waiting for word 

That's why it's vital to have the C-130 Hercules 


airlifter on the job. When the lives of husbands, 


sons and daughters are at stake, what is needed 
is a search airplane that can stay out there...for 
however long it takes. And once it finds the sur 
vivors it can drop food, medical supplies and 


Being able to stay aloft for eighteen hours 
means the C-130 can cover a lot of territory and 
can fly radius flights of up to 2,100 nautical miles 
This renders it an ideal choice not only for search- 
and-rescue missions, but for day-to-day maritime 
patrol as well. 

Versatile, dependable, affordable, the Hercules 
comes through when it matters most. 


= Lockheed 


Aeronautical Systems Company 


Giving shape to imagination 





rarrasternraáonomi 


Editor-in-Chief: Derek Davies 
Editor: Philip Bowring 


Regional Editor: Hamish McDonald; 
V. G. Kulkarni (Deputy), Ashley Wright, 
Chery! Dorall, David Porter/Assistants) 


Business Editor: Ron Richardson, 
Peter Witton (Deputy). 
Stephen Morgan, Tony Major (Assistants) 
Focus Editor: Anthony Dyson 
Arts & Society Editor: Margaret Scott 


News Editor: Pau! Bayfield; 
Steve Proctor (Deputy), Anita Motwani (Assistant) 


Editorial Manager: Mary Lee 
Chief Correspondent: Rodney Tasker 


International Finance Editor: 
Anthony Rowley (London) 


Specialist Writers: 
Murray Hiebert (Indochina), Bob Johnstone 
(Technology); Car! Goldstein (industry); 
Emily Lau (Hongkong), Elizabeth Cheng (China Trade) 
Lousie do Rosario and Ellen Salem (China Economy), 
Michae! Westlake (Transport), Susumu Awanohara 
Michael Bishara 


Art Director: Morgan Chua; 
Andy Tang, Ricky Hui, Barny Lee (Assistants) 


Graphics Coordinator: Pat Elliott Shircore 


Production Editor: Pau! Lee: 
Henry Chiu (Deputy) 


Librarian: Jan Bradley 
BUREAUX 


Bangkok: Paisal Sricharatchanya, 
Paul Handley (251 1139) 
Jakarta: Michael Vatikiotis (347814) 
Kuala Lumpur: Suhaini Aznam (2618252) 
Nick Seaward (2618244) 
London: (937-4910) 

Manila: James Clad, Jose Galang (5221808/595077) 
New Delhi: Salamat Ali (South and West Asia) 
Lincoln Kaye (676690) 

Peking: Robert Delfs (532-1550) 

Seoul: John McBeth, Mark Clifford (732-7354) 
Singapore: (2203720) 

Sydney: Michae! Malik (212-3355) 

Taipei: Shim Jae Hoon, Jonathan Moore (502-2359) 
Tokyo: Charles Smith, Nige! Holloway (2708229) 
Washington: Nayan Chanda (530-8303) 


OTHER CORRESPONDENTS AND CONTRIBUTORS 


Canberra Jacqueline Rees 
Calcutta Jayanta Sarkar 
Colombo Manik de Silva 
Dhaka S. Kamaluddin 
Europe James Bartholomew (London) 
Shada Islam (Brussels), Frances Wiliams (Geneva) 

y? grong Christopher Marchand, Tai Ming Cheung 
na Husain Haggani, Mohammed Aftab 
wnandu Kedar Man Singh 
Moscow 1111 1 S00 Nu 
o Q2 ae |) 
United Netiong (. .—  . |.  ) à à . ——. TedMorello 
Vancouver Ashley Ford 
Wellington Colin James 


Managing Director: Charles H. Stolbach 
Gen. Manager — Marketing & Sales: Samuel J. Atlee 
Adv. Manager, Asia: Nigel Bolding 
International Classified Manager: Karen Cole 
Circulation Manager: Stanton Leung 
Adv. Production Manager: Stanley Ng 


Published weekly, every Thursday, in Hongkong since 1946. All Rights 
Reserved. (© Review Publishing Company Limited, Hongkong, 1988. A 
wholly-owned subsidiary of Dow Jones and Company Incorporated 


Offices: Editorial & Circulabon — 181-185 Gloucester Road, Hong- 
kong; Executive, Advertising & Accounts — 80 Gloucester Road, Hong- 
kong. Postal address: GPO Box 160, Hongkong. Cable: REVIEW 
HONGKONG ( Editorial. REVIEWADS HONGKONG ( Executive, Advertising 
& Accounts); REVIEWCIRC HONGKONG (Circulation). Telex: 7529 

ECWEX HX (Editorial; 82804 REVMO Hx (Executive & Accounts); 62497 
REVAD HX | Advertising); 66452 REVCO HX ( Circulation). Fax: 5-8932762 
(Editorial; 5-8653440 (Executive & Accounts); 5-8656197 ( Agdvertis- 
ing); 5-722436 (Circulation). T : 5-8936688 (Editorial, 5- 
293123 | Executive, Advertising & Accounts); 5-8911533 ( Circulation) 


Printed by Dai Nippon Printing Co. (HK) Ltd, Tsuen Wan Industrial 
Centre, 2-5/F., 220-248 Texaco Road, Tsuen Wan, N.T., Hongkong 


U.K.: Registered as a newspaper at the General Post Office 
U.S.A.: The Far Eastern Economic Review . (USPS 914-880) is put 
lished weekly, every Thursday, for US$98 00 per year by Review Pub- 
lishing Company Limited. U.S. Mailing Agent — Deamoven, Inc., 38 
W. 36th St., New York, N.Y. 10018. Second-class postage at New 
York, N.Y., and additional mailing offices. POSTMASTER: send ad- 
dress ch to Far Eastern Economic Review c/o Datamovers, Inc... 
38 W. 36th St., New York, N. Y. 10018-8073 


ms] Member of the Audit Bureau o! Circulabons, London No 30 


AR EASTERN ECONOMIC REVIEW e 28 JULY 1988 


LETTERS TO THE EDITOR 


Paramount principles 


The headline Lawyers Take Sides on the 
cover of your issue [30 June] is rather 
misleading. It gives the impression 
that the Malaysian bar is siding with 
Lord President Tun Mohamed Salleh 
Abas, who is now under suspension 
from his duties. 

As a member of the Malaysian bar I 
must hasten to set the record straight. 
The Malaysian bar is not taking sides in 
the inquiry that has been ordered into 
the conduct of the lord president, the 
head of the country's judiciary. Lord 
presidents are like any other mortal: 
they come and go, just as prime minis- 
ters come and go. Today it may be the 
judge in the dock, tomorrow it may well 
be the prime minister or the attorney- 
general in the dock. It does not matter 
who is in the dock. What matters is that 
principles of justice and fair play to 
which every civilised democratic nation 
subscribes must be upheld. 

The Mahathir administration boasts 
that it subscribes to these principles. 
Yet, to take just one example, the com- 
position of the tribunal appointed to 
conduct the inquiry leaves much to be 
desired. In any other country which 
claims to subscribe to the rule of law, at 


least five of the members of the present 
tribunal would not have been ap- 
pointed, or, if appointed, would have 
disqualified themselves. 

Then again, why can't the proceed- 
ings of the tribunal be open to the pub- 
lic? What has the government got to 
hide? The lord president himself has 
asked for a public hearing. 

In the light of such breaches of these 
very basic principles of justice, can it 
honestly be said that in the conduct of 
the inquiry justice will not only be done 
but will be seen to be done? Whether 
salleh is guilty of the charges that have 
been preferred against him is another 
matter. He must be given a fair hearing 
in every respect. 

It is over these principles of justice 
that the Malaysian bar has voiced its 
grave concern over the past few weeks. 
These are principles which go to the 
very heart of every democratic society. 
If lawyers who form the most know- 
ledgeable and articulate group of citi- 
zens where the law is concerned do not 
speak out, who will? We owe it not only 
to ourselves as lawyers but also as good, 
decent, concerned citizens to preserve 
the principles that are enshrined in our 
country's constitution. 

Put simply, the basic issue is whether 
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Around the world 220 hotels provide the service, decor, and attention 
to detail which qualify them as “Leading Hotels of the World.” Here are 
just a few: The Oriental, Bangkok; Mandarin Oriental, Hong Kong; The 
Taj Mahal Hotel, Bombay. 

For reservations or to receive a free copy of the worldwide Leading 
Hotels Directory, call: Bangkok (2) 234-9920; Hong Kong (5) 483-928; 
Jakarta (21) 321-307; Manila (2) 816-3601; Singapore (65) 737-9955; Taipei 


(02) 597-2325. Or write to: The Leading Hotels of th 
Road, Yen San Building #19-03/04, Singapore 0923. 


ThéJeading Hotels of théWorld’ ' ' ™ $ 





Worst 268 Puchar ete) 


" 3 


4R-87-RO 


IBM Announces: 








The beginning of 
the end of mid-range limitations. 


AS/400 provides an enormous range of ready- user interface. Designing your company's futun 
to-run applications. Thousands of industry- ———— a ME 

e specific IBM System/36™ and System/38™ and will make the applications themselves easi 
applications can be run with minimum to use. 


i G 
A li C atl on modification, and you won't need a computer 
professional around the office. 3 ' | 
pp For the medium-size company, the AS/400 We're opening new offices throughout the 


and we need a powerful data management 


offers remarkable growth potential. As your system that can accommodate different languay 
business expands you can add capacity @ Many of our operators are more comfortable ir 
YS enm without changing software or re-training your their native m. se prin gren to have o 
staff. computer system m wav. 
im. » And for the large enterprise, the AS/400 IBM's Application System/400 uses an 
With the Application System/400, IBM offers a built-in relational database, powerful architecture that fully supports ideographic am 
introduces more than a completely new mid- program development tools and a high level of other non-English character. Your application 
range family. We introduce a completely connectivity to virtually any computer you e can take —— ve rc e pg to provic 
new level of expectation: Mid-range without may already own. E on in un) k aee doom losa. IM 
compromise, - Best of all, the Application System/400 is a currently supporting Japanese, traditional Chin 
The IBM A5/400 is a new single- computer system designed for the future of and Korean for system prompts and menus. Bi 
architecture mid-range family business computing. It your application can support other languages i 
that can offer a twenty-fold incorporates the latest technology, well. 
increase in computing power not only to increase performance 
from the entry level B10 to today, but to fit smoothly into We don't have any mid-range computer 
the powerful B60. All run the the way you'll be doing experience at all. Our self is ag ^ a person 
` : computer environment, . w now we 
qe opor — and busines Nany a trom. ad the power and the multi-user capability « 
all run the same application now. From banking to design, Lj 
: s : ; mid-range system offers, l'm worried about eas 
software. It's a system you manufacturing to retail, the of use and technical support. 
grow into, but you don't grow Application System/400 
out of. provides the power without the We've designed the Application System/400 to 
For a smaller business., the limitations. be the easiest, friendliest mid-range system 


Application Syetem/400, System/ 36 and System/34 are trademarks of [HM Corp. 





available. Getting help on any topic is as 

@ casy as pressing one key. Most users will 
never have to leave their seat to find the 
answer, To make managing your system ei 
we've built in Electronic Customer Supp 
This advanced feature allows your computer" 
to call in over phone lines to an IBM centre, 
where potential problems can be detected 
and corrected before you even notice them. 
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We're beginning to bump into the limitations Our head office uses a variety of IBM systems ———— 
of our current mid-range system and we want for data management. We'd like to be able to 
to upgrade. The problem is our current mid- send in our figures and share important 
range doesn't have any more expansion built @ — information. Unfortunately, we can't afford the 
in. Frankly, our next system had better give us same large systems they use. 
plenty of room to grow. 

The Application System/400 is highly 
Growth can be painful if your system runs out compatible with the IBM System/38 and the 
of room. That's why the AS/400 was designed System/36. You could install a small AS/400 
to accommodate a twenty-fold growth ratio. P and run the same application your head office 
You can start with our smallest machine and uses with a minimum of modification. In 
grow up to a machine that rivals a addition, the AS/400 family has built-in « 


for SAA, a software standard that offers both 
powerful communication options and a consistent 


mainframe for power and sophistication. 
And every machine in our line runs 
exactly the same operating system. Any 
application that runs on one machine 
will run on any other. You can add 
terminals and add power without re- 
thinking your whole operation. 








The IBM Application System/400 is the only 
mid-range system you'll ever need. And it’s here 
now. Today it offers impressive power and 
unprecedented growth potential within a single 
family. And in the future it can offer even more. 
The AS/400 supports new standards like SAA — 
and new ideas like Electronic Customer Support. 
To find out more about IBM’s new mid-range 
line, contact your IBM Marketing Representative 
or an IBM System Remarketer. 













the government itself observes the rule 
of law or not. If not, Malaysia will join 
the ranks of those countries where laws 
are interpreted to please and suit politi- 
cians in power. Do Malaysians want to 
live in such a country? 

Any observer of the Malaysian poli- 
tical scene will have noticed that the 
prime minister has become increasingly 
authoritarian since assuming office. 
Basic freedoms have been curtailed by 
amendments to various statutes such as 
the Official Secrets Act, the Police Act, 
the Societies Act, the Printing Presses 
and Publications Act and, recently, Ar- 
ticle 121 of the Federal Constitution. In 
the government's arsenal are also the 
Sedition Act and the notorious Internal 
Security Act (ISA) which has been used 
indiscriminately to detain without trial 
political opponents and even people 
with no particular political affiliation. 

The amendment to Article 121 of the 
constitution strikes at the very founda- 
tion of our democratic institutions. It is 
no doubt aimed at taking away the in- 
herent powers of the courts and as such 
it has far-reaching implications for the 
people of the country. It was rushed 
through parliament not long after the 
courts delivered judgments against the 
government in a number of cases and 
must therefore be looked at against the 
background of these cases. In moving 
the amending bill in parliament the 


prime minister launched an unpre- 
cedented and scurrilous attack on the 
judiciary which leaves no doubt about 
the contempt and hatred he harbours 
for it. Anyone who has read the speech 
will have noticed that it is full of venom. 

Malaysian lawyers are truly and 
justly proud of the independence of 
their judiciary. It is a sad commentary 
on the history of their country, that this 
independence is now being attacked 
and eroded by a government which pro- 
fesses democracy but acts to destroy the 
very foundations of democracy. 

"The destruction of the independence 
of the judiciary will remove the last bas- 
tion obstructing the road to dictator- 
ship. It is the final assault in a planned 
and concerted move to assume absolute 
power. 

I have no wish to spend the rest of my 


days languishing behind bars under the 
ISA and must therefore remain 
anonymous. 

Selangor ‘Wither Justice’ 


To say “The Malaysian Government 
has accused its Lord President . . .” 
[REVIEW, 30 June] is erroneous. From 
the very beginning it is apparent that 
you misconceived the basic concept 
of government. "Government" encom- 
passes three main organs: execu- 
tive, legislative and judiciary. The poli- 
tical arms — legislative and executive — 


jointly or separately cannot strictly 
claim to be the government. Togethei 
the three make up the government. 

The failure to grasp this simple bu! 
basic concept has contributed to the 
lack of appreciation and understanding 
of the more complex but not less impor: 
tant doctrine — separation of power: 
that is also relevant here. 

Not who but what is on "trial" is of 
greater concern. The precious values 
implanted in our legal system — equality 
before the law, freedom of speech, ju- 
dicial immunity, security of judicial ten- 
ure and, last but not least, judicial inde- 
pendence — are put to the test. 

Hopefully. as the inherited agricul- 
ture crops such as rubber and palm oil 
have now become natural, these doc- 
trines will also thrive and not perish 
from our legal landscape. 

Johor Baru Ibrahim bin Hashim 


Where's the proof? 


A few comments on Charles Smith's 
ticle on Komeito and the Soka Gakkai 
[30 June] from the perspective of an 
American who has been a member ol 
the Soka Gakkai for the past 22 years. 
It is common knowledge among 
members that the spiritual heir of Nichi- 
ren is the current high priest of Ni- 
chiren Shoshu. For one to claim or 
even insinuate that the high priest is 
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This in fact, is a hotel suite at the Goodwood 
Park, one of 235 suites that has been 


luxuriously appointed, with every modern 


amenity immaculately catered for. 


After all, the comfort, convenience and well-being of our guests 


is the essence of guarding so carefully the unique qualities of the 
Goodwood Park — An hotel like no other in Singapore. 


Goodwood Pank Hotel 


22 Scotts Road Singapore 0922. Tel: 7377411. Tlx: RS 24377 GOODTEL. Reservations: Goodwood Hotels Corporation Pre Ltd Tel: 5-246303, 258007/8 (Hong Kong). 
Goodwood Park Hotel Sdn Bhd Tel: (03) 2929275/6 (Kuala Lumpur). Your travel agent or airline. 
SRS) Member of The Steigenberger Reservation Service. Permo koms 
Goodwood Group Singapore: Goodwood Park. York. Boulevard. Ladyhill. won fw 
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‘not the spiritual heir would be to attack |, 


the very foundations of Nichiren 
Shoshu Buddhism. | 
Soka Gakkai does not draw its mem- 


bers from Nichiren Shoshu, but instead 


proselytises people for Nichiren Shoshu 
and provides a supportive framework 
to encourage one to continue his 
practice. 

Daisaku Ikeda's success in winning 
the respect and admiration of the mem- 
bers of Soka Gakkai in Japan and 
abroad (approximately 1 million) prob- 
ably has more to do with consistently 
providing members with cogent, practi- 
cal advice on how to get results from 
their practice, as well as readily under- 
stood instruction in the teachings of 
Nichiren. It would seem to be a bit dif- 
ficult to constitute oneself as an almost 
god-like figure while at the same time 
strenuously emphasising that each of us 
is the ultimafe creative force of the uni- 
verse and urging each person to develop 

| use that unlimited life force they 
vach possess to build a better life for 
themselves. 

I spent a long time in the military, 
but I'm not sure what a "quasi-military 
style organisation" is. It has been some 
years since I took a degree in business at 
university, but I seem to recall that the 
organisational structure I see in the 
Soka Gakkai is a rather common one 
and not peculiar to the military. Fur- 
thermore, I fail to see how the organisa- 
tional structure per se serves to suppress 
criticism. 

Smith reports that, "Individuals who 
step out of line are liable to become 
the targets of denunciation campaigns 
which, though less noisy, are possibly 
no less effective than the campaigns 
waged against dissidents during China's 
Cultural Revolution. They may also 
find themselves cut off from contact 
with members of their own families." I 
cannot even remotely imagine such a 

lation in the Soka Gakkai. Given 
wat the Soka Gakkai is always actively 
seeking new members, it should not be 
difficult for some enterprising reporter 
to join, practise awhile, then "step out 
of line" and document what happens. 
He could also try to locate others with 
similar experiences and document their 
cases. 

That is what is missing throughout 
this entire diatribe: documentation, 
proof. That applies not only to Toshio 
Ohashi and Yukimasa Fujiwara, but 
also to the unnamed critics Smith men- 
tions. 

As for the death or illness of family 
members being used to coerce or intimi- 
date members, I received nothing but 
warm encouragement when my 20-year- 
old son was killed seven years ago, and 
aave seen the same repeatedly over the 
years. Nor did I hear talk of divine 
punishment, etc., when Ikeda’s son 
died in October 1984. Divine punish- 
ment in a non-theistic religion? 

Osaka 








Spare the flag 


I admire the artistic imagination of illus- | 


trator Michael Cheung, who executed 
the cover design of your 7 July issue. 

Cheung, however, is obviously un- 
aware of, or insensitive to, the great re- 
spect Filipinos have for their national 
emblem. From the time he starts school- 
ing, a Filipino child is taught to revere 
the symbol of his nation. Anyone who 
has been to the Philippines will have 
noted the nationally observed Monday 
morning flag-raising ceremony held by 
public servants and teachers and school 
children at their respective workplaces 
and schools. 

The protocol of the Philippine flag, 
moreover, provides, among other 
things, that the flag's likeness should 
never be used to decorate wearing ap- 
parel or in advertising materials. 

At this stage of our history, you will 
understand a  Filipino's particular 
"onion skin" sensitivity regarding such a 
revered symbol of our national pride 
and dignity as the national flag. 

You may have your field days mak- 
ing light of political paradoxes, poking 
pointed levity at some of our popular 
idiosyncracies and cultural confusions, 
but please spare our flag! 


Farita A. Cabazor 
Canberra Philippines Embassy 
Outside pressure 


I would like to make a few points about 
V. G. Kulkarni's article Straining at the 
seams [7 July]. 

It is good that the REVIEW has been 
able to publish a number of articles on 
Burmese politics in the past couple of 
years. The military government needs 
to be pressured from outside, especially 
by donor countries such as the US and 
Japan, and more press attention can 
only help. 

It is hard to believe that Ne Win is ex- 
periencing "sleepless nights" because of 
the state of the economy. The economy 
has been completely mismanaged for 
more than a quarter of a century be- 
cause of policy decisions for which he is 
entirely responsible. These decisions 
were made only with the aim of securing 
army control and keeping himself in 
power and not in the interests of na- 
tional development. Perhaps Ne Win 
spends a few weeks in Switzerland every 
now and then to get better sleep. And 
perhaps he, and San Yu and Sein Lwin, 
should begin losing some sleep over 
the jailing and killing of innocent civi- 
lians. 

Kulkarni mentions that Ne Win has 
been praised for "beating back . . . the 
ethnic insurgents to the border region." 
By preventing any economic and social 
development from taking place and by 
sanctioning large-scale human-rights 
abuses throughout the country, but par- 
ticularly in the peripheral areas, Ne Win 


Ben Seale | has kept the insurgency going much 





lon 











ger than needs be. Any reasonable, | 
well-meaning government should be 
able to reach a fair agreement with | 
minority leaders. Nothing is worth the . 
senseless killing on both sides that has 
gone on since before 1948. f 

Kulkarni also mentions that *ana- - 
lysts expect the [Burma Socialist Pro- 
gramme Party] Congress to slowly open 
up the economy . . ." The Burmese 
people should be fed up with the BSPP 
appearing to want to take a step forward 
and then taking two steps back. As long 
as the top people (especially the very 
top person) care only about keeping po- 
litical control, nothing tangible is go- 
ing to get done. Economic reforms will 
only come with complete political 
change. 

Regarding the comment about 
"forces outside the government being 
incapable of challenging Ne Win": ex- 
cept for Ne Win himself and maybe a 
couple of others, everybody right up to 
ministerial level wants change. A lot of 
people are now willing to sacrifice 
everything to see these changes through. 
There may not be much organised op- 


position at the moment, but in Burma | 


political organisation can come about | 
very quickly (as it did in the early 1920s | 
and the late 1930s). When people begin | 
to realise that this government can be | 
brought down, no one should settle for 
anything less than getting rid of all those 
responsible for keeping the country in 
poverty and its citizens without civil 
rights for so long. 


London Minyé Kyawdin _ : 


| Limited stature 


I have just observed the week-long vili- | 


fication of Devan Nairon TV andin The | 
Straits Times every day. Therecanbeno | 
doubt that all that has been said by the |. 
media is true. The letter by Devan Nair 


to Lee Kuan Yew read on TV must be | 


using his power to have these broadcast 
so widely at peak times, Lee reveals 
himself to be a man of limited stature, 
devoid of charity and compassion. 
Nair's letter, on the other hand, what- 
ever his shortcomings, is that of a much 
bigger person altogether. 

Lee and his whole government con- 
tinually misunderstand the effect of 
their utterances. At times they are like 
children in the way they ignore the 
human values of the adult. They are like 
arithmeticians who have yet to discover 
the mathematics of real life. 

Singapore William W. C. Scott 








A Nation and the 





congratulate a pilot, an airline 


and a government. 


“Have much appreciated your firm stand 
and particularly the professionalism of your 
crew throughout their ordeal.” 


Operating an international airline 
carrying millions of passengers 
demands the highest standards of 
training and many years of 
experience. Inevitably, there are 
occasions when training and 
experience are put to the severest 
test. And it is on such an occasion 
that the world pronounces its 


judgement. 


Every airline in the world risks the 


attentions of terrorists and no 








pilot, airline or nation has suffered 
a more severe test than in recent 


weeks. 


We gratefully acknowledge the 


courage and dedication of Captain 


iL Ab 


KUWAIT AIRWAYS 


Robin Eliot, 

G.P. Eliot & Co. Ltd 
Lloyds Underwriters, 
Lloyds of London 


Yousef and his crew but also 
extend our gratitude to Kuwait 
Airways crews everywhere around 
the world for maintaining such 
exemplary standards. We are 


proud of you. 


The world's media has saluted the 
courage and resolution of our 
people and we join them in 
congratulating our pilot and our 
Government for making the world a 


safer place. 
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Page 12 

Philippines communists have set up 
an international banking and shipping 
network to buy the increasingly 
sophisticated weapons they want to 
launch their next strategic offensive. 


Page 14 

The youth wing from Prime Minister 
Mahathir's party adds its weight to 
the executive-judiciary confrontation 
in Malaysia as the rulers seek a com- 
promise solution. 


Page 15 

The second failure in launching a 
ellite sets back India's space pro- 
imme. 


Page 16 

Aung Gyi, Ne Win's former deputy, 
calls for a shake-up in the Burmese 
leadership and changes in policies. 


Page 18 

The Kuomintang's younger members 
have used the ballot to underline their 
demands for social and political re- 
form in Taiwan, send a warning to 
ageing conservatives and signal a 
change in the character of the 94- 
year-old party. 


Page 20 

While some exceptional  entre- 
preneurs prosper, most Vietnamese 
have not benefited from party leader 
Linh's attempts to rescue the econ- 
omy, causing many to question 
whether the ageing leadership has the 
energy and ideas to halt the country's 
downward spiral. 


Page 70 

Temporary optimism on trade figures 
brings the US dollar back into favour. 
WHERE TO PUT YOUR MONEY looks at 
Japanese commission rates, boom- 
ing zinc prices and Asian textiles. 


Japan's big name manufacturers 
make as much money from zaiteku — 
managing their surplus cash — as 
they do from selling products. 


Page 79 

China is accused of being a 'fair-wea- 
ther' trading partner after complain- 
ing about the US cutting price sub- 
sidies on grain exports. 


Page 84 

Despite a major crash this month, In- 
dian Railways steams ahead with am- 
bitious modernisation plans for the 
world's second-biggest network. 


Page 86 

Hongkong is to have a second tele- 
communications network, but the de- 
cision raises questions about the 
prospects for cable TV. 


88 
A sharp fall in inflation and the pros- 
pect of lower interest rates make the 
New Zealand dollar less attractive for 
Asian investors. 


Page 90 

An Australian mining company chops 
the gold-laden top off an isolated 
Papua New Guinea mountain to get to 
a huge copper find. 


Page 92 

Foreign investors, many from Asia, 
are looking at Nepal as a source of 
new business. 


Page 94 

Entrepreneur Alan Bond moves closer 
to controlling Australia's Bell Group, 
but not without a surprise appearance 
by Robert Holmes à Court. 
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Av media reports on corruption (and human- 
rights abuses) in neighbouring Asian countries have 
often angered the governments concerned, who complain 
that the reports are coloured by patronising ignorance of 
local history and customs. Recently, Australians them- 
selves have been beset by revelations of deep-seated cor- 
ruption in their midst — and their politicians have also prov- 
ed reluctant to act against crooked colleagues and offi- 
cials. To hold up Australia's record against the yardstick it 
applies to Asian countries — to the extent allowed by Aus- 
tralia's tough (and some say protective) libel laws — the 
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-| BRIEFING 


REGIONAL 


Singapore authorities 
release Francis Seow 
Francis Seow,  Singapore's 
former solicitor-general, was 
conditionally freed on 16 July 
after 72 days of detention with- 
out trial under the Internal Sec- 
urity Act. Singapore au- 
thorities had accused Seow of 
“courting if not colluding” with 
an American plot to create a 
slate of opposition candidates 
and had said when he was de- 
tained that he would be re- 
leased “in time for the general 
elections.” Seow said his re- 
lease did not necessarily signal 
imminent elections, which he 
predicted would be held in De- 
cember. Before deciding 
whether to run, Seow said he 
must “try to rebuild my [law] 
practice.” 

Meanwhile, First Deputy 
Prime Minister Goh Chok 
Tong was confident of becom- 
ing the country’s next prime 
minister when Lee Kuan Yew 
steps down, the Jakarta Post 
newspaper reported on 18 July. 
Goh told the newspaper, how- 
ever, that politics was full of 
uncertainties. The previous 
week Lee ruled out his son, 
Trade and Industry Minister 
Hsien Loong, replacing him im- 
mediately. — Margaret Scott 


Chamlong denies he took 
part in student massacre 
Bangkok Governor Chamlong 
Srimuang has publicly denied 
any involvement in a students 
massacre preceding the bloody 
military coup in 1976. The sub- 
ject became a contentious issue 
marring his Palang Dharma 
Party in the final lead-up to 
the 24 July general election. 
Chamlong, who was an army 
major at the time, said on 18 
July that he was nowhere near 
Thammasat University where 
the massacre took place. How- 
ever, he conceded that he dis- 
guised himself as a civilian and 
took part in a pre-coup, right- 
wing protest to urge the authori- 
ties to restore law and order. 

— Paisal Sricharatchanya 


Japanese parliament 
begins tax debate 

The Japanese parliament 
began a special session on the 
ruling Liberal Democratic 
Party's plans to reform the tax 
system on 19 July, amid new re- 
ports of financial misdoing 
connected to politicians. Two 
executives of an_ electrical 


10 


equipment manufacturer, 
Meidenko, were re-arrested 
for allegedly avoiding tax and 
were said to have paid large 
sums to members of parliament 
and to organisations linked to 
former prime minister Yasuh- 
iro Nakasone. Three execu- 
tives of two trust banks are also 
reported to have made large 

rofits from the sale of shares 
in a flotation which benefited 
people close to several top 
politicians. — Nigel Holloway 


Zia sets November for 
Pakistan elections 


Pakistan President Zia-ul Haq 
announced on 20 July that na- 
tional and provincial elections 
would be held on 16 Novem- 
ber. The decision ended weeks 
of speculation following Zia's 
29 May dismissal of the govern- 
ment, parliament and state 





legislatures. Zia did not make 
clear whether a key opposition 
demand, for parties to be able 
to contest the election (see page 
32), would be met. Under the 
constitution, elections must be 
held within 90 days of a dissolu- 
tion, but Zia said he had cho- 
sen November for administra- 
tive reasons.— A Correspondent 


Taiwan President Lee 
reshuffles cabinet 


Taiwan President Lee Teng- 
hui announced a sweeping 
cabinet reshuffle on 20 July, in 
which Chen Li-an, chairman of 
the National Science Council, 
became economics minister, 
replacing Lee Ta-hai who faces 
impeachment over a scandal 
involving the country's biggest 
car manufacturer. The deputy 
governor of the Central Bank of 
China, Shirley Kuo, was ap- 
inted finance minister, replac- 
ing Chien Tsun; Fredrick Chien, 
Taiwan's unofficial ambas- 
sador to Washington, replaced 
Chao Yao-tung as the chair- 
man of the Economic Planning 

and Development Council. 
— Shim Jae Hoon 


BUSINESS 


Posco sounds out 

China joint venture 

South Korea's giant Pohang 
Iron and Steel Co. (Posco) is 
trying to establish a joint-ven- 
ture steelmaking plant in 
China. Posco officials said that 
talks, which are hampered by 
the lack of diplomatic relations 
between the two countries, are 
only at a preliminary stage. 
The Seoul press reports that 
the joint venture is expected to 
be located in Shandong or 
Liaoning and will probably in- 
clude a partner from a third 
country, such as the US. Posco 
currently has a joint venture in 
California with a US steel- 
maker. — Mark Clifford 


EC calls for pact 

against pirating 

The European Community 
(EC) is stepping up pressure 
for a new international agree- 
ment to prevent abuse of intel- 
lectual property rights. An EC 
proposal for a Gatt-sponsored 
pact, incorporating "substan- 
tive standards" for protection 
of patents, trademarks, 
copyrights and appellations of 
origin, has been warmly re- 
ceived by the US and Japan. 
But developing countries say 
the agreement could create 
further trade barriers. As a first 
step, the EC suggests all Gatt 
members should join the Paris 
Convention on patents and 
industrial property and the 
Berne Convention on literary 
and artistic copyrights. Gatt 
mechanisms for settling dis- 
putes should be extended to in- 
clude intellectual property. 
The EC has also proposed that 
all patents should be valid for 
20 years for any invention 
which has industrial applica- 


tions. — Shada Islam 
Hongkong exchange's 
former chief charged 


The former chief executive of 
the Stock Exchange of Hong- 
kong, Jeffrey Sun, appeared in 
court on 15 July on three 
charges. Sun is accused of 
accepting a beneficial interest 
in separate allotments of 
69,000 and 22,000 shares in 
OPL (Holdings) from the com- 
pany on 19 January last year. 

e is also charged with accept- 
ing on 9 June 1986 a beneficial 
interest in an allotment of 
110,000 shares in Video Tech- 
nology (Holdings). Sun is alleg- 
ed to have accepted the shares 


as “an inducement to or reward 
for showing favour to” the ap- 
proval or introduction of the 
share issues by the two compa- 
nies. No plea was taken and 56- 
year-old Sun was granted bail of 
HK$2.1 million (US$269,230). 
— Stephen Morgan 


Taiwan state workers 
march on parliament 
About 2,000 oil workers from 
Taiwan's China Petroleum 
Corp. (CPC) marched on the 
Ministry of Economic Affairs 
and parliament on 15 July — 
the first such protest by em- 
ployees of a government enter- 
prise. The protesters, who in- 
cluded workers from Taiwan 
Power Co. and China Pet- 
rochemical Development 
Corp., presented petitions 
legislators and government 
ficials calling for higher wages, 
improved benefits and pro- 
fit-sharing. © Vice-Economics 
Minister Hsu Kuo-an told the 
protesters their demands 
would be considered. 

— Jonathan Moore 


Japan’s cabinet approves 
increased expenditure 

The Japanese cabinet has ap- 
proved budget requests that 
will increase the government's 
general expenditure by 2.8% 
to ¥33.9 trillion (US$253.9 bil- 
lion) in the year beginning next 
April. Official development as- 
sistance is expected to rise by 
9.4% to ¥767 billion (com- 
pared with 8.6% in the current 
year) and defence spenen is 
planned to increase by 6.1% to 
¥3.9 trillion. — Nigel Holloway 


Standard Chartered and 
Peking bank in link-up 
Standard Chartered Bank has 
signed an agency agreement 
with the People's Construction 
Bank of China (PCBC), which 
will involve PCBC branches 
throughout China and Stan- 
dard Chartered's branches in 
London, New York, Hong- 
kong, Singapore, Tokyo and 
Frankfurt. Cooperation will in- 
itially be in trade finance, such 
as letters of credit. Standard 
Chartered is expected later to 
assist the PCBC with its capi- 
tal-raising operations in over- 
seas markets through syndi- 
cated loans and other forms of 
fund raising. Peking two years 
ago authorised the PCBC to 
carry out foreign-exchange 
business and to obtain foreign 
financing for capital projects 
within China. The PCBC has 
some 2,800 outlets in China. 

— Anthony Rowley 
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PARALLEL PATHS 


Indonesia’s attendance at a New 
Delhi meeting of members of the 
non-aligned movement, which 
decided to send an envoy to meet all 
parties in the Cambodian conflict, 
may lead to misunderstandings with 
fellow Asean members because the 
talks were held under the auspices of 
Cuba, India and Zimbabwe — all 
close friends of Vietnam. While 
Indonesia has denied that a parallel 
effort by non-aligned movement 
members to resolve the Cambodia 
conflict threatens the Asean initiative 
and the Jakarta Informal Meeting 
scheduled for 25 July, it is understood 
that Indonesia was only given three 
days’ notice of the New Delhi talks. 


OSED SHOP 


mu the cloth merchants in the bustling 
Vietnamese port city of Haiphong 
closed their shops for three days in 
early July in an almost unheard of 
show of defiance. The merchants 
went on strike to protest at a 60% tax 
increase, but they said they relented 
when it became clear they could not 
force the government to back down. 
Haiphong has been one of the first 
areas to experiment with many 
economic reforms in recent years, 
perhaps in part because of the port 
city’s exposure to the outside 

world. 


SECURITY SYMPOSIUM 


Thailand’s Institute of Asian Studies 

at Chulalongkorn University, the US 

Naval War College Foundation and 

Japan’s Strategic Institute for 

^ utheast Asia were among the 
ynsors of a closed-door 





"Symposium on Philippine 
Communism" held in Singapore from 
2-8 July. The discussions included 

resentations by various Singaporean 
intelligence officials. Philippine 
participants included former defence 
secretary Rafael Ileto, former 
National Intelligence Coordinating 
Agency chief Luis Villareal and 
former Mindanao Command chief 
Maj.-Gen. Cesar Tapia. 


BURMA BARRIER 


Burma has introduced new screening 
of visa applications for foreign 
visitors, apparently aimed at 
deterring foreign journalists from 
visiting the country. Those travelling 
in an organised tour group can have 
their visas in three days, but 
individual applicants now need 
approval from Rangoon which can 
take between one and three weeks. 
Journalists can only visit Burma by 
posing as tourists. 


Indonesian 
Defence 
Minister Gen. 
Benny Murdani 
made a secret 
14-16 June visit 
to Manila during 
which he met 
President 
Corazon 
Aquino, 
Defence 
Secretary Fidel Ramos and other top 
defence officials. Murdani is believed 
to have spoken strongly against any 
move that would destabilise the South 
China Sea region — aclear reference 


to retaining the US bases in Luzon 
against the background of Chinese 
"adventurism" in the Spratly Islands. 
Murdani is also believed to be 
keeping a close watch on Philippine 
communist insurgent hopes to bring 
in weapons via the so-called "back 
door" of the Philippines, opening 
onto the Celebes and Sulu Seas. 


BIG MAC, NO FRIES 


McDonald's, which opened its first 
franchise in South Korea only four 
months ago, is locked in a battle with 

overnment officials over potato 
imports for its french fries. 
Permission to import potatoes was 
withdrawn after it was discovered 
that the import classification number 
mistakenly gave McDonald's 
permission to import potatoes 
suitable for boiling in water, rather 
than frying in oil. While government 
officials have described the problem 
as a "clerical error," they are not 
predicting when the imports — 
opposed by local farmers — will 
resume. 


CASH COWS 


There has been a dramatic upsurge in 
recent months in the smuggling of 
Cambodian cattle into Thailand — a 
lucrative operation understood to be 
backed by an influential Thai 
politician in the frontier province of 
Prachin Buri, who campaigned 
extravagantly in the lead up to the 24 
July general elections. Border 
security units are said to have turned 
a blind eye on the inbound cattle 
trade, partly because of its relatively 
harmless nature and also due to 
handsome payoffs. 


AFGHANISTAN 

Guerillas killed 15 people in residential 
areas of Kabul in a rocket bombardment. 
The government responded by slaying 70 vil- 
lagers to discourage cooperation with the 
guerillas (20 July). 


BURMA 

Home Minister Min Gaung resigned after 
accepting responsibility for the deaths of 41 
detainees who suffocated in a van while 
being driven to jail during the March student 
riots (20 July). 


CHINA 

A heat wave affecting cities along the 
Yangtze River has killed 290 elderly people 
in pancong since the start of the month (79 
July). 


MALAYSIA 
The Supreme Court allowed the govern- 
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ment's appeal against the release of opposi- 
tion MP Karpal Singh, detained under the 
Internal Security Act since October (19 
July). 


PAKISTAN 

Police imposed a shoot-on-sight curfew in 
Hyderabad after gunmen attacked the 
mayor, triggering riots. The mayor escaped, 
but three others died (78 July). 


PHILIPPINES 

Japanese terrorists have been seen near 
US military installations and could be plot- 
ting attacks on US diplomats, according to 
an immigration chief. A probe has been or- 
dered into allegations that soldiers tortured 
a suspect to obtain a confession (79 July). 


SINGAPORE 
Lawyer Francis Seow was conditionally 
released after 72 days in detention (78 July). 


SOUTH KOREA 

President Roh Tae Woo vetoed two op- 
position bills that could have forced former 
president Chun Doo Hwan to testify on cor- 
ruption charges (75 July). 


SRI LANKA 

Tamil guerillas killed seven Indian sol- 
diers in northern and eastern Sri Lanka, ac- 
cording to military officials (20 July). 


TAIWAN 

The Kuomintang named a new central 
standing committee in which native 
Taiwanese had a majority for the first time 
(15 July). 


VIETNAM 

The government agreed to allow former 
prisoners of re-education ones to emigrate 
to the US on assurances that they would not 
engage in anti- Vietnam activities (78 July). 
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REGIONAL AFFAIRS 





Documents show banking network and careful budgeting 


Anatomy of a Red revolution 


By James Clad in Manila 


he Communist Party of the Philip- 

pines (CPP) has set up multi-million 
dollar finance, “oppg and arms-pro- 
curement networks in neighbouring 
Hongkong, Japan, Malaysia and Singa- 
ore. This and other hitherto unknown 
information about the inner workings of 
the 20-year-old insurgency lie inside va- 
rious documents seized by the Philip- 
pine military in a raid on 28 March 
(REVIEW, 14 Apr.). 

Much of this still-secret data comes 
from an annual report written by the 
arty's Military Commission (Milcom) 
or a CPP central committee plenum in 
February and March. But important in- 
formation also has emerged from other 
captured reports, especially from the 
party's Financial Commission (Fincom) 
and media liaison committees. 

The information, much of it stored 
on computer disks, describes: 
» Military training courses in northern 
Luzon and in Malaysia. 
» Specific tactics to launch a nation- 
wide "strategic counter-offensive" by 
1989. 
» Party finances, including a host of 
bank accounts in Hongkong, Singapore 
and Tokyo. 
» A network of forwarding and ship- 
ping companies, some in Singapore, to 
facilitate arms shipments, which are to 
include ground-to-air missiles, mortars 
and rocket-propelled grenade launch- 
ers. 
» Internal CPP assessments of the 
pup influence, rate of growth and the 
requency of New People's Army 


(NPA) guerilla battles. 
The Milcom report goes into consi- 
derable detail. It says 73 NPA cadres 
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overnment on patrol near Davao City. 
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learned how to use explosives in 1987, 
some at a training site near Tabuk, a 
town in the mountainous area between 
Isabela and Cagayan provinces in north- 
ern Luzon. 

It also describes a new course plan- 
ned for April and May this year, proba- 
bly in Tabuk, for “officer cadres.” The 
curriculum: learning how to handle 
Sam-7 ground-to-air missiles, RPG-7 
launchers and mortars, The same 
also contains an awkward piece of news 
for Kuala Lumpur: last year, 23 NPA 
officers were trained “in Malaysia” to 
manage larger troop formations and 
took part in commando courses there. 

The NPA's training priorities for 
1988, according to the Milcom report, 
are learning techniques to disable or 
destroy Armed Forces of the Philip- 
pines (AFP) buildings, aircraft, electri- 
city and oil-supply structures; counter- 
intelligence against the AFP; attacking 
operations of “foreign imperialists,” 
and creating systems for the "exchange 
of prisoners." 

These specific programmes, linked 
closely to arms purchases and de- 
liveries, reflect another intelligence 
gain from the 28 March raid, in which 
several top cadres, including the party's 
secretary-general, were arrested. In 
brief, the information shows beyond 
doubt that the re-emphasis on armed 
struggle, apparent last year (REVIEW, 
17 Dec. '87), remains fixed dogma. 

CPP dogma describes its armed 
struggle for power as occurring in three 
phases: "strategic defensive," "strategic 
stalemate" and, finally, a "strategic of- 
fensive" to victory. The captured docu- 
ments show the CPP believes it has 


aper | 





reached the threshold of the "strategic 
counter-offensive"; that is, the last sub- 
stage of the "strategic defensive" phase. 

The plenum's decision to move to 
“strategic counter-offensive" means 
NPA operations are to be stepped up to 
reach the next “strategic stalemate” 
stage in 1989. To help this along, the 
plenum approved a series of proposed 
tactics to reinforce “the primacy of 
armed struggle” and the “revolutionary 
mass movement.” 

These include more conventional 
battles in battalion-sized units tied 
more “tactical offensives” with guerine 
operations gradually becoming less im- 
portant; better coordination nation- 
wide of counter-offensives, including 
cooperating with the activities of milit- 
ant trade unions, and the expansion of 
NPA base areas. 


W ith the plenum-endorsed primacy 
of armed struggle, other types of 
political action — peace negotiations, 
foreign "solidarity" networking or par- 
liamentary lobbying — are to play a sub- 
ordinate, but supporting role, the docu- 
ments say. The captured Milcom report 
also provides much detail about the in- 
creased fighting during 1987. 

Specifically, the documents describe 
parliamentary politics as being of use 
only if it reveals the "true nature" of the 
"US-Aquino alliance" or the "futility of 
the electoral process" in achieving so- 
cial change. Similarly, new peace 
negotiations with President Coraz 
Aquino's government would not have 
much value, the papers say, except to 
increase publicity about the programme 
of the National Democratic Front, 
which joins 12 illegal, sectoral groups to 
the CPP. 

Significantly however, the docu- 
ments show that the central committee 
endorsed stepping up diplomatic efforts 
outside the Philippines through favour- 
ably inclined kc groups in West- 
ern Europe, North America, Aus- 
tralasia and Japan. The aim of the cam- 
paign: "international recognition." 

From the documents prepared for 
the plenum, the military has also learn- 
ed more about the CPP's own ideas 
about where it is heading. The docu- 
ments claim the insurgency now affects 
19% of the 41,000 barangays (villages) 
in the Philippines. The degree of influ- 
ence is categorised as either the stronger 
"influenced" (just over 3,000 villages) 
or just “infiltrated” (4,800). 

Significantly, the party has a very 
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wide reach. Its own reports claim it af- 
fects 1,134 municipalities in 63 pro- 
vinces out of just over 1,500 muni- 
cipalities in the entire country of 75 pro- 
vinces plus the Manila region. The 
number of affected villages is said to 
have increased by 11% in 1987 and, ex- 
cept in Palawan, Ilocos Sur, parts of 
Rizal province and Aquino’s home pro- 
vince of Tarlac, the communists have a 
stake in all the country’s important re- 
gions. 

This and other information, such as 
the frequency of visits to the Philippines 
by foreigners sympathetic to the CPP 
(REVIEW, 19 May), has come mainly 
from the C2 and J2 intelligence services 
of the Philippine military. Since the 28 
March raid, follow-up raids by different 
AFP intelligence divisions have had 
varying results. Astonishingly, much of 
their harvest remains uncollated and 
locked away. Some AFP men have com- 
nlained to the REVIEW that the data on 

nputer disks was not understood by 


June mainly, said one intelligence 
source, because of "inter-service rival- 
ries." 

For all that, enough information has 
emerged to produce a different-from- 
usual picture of the communist in- 
surgency. Despite some recent military 
successes against the NPA, the captured 
documents show an expanding, money- 
hungry revolution, with the party 
doubling its budget since 1987. 

Moreover, and despite continuing 
arrests (REVIEW, 14 Án) of senior 
cadres, the party line remains remarka- 
bly immune to the twists and turns of 
fortune. The objective of gaining recog- 
nition, for example, was achieved 
domestically during the December 
1960-February 1987  ceasefire-talks 
period. 

Inquiries about where NPA guerillas 
trained in Malaysia have produced con- 
flicting answers. A source in the CPP's 
central committee replied with the cryp- 
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» 
E— rebel surrenders: military training in Malaysia. 
e government until the end of | Ilocos 


tic words, “Kalimantan Utara,” a refer- 
ence to the old, communist-influenced 
Tentara Kalimantan Utara (TKU) of 
the 1960s. This pointed to Malaysia’s 
eastern states of Sabah and Sarawak. 
Another authoritative source, fami- 
liar with the topic, confirmed the general 
direction, raising the possibility that the 
training occurred in Sarawak’s Sth Divi- 
sion, near Miri, Yet, analysts are puz- 
zled because of all the Marxist-influ- 
enced  insurgencies still active in 
Malaysia, the Communist Party of 
Malaya, which operates in the border 
area Of Peninsular Malaysia, is more 
likely than any TKU remnants to have 
the weapons the NPA wants to master. 
Finally, CPP sources and contacts 
in the AFP alike confirm that the NPA 
already has small, guerilla base areas 
in Samar, in southern Luzon’s Albay 
province, in Misamis Oriental, in the 
Agusan provinces of northeast Min- 
danao and inside the three adjoining 
northern Luzon provinces of Cagayan, 





Norte and Kalinga-Apayao. 
Although usually no more than a 
dozen villages, they will e Ci the 


type of bigger field action the Milcom is 
planning. The far north of Luzon, par- 
ticularly worries the AFP. In a briefing 
earlier this year the C2 said Ilocos Norte 
was the most affected province “in terms 
of organising and armed activities.” 
Philippine intelligence sources concur 
that the NPA has acquired a few Soviet- 
made RPG-7 type self-propelled gre- 
nades. The existence of mortars, though 
mostly captured from the AFP, is self- 
evident. The big question mark hangs 
over the Sam-7 rockets, each of which 
is said to cost about US$45-50,000. If 
and when this and other, heavier 
weapons start to be used, northern 
Luzon seems a “very likely locale,” as 
one AFP officer commented. On the 
other hand, the Quezon or Bataan areas, 
both adjacent to Manila, could be select- 
ed for a larger battle. The reason: politi- 
cal impact in the capital city. Oo 


High cost of 
waging war 


Communists step up 
drive for more revenue 


A shortage of cash may be cramping 
ing the programmes of the Com- 
munist Party of the Philippines (CPP), 
but documents captured from the 
party's Finance Commission (Fincom) 
in March reveal a well-managed, com- 
mercially astute financial operation 
that moves money around Asia at 
will. 

On the financial side the Fincom 
documents belie the notion of a wither- 
ing insurgency. For 1988, the party ap- 
proved a budget of P55.2 million 
(USS2.6 million). If it can raise and 
spend all this money, the party's outgo- 
ings will be two-and-a-half times greater 
than last year's, when only 
P21.6 million was spent 
from revenues of about 
P22 million. 

Where the money will 
come from is not clear, but 
documents show that 1987 
income came from legal 
"projects" of one kind or 
another, including laun- 
dered businesses (6096), 
"revolutionary taxation,” 
including confiscation of 
assets by “reactionaries” 
(22%), “solidarity group” 
donations from abroad 
(7%) and the remainder 
from monies gained by the 
Military Commission (Mil- 
com) and by the party's 
Mindanao Commission. 

The CPP spends most of 
its money on fighting — 
60% of the 1988 projected 
expenditure will go to the Milcom, 
which received 57% (P12.3 million) 
of the party’s budget last year. (Last 
year the CPP put aside about 20% 
of the budget for its own administration, 
with the remainder going into “socio- 
economic projects” in controlled vil- 
lages or into propaganda expenses.) 
The Fincom has exhorted other party 
organs to bring in more revenue. 

The Milcom controls more than 
10,000 New People’s Army (NPA) reg- 
ular guerillas, and supervises another 
10-13,000 militiamen and women. 
Apart from the Milcom allocation, how- 
ever, the NPA is expected to be self-re- 
liant with “influenced” villages provid- 
ing free food, for example. 

The Milcom had sought a larger allo- 
cation for 1988, 244.2 million, includ- 
ing a P18 million “special projects 
fund," a P10 million reserve and 
another P4 million for “contingencies.” 
However, the CPP's largest item of ex- 
penditure, the purchase of heavier 
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weapons, lies outside the normal 
budget. It is for this reason that cash 
accounts have been set up around 
Asia. 

The great bulk of this cash comes, 
not from “support groups,” but from 
multinational companies with Philip- 
pine operations. They usually deposit 
their “revolutionary taxes” in the CPP’s 
foreign bank accounts though some 
are believed to pay “in kind,” such as by 
importing communications gear for the 
insurgents. 

More than US$6 million sits in 
Hongkong, Singapore and Tokyo bank 
accounts, according to more recent 
CPP documents. The accounts are held 
by a variety of front companies or 
individuals. Sources said the docu- 
ments name only one of the foreign 
banks — the Hongkong and Shanghai 
Banking Corp. — but this could not be 
verified. 

In a Philippines Constabulary intelli- 
gence briefing earlier this year, one offi- 
cial estimated that “foreign financial 
support received by the [communist] 
party runs to about US$8 million." 



























Th same intelligence sources said the 
communists keep at least four ac- 
counts in two different Singapore 
banks, and probably four more ac- 
counts in at least two banks in Tokyo. 
They said the party's domestic funds 
were kept, in March, at several local 
banks, including the Bank of the Philip- 
pine Islands, but that the authorities 
moved too slowly to impound these 
funds after the 28 March raid. 

Hongkong authorities, according to 
the sources, are demanding strict com- 
pos with normal legal procedures 

efore making any move to interfere 
with the accounts. This means present- 
ing prima facie evidence to a Hongkong 
court that the monies are being used for 
a criminal purpose. 

The military has apparently not 
asked the Philippine attorney-general's 
office to initiate proceedings in any of 
the three countries believed to have 
CPP bank accounts. Indeed, military in- 
telligence circles aside, other arms of 
government know nothing of the docu- 
ments' contents. It is quite possible that 
the communists’ foreign accounts re- 
main open. 

Singapore's internal security agents 
have been working to identify the per 
sons holding the accounts, but it is likely 
that these monies have already been 
withdrawn. Some military sources were 
unhappy about what they claimed is the 
Tokyo authorities’ “uncooperative at- 
titude." 

The sources said "they should be 
grateful for the help we gave them in 
tracking down [Japanese Red Army ter- 
rorist] financial information." (The 
JRA had kept at least US$2-3,000 in 
several Manila bank accounts until the 
deportation from Manila of a suspected 
JRA terrorist in June.) — James Clad 
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MALAYSIA 


Boo-boys 


against the bar 


Court demonstration sparks 
fears as rulers try to mediate 


By Suhaini Aznam in Kuala Lumpur 


Fo the first time in the two-month- 
long saga of government moves to 
remove the Supreme Court’s lord presi- 
dent, the youth wing of a political party 
has been deployed to shout against criti- 
cism of the suspension of Lord Presi- 
dent Tun Mohamed Salleh Abas and 
five other Supreme Court judges. 

The appearance outside the Su- 
preme Court on 14 July of about 50 
placard-waving members of the youth 
wing of Umno (Baru), the dominant 
party of the ruling coalition, may signal 
the government’s readiness to take 
tougher measures against its critics, in- 
cluding declaring emergency rule, ac- 
cording to political observers. Party 
youth wings are the ginger groups for 
major political parties, and the dem- 
onstrators obviously had the blessing 
of their leader, Minister for Youth and 
Sports Datuk Najib Tun Razak. 

Najib’s political secretary, Ahmad 
Zahid Hamidi, said the demonstrators 
were protesting against the Bar Coun- 
cil’s call for the resignation of the acting 
lord president, Chief Justice Tan Sri 
Abdul Hamid Omar, and for the 
reinstatement of the five judges. Zahid 
said their demands were a slur on the 
sovereignty of the king (who suspended 
Salleh and appointed Hamid). 

The youths staged their demonstra- 
tion outside the courthouse in Kuala 
Lumpur where the Supreme Court was 
hearing a government application to lift 
the 2 July restraining order on the tri- 
bunal, which had convened on 29 June 
to deliberate government charges that 
Salleh was unfit to hold office. Al- 
though the protest was peaceful, ten- 
sion mounted as security guards locked 
the gates and police reinforcements 
were called in. The youths later 
marched to the nearby Bar Council of- 
fice, shouting and waving placards bear- 
ing the slogans “Traitor Lawyers” and 
“Traitor Bar,” before being dispersed 
by police. 

As it happened, the Supreme Court 
adjourned that day’s sitting to give Sal- 
leh more time to prepare his case 
against the government application on 
the order. Salleh and the five judges had 
submitted counter applications on 13 
July, which the Supreme Court will now 
hear together with the government's ap- 
plication on 21 July. Three High Court 
judges were temporarily elevated to 
make up numbers on the depleted Su- 
preme Court bench. 





BERNAMA 


Sultan Azlan: compromise. 


Meanwhile, Malaysia's nine heredi- 
tary rulers continue to make cameo ap- 
pearances in various mediation efforts. 
On 12 July, the Sultan of Pahang told 
Pahang lawyers "not to be too en 
tional" and to "let the law take ... 
course." 

According to one source, Sultan 
Azlan Muhibuddin Shah of Perak re- 
cently summoned Salleh and suggested 
a compromise solution: that Salleh be 
reinstated and the tribunal be dissolved, 
in return for which Salleh would im- 
mediately go on leave and then retire. 
Salleh refused, saying that he could not 
then hold his head up in public. 

Sultan Azlan then asked the five 
judges to apologise to Hamid for having 
bypassed him in convening the emer- 
gency sitting in Kuala Lumpur on 2 
July which granted Salleh the stay order 
(in turn causing their suspension). To 
that, the five qmi repeated that 
they could not have informed Hamid 
since he, as head of the tribunal, was an 
interested party to that hearing. 

Expectations that the rulers will help 
solve the executive-judiciary confronta- 
tion certainly run high, though the w 
ers seem divided on the best approac 
Salleh hails from Trengganu and 
Trengganu lawyers have asked that 
state’s sultan, Mahmud Shah, to con- 
vene a meeting of the Conference of 
Rulers to resolve the dispute. 

But the rulers are only constitutional 
monarchs. Any concerted action by 
them may prompt a backlash if Prime 
Minister Datuk Seri Mahathir 
Mohamad feels himself sufficiently 
pressured, warned observers who recall- 
ed Mahathir’s nationwide rallies in 
1983 to garner popular support for con- 
stitutional amendments to curb the 
powers of the monarchy. 

Perhaps to pre-empt such a confer- 
ence, the Sultan of Kelantan reminded 
state assembly speakers on 10 July of 
their duty to uphold the monarchy and 
democratic system of government. “I 
believe, as has been proven, that the 
prone are against any drastic changes,” 

e was quoted as saying in newspaper 
reports. 
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Above the law 
— and politics 


Ghafar plays down rulers’ 
intervention in court dispute 


By Rodney Tasker in Kuala Lumpur 


s the dispute between the Malaysian 
Government and judiciary ap- 
posce a potentially disruptive finale, 
eputy Prime Minister Ghafar Baba 
has warned that no judge is above the 
law. Nor, he said, was Prime Minister 
Datuk Seri Mahathir Mohamad, whose 
initiative to suspend Lord President 
Tun Mohamed Salleh Abas has plunged 
executive-judiciary relations into a state 
of flux. 

"Only the nine rulers in Malaysia are 
“Sove the law," Ghafar told the 

EVIEW, referring to the nine state sul- 
tans. "As far as I know, rulers cannot 
take part in politics," he added — an in- 
teresting comment in the light of reports 
that some of the rulers have been agitat- 
ing for the king, who is one of their num- 
ber chosen on a rotational basis, to resign 
because he has become too prominent 
in the move to subdue the judges' alleged 
political bias against the government. 

The 63-year-old deputy prime minis- 
ter, who has been a legislator since 1955 
and has held several ministerial posi- 
tions, is widely respected as a positive 
factor in Malay politics. During the in- 
terview, Ghafar was somewhat defen- 
sive about Mahathir's role in what is 
widely seen by Malaysians as a test of 
wills between the government and a 
judiciary whose independence is now in 
Jeopardy. 

Ghafar said that when the judges 
made decisions in court they could not 
` 2 challenged. But when they made po- 

ical statements outside court, the gov- 
ernment had to defend itself. "We are 
all equal here, except the rulers — they 


have special rights. They cannot be pro- 
secuted, they cannot go to court... but 
as far I know, rulers cannot take part in 
politics." 

That may well be the case, but in the 
current unprecedented situation, in 
which not only the lord president but 
five other Supreme Court judges have 
been suspended, the king is seen to have 
been playing a role aligned to the politi- 
cal aspirations of Mahathir, and some of 
the king's brother sultans do not like it. 
Rumours abound in Kuala Lumpur that 
the other sultans, grouped under the 
conference of sultans, feel that the situ- 
ation calls for their intervention, and 
that they may meet again to discuss the 
king's position. Ghafar poured cold 
water on such a scenario. 

"When you say the rulers' confer- 
ence, it must be attended by the prime 
minister, as well as the chief ministers of 
all [nine] states," he said. "If the chief 
minister does not attend, the ruler can- 
not attend the rulers’ conference." 
However, Ghafar said that this did not 
apply to informal meetings of the rulers 
to discuss events, or when they gathered 
to elect a new king, when the constitu- 
tion says the rulers must meet alone. 

The constitution says that the rulers 
must be accompanied by their chief 
ministers, and that the prime minister 
must attend, only when they are discus- 
sing matters of "national policy." 
Whether the removal of the king fits 
into this category is open to interpreta- 
tion by constitutional lawyers. 

Some observers in normally peaceful 
Malaysia describe the situation as 
bizarre, given the recent moves by 
Mahathir to muzzle the press, his arrest 
under the Internal Security Act of more 
than 40 people including leaders of the 
leading opposition Democratic Action 
Party, and now the assault on the 
judiciary. While Ghafar defended the 
country's long-established democratic 
values, there is a great deal of specula- 
tion about where Mahathir is taking the 
country. 


Ghafar: defensive. 


The smear 


campaign 
Officials ask media to show 
foreign countries in bad light 


D gos press has been given a new task 
in Malaysia. On 12 July, the Minis- 
try of Information sent out a letter to all 
editors asking them, in effect, to em- 
bark on a smear campaign against for- 
eign countries. The request was in- 
tended for local newspapers but — 
whether by mistake is not clear — for- 
eign media based in Kuala Lumpur 
were also sent copies. 

"We would be pleased if you could 
take the appropriate action to publish 
news that would discredit foreign coun- 
tries in your newspaper," read the let- 
ter's startling opening line, which sharp- 
ly captures the government's relation- 
ship with the press and its expectations 
of journalists. 

Some publications, especially for- 








INDIA 


Oh no, not again! 


India's space programme suffers a setback 


By Salamat Ali in New Delhi 


ndia's indigenous rocket development programme 
suffered a major setback on 13 July after its second at- 
tempt to launch a space satellite failed. Like the first rocket 
launched on 24 March last year, the second and bigger ver- 
sion — a five-stage Augmented Satellite Launch Vehicle 
(ASLV-D2) — also plunged into the Bay of Bengal less than 
three minutes after blast-off. Although deeply disappointed, 
India is determined to keep trying. 
U. R. Rao, chairman of the Indian Space Research Or- 
ganisation (ISRO), said the exact cause of the failure would 
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take some months to determine and the timing of the next 
ASLV launch would depend on the result of the investiga- 
tion. But he added that a programme for launching the Polar 
Satellite Launch Vehicle (PSLV) remained unchanged. 

The PSLV is a 275-tonne, 40-m-tall, four-stage rocket 
using technology and fuel different from that of the ASLV 
and will launch a 1,000-kg remote-sensing satellite into a 
900-km sun-synchronous polar orbit. The failed 40-tonne 
ASLV was to have placed a 150-kg satellite into a near-earth 
orbit. 

ISRO insists that its programme is entirely non-military. 
But a successful ASLV could give India the capability of 


building intermediate range ballistic missiles (IRBM). So far . 


India has tested surface-to-surface missiles of only a 240-km 
range. But defence scientists are known to be developing 
other weapons that could make use of the civilian delivery 


systems. These include: a 10-km third-generation laser- * 
guided missile, and a self-propelled, quick-reaction, low- - 


level surface-to-surface system. 
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5] vanced by 
.]. dene if he opts for an early dissolution of 
“| parliament. But both he and the SLFP 
| are faced with one imponderable: how 










eign magazines with local editions, pur- 
posely highlight news. about the Malay- 
sian Government, the letter, signed by 
Director-General of Information Datuk 
Mohamed Kaus Salleh, went on. Such 
lopsided reporting would surely taint 
- Malaysia's image in foreign eyes, he 


| said. 


Ministry sources said the letter was 


1 A primarily targeted at the Australian 
>i- media and was triggered by a documen- 


tary on Malaysian politics a few months 
ago by the government-funded Special 
Broadcasting Service. The SBS pro- 


|. gramme was not aired on Malaysian 


television but video tapes found their 
way into the country, prompting TV3, a 
the rul- 


ing United Malays National Organisa- 


^. | tion (Umno) to counter it with its own 


documentary on the foreign media, en- 
titled "Disinformation — the Malaysian 
experience." 

Examples of lopsided reporting cited 
by Kaus included reports of criticisms by 
| Australian opposition MPs’ of Internal 
| Security Act detentions here, while the 


| *eruelties of the Tel Aviv regime to- 


wards Palestinians, admitted to by the 
whole world, gets little or no space in 
local papers. 

"Thus to achieve fair and balanced 
reporting, I appeal to you to balance 
such news so that Malaysia will not al- 
ways be attacked in the international 
community," said Kaus. "Your cooper- 
ation and attention to this matter is 
greatly anticipated." The letter ended 
with the usual government saluta- 
tion "Service to the Nation." 

— Suhaini Aznam 
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Au ng Gyi's anguish 


Letters by Ne Win's ex-deputy call for a shake-up 


By Bertil Lintner in Bangkok 


hen the students in Rangoon took 

to the streets in March, it was a 
spontaneous outburst of violence which 
reflected frustrations with the country's 
deteriorating economy. That they were 
leaderless was clear, for they pro- 
claimed as their leader the nationalist 
hero Aung San, who was assassinated in 
1947, 20 years before many of them 
were born. 

Since then, Aung Gyi, a prominent 
former brigadier-general, has come to 
the forefront of the latest movement 
for change in Burma by writing and 
widely distributing a series of personal 
letters to Ne Win, the chairman of the 
ruling Burma Socialist Programme 
Party (BSPP). During the recent June 
riots, Aung Gyi's name was on every- 
body' s lips and enterprising local busi- 
nessmen made photocopies of his letters 
which they sold for Kyats 40 (US$7) a 
piece. 

Many observers thought that 
Burma, after 26 years of military rule 
under Ne Win, at last was getting its 
own Ninoy or Cory Aquino. But more 
cautious observers pointed out that 
though Aung Gyi had lashed out against 
the government's economic policies and 
had exposed rey avi brutality during the 
riots, he care E, avoided bd: Ne 


| The mood of the masses 


Recent by-elections pave the way for other polls 


By Manik de Silva in Colombo 
S. Lanka's ruling United National 

Party (UNP) won three of the four 
parliamentary by-elections on 14 July, 
conceding one seat to its main oppo- 
nent, former prime minister Sirima 
Bandaranaike's Sri Lanka Freedom 
Party (SLFP). But the SLFP was able to 
console itself that in terms of the popu- 
lar vote it gained ground in all four con- 
stituencies. 

The by-election results, together 
with those of the April-June provincial 


^L council elections, where the SLFP chose 
. not to run, are now under close study by 


.] the ruling party. The result of this 


analysis can influence the timing of the 


| next general election which must be 


ust 1989, but may be ad- 


-] held by Au 
President. Junius Jayewar- 


well will the opposition United Socialist 
Alliance (USA), a grouping of the 
country's old Left and a breakaway 
gro up of the SLFP, do at a general elec- 
tion? The USA, which chose to keep 
out of the 14 July contest, could secure 
many anti-UNP votes. 

However, the major political ques- 
tion is whether Jayewardene will choose 
to hold the general election before or 
after the presidential election he is le- 
gally obliged tocall between 4 December 
and 3 January. The 82-year-old leader, 
now serving his second term, has still 
not announced if he will run for office 
again. Bandaranaike has made her can- 
didature for presidency widely known. 
Legal opinion is divided over whether 
Jayewardene can run for a third term, 
but the UNP's overwhelming majority 
in parliament can amend me; constitu- 
tion if necessary. 


Win himself. In fact, Aung Gyi's own 
political and military career has been 
closely connected with Ne Win's rise to 
power. 

At 70, Aung Gyi is seven years 
younger than Ne Win, but both of them 
hail from Sino-Burmese families in the 
Prome area northwest of Rangoon. 
Both of them also participated in the 
anti-Japanese struggle towards the end 
of World War II. Aung Gyi was one of 
the lieutenants of Ne Win, then com- 
mander of “Zone 2" in the resistance 
terminology, which encompassed the 
Hanthawaddy-Pyapon-Maubin area i~ 
the strategically important Irrawadc 
delta region southwest of Rangoon. 

After Burma's independence from 
Britain in 1948, Aung Gyi belonged to a 
closely knit team of young officers 
centred around Ne Win, who com- 
manded the 4th Burma Rifles and, 
later, became the commander-in-chief 
of the Burmese army. Many of these 
young Officers had leftist leanings; 
Aung Gyi himself was a prominent 
member of the now defunct Burma 
Socialist deu Ideologically, however, 
he was probably more of a social demo- 
crat of the West European model than a 
radical Marxist. 

In one of his recent letters to Ne Win 


Some UNP stalwarts believe the 
signs are propitious for a parliamentary 
election before the presidential contest. 
They point out that the general election 
will be conducted under a system c^ 
proportional representation (PR) an 
will not be a Westminster-style first- 
past-the-post affair, as were the by-elec- 
tions. They also argue that the by-elec- 
tion results indicate that the UNP and 
SLFP are running neck and neck, with 
the UNP having a slight edge. "They 
bank heavily on the USA taking away 
enough anti-UNP votes from the SLFP 
to give the UNP a lead which can be 
consolidated with the bonus seat each 
district winner is entitled to under the 
PR system 


T: USA played its cards wisely by 
keeping away from the by-elections. 
Having demonstrated that it is a factor 
in the political picture by a fair showing 
at the provincial council elections, at 
least a section of the USA may hope for 
some SLFP overtures about a single 
anti-UNP front. But other sections, not- 
ably the hardline old Left, which has bit- 
ter memories of their 1970-75 united 
front coalition with the SLFP, are likely 


to resist any such advances. 





— dated 9 May 1988 — Aung Gyi 
makes a point of mentioning that it was 
he who in the 1950s initiated the 
Myawaddy magazine, an anti-com- 
munist journal which was put out by the 
military as part of a psychological war- 
fare campaign. In fact, Aung Gyi had 
also been instrumental in setting up the 
Burmese army’s psychological warfare 
unit in 1953-54. 

In 1958-60 when Ne Win headed the 
caretaker government, Aung Gyi 
played a prominent role as chairman of 
one of its key committees — that of 
budget-allocation supervision — under 
the important Ministry of National 
Planning. He earned a reputation for a 
pragmatic and competent approach to 
economic matters, and it was only natu- 
ral that he was appointed minister for 
trade development and industries when 
Ne Win staged a military coup and took 
over the government in March 1962. At 
~ ttime, Aung Gyi was ranked second 

he ruling 17-member Revolutionary 
Council and was considered Ne Win’s 
heir apparent. 


ut a rivalry soon erupted between 

Aung Gyi and another of Ne Win's 
closest confidants, the considerably 
more dogmatic Brig.-Gen. Tin Pe. Aung 
Gyi was outmanoeuvred, resigned from 
the Revolutionary Council on 19 Feb- 
ruary 1963 and was subsequently jailed. 
Shortly after Aung Gyrs fall from 
grace, all private and foreign banks 
were nationalised along with all major 
industries. Burma embarked on its 
own, unique "Way to Socialism." Tin 
Pe was reputed to have been the ar- 


Chandrika Kumarantatunge, Ban- 
daranaike's younger daughter, leads the 
Sri Lanka Mahajana Pakshaya (SLMP), 
one of the USA’s three constituents. 
~ ce the recent assassination of her 

sband, film idol Vijaya Kumarana- 
tunge, who was the most likely USA 
presidential candidate, she has been 
away in England with her children. 

The SLMP says that Chandrika will 
be back soon and in the political swim. 
The SLFP says she will never run 
against her mother for the presidency. 
Whatever her decision will be, she is a 
factor in the political equation. She can- 
not be happy about what appears to be 
at least a tacit arrangement between the 
SLFP and the militant Janatha Vimukti 
Peramuna (JVP) — which was responsi- 
ble for the murder of her husband and 
many more UNP and USA activists. 

Her brother, Anura Bandaranaike, 
the leader of the parliamentary opposi- 
tion and Sirima Bandaranaike's heir ap- 
parent, has offered the JVP three minis- 
tries in a future SLFP government if the 
latter spurns its violence and joins the 
democratic mainstream. 

The by-elections had an 85% voter 
turnout, substantially higher than that 
of the lack-lustre provincial polls. One 
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Aung Gyi: attracting attention. 





chitect of the doctrinaire policy, aided 
by Ba Nyein, a civilian politician on 
the extreme Left, and Thein Pe Myint, 
a former leader of the communist 
party. 


reason for this is that the JVP made no 
armed effort to subvert the by-elections 
as it did in a killing spree during the pro- 
vincial polls. But that was not the only 
factor. The by-elections were seen by 
the voters as a precursor to the contests 
that will make or break the incumbent 
government. Although the SLFP ac- 
cused the UNP of misusing government 
machinery in the polls, it is generally 
conceded that the by-elections were 
free and fair. 


he UNP, of course, had the advan- 

tage of being in office and choosing 
where to hold the by-elections. Out of a 
possible nine, it used its option of 
nominating successors to fill five vacant 
parliamentary seats and calling by-elec- 
tions for four others in four different 
provinces. The SLFP, which does not 
appear to have made much headway 
with its campaign plank of shooting 
down the Indo-Sri Lanka peace accord 
as a sellout of majority Sinhalese in- 
terests, argues that the government chose 
four electorates with a considerable 
minority presence for this test of strength. 
Still, it is clear that the future campaign 
strategy of the SLFP will include greater 
emphasis on economic issues. 


Aung Gyi was eventually released 
from jail and established himself in busi- 
ness. His chain of tea and pastry shops 
became one of Rangoon's most success- 
ful private enterprises — and a meeting 
place for many of the old army officers 
who once had been loyal to Ne Win 
but were later ousted or forced to 
retire. 

This has probably helped Aung Gyi 
overcome the bitterness he undoubt- 
edly must have felt over his own oust- 
ing from the political scene. Over the 
past few years, he has assumed the role 
of "Burma's conscience," bringing the 
country's economic and political plight 
to the notice of Ne Win whenever he has 
found it necessary to do so. 

Actually, the recent series of letters 
is not Aung Gyi's first attempt at at- 
tracting Ne Win's attention to the coun- 
try's woes. In July last year, Aung Gyi 
met Ne Win and warned of the possibil- 
ity of violence if nothing was done to re- 
solve the mounting crisis (REVIEW, 17 
Sept. '87). In the following month, Ne 
Win for the first time talked about "fail- 
ures and shortcomings" in the Burmese 
Way to Socialism and promised limited 
reforms. But this time, Aung Gyi has 
made his criticism public by distributing 
his correspondence — and this coin- 
cided with widespread unrest in Ran- 
goon and elsewhere, which he had pre- 
dicted earlier. This brought a new di- 
mension to his role in Burma's political 
equation, analysts say. 

In a letter dated 7 March 1988, the 
first in the recent series, Aung Gyi re- 
ferred to a meeting he had had with two 
Japanese politicians who reportedly 


The JVP, which has not openly en- 
dorsed the SLFP, has maintained an 
ominous silence about its own plans for 
forthcoming elections. JVP leader 
Rohana Wijeweera ran for president in 
1982, finishing third behind the UNP 
and SLFP. His is a recognised political 
party now enjoying the government's 
public pledge of amnesty if it surrenders 
its arms and enters the democratic 
mainstream. The SLFP, too, is making 
a great play about the need to treat the 
subversives of the Sinhalese south with 
the same forgiveness the Tamil ter- 
rorists in the north have been offer- 
ed. 

But well before the presidential 
polls, Jayewardene would prefer to 
complete the provincial elections in the 
predominantly Tamil northern and 
eastern provinces. Another Tamil-re- 
lated issue is a referendum — agreed 
under last year's Indo-Sri Lanka peace 
accord — in the Eastern Province to de- 
cide if it wants to merge with the North- 
ern Province. But Indian troops have 
not yet been able to restore normality in 
the Tamil areas for the elections to be 
held there. The electoral timeframe for 
the president is tight and he will have to 
make some decisions soon. Oo 
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. said that “though Japan has provided 
economic and technical assistance to 
Burma for many years, there had been 
no... success in any sector.” Aung Gyi 
continued: “Japan no longer has any 
faith in the present . . . regime and has 
decided to cut down on the assistance . . . 
unless you [Ne Win] change the whole 
team. Since they believed that ] was the 
only person who would report the true 





^] facts to you, these two Japanese re- 


quested me to do so accordingly." 

Then followed a much longer, 47- 
page letter dated 9 May in which Aung 
Gyi outlined Burma's political history 
since World War II, his role in it and his 
position vis-à-vis Ne Win. Presumably, 
Aung Gyi now wanted to create a 
platform for himself from which to 


TAIWAN 





launch further, much ha 


the historical role Aung Gyi give 





self is that of a mediator and m 





of people such as his former rival, Tin 
Pe. In this letter, Aung Gyi also makes 
sarcastic remarks about "a great mem- 
ber of parliament of Bahan consti- 
tuency" — an obvious reference to 
Burma's president, San Yu. But there 
are no negative remarks about Ne Win 
in the letter. 

On the contrary, Aung Gyi gives 
cautious advice such as: "Having em- 
barked on socialism, I can understand 


Mandate with a sting 


Conservatives against reform face being voted out 


By Shim Jae Hoon in Taipei 


T: ruling Kuomintang (KMT) strong- 
ly endorsed President Lee Teng- 
hui’s programme of political and social 
reforms by electing most of his 
nominees for the newly expanded 180- 
| member central committee — but with 

it went a message that party leaders re- 
sisting reforms risk being excluded from 

ower. 

In the first free election for the com- 
mittee in the KMT's 94-year history, 
some 1,200 voting delegates at the 

party's 13th national congress dem- 
onstrated this dramatically on 12 July 
by dealing a punishing blow to the poli- 
tical prestige of Prime Minister Yu Kuo- 
hwa. Although Yu, 74, was third on 
Lee's list of nominees for the central 
committee, he finished a distant 35th 
when the votes were counted. 

It was a virtual vote of no-confidence 
and immediately sparked demands for 
Yu's removal and for a partial reshuffl- 
ing of his conservative cabinet. It could 
also presage the extinction of the so- 
called "palace faction" — composed of 
Yu, party historian Chin Hsiao-yi, anti- 
communist leader Ku Cheng-kang and 
former presidential aide Huang Shao- 
ku, all in their 70s and 80s — who have 
been the hardliners behind the KMT's 
uncompromising stand over relations 
with the mainland and on domestic re- 
form. They fled from the mainland and 
the communists in 1949 and were con- 
fidants of the first president, Chiang 
Kai-shek, and then his son, Chiang 
Ching-kuo, who died in January. 

After the party congress, it appeared 
almost certain that two or three minis- 
ters in charge of economic affairs, possi- 
bly Economics Minister Lee Ta-hai, Fi- 
nance Minister Chien Tsun and Chao 


| Yao-tung who heads the Council for 





Economic Planning and Development, 
might be dismissed. Lee and Chien have 
been widely attacked for supporting 
Yu's uncompromising line on economic 
management, including his reported re- 
fusal to privatise some state-owned banks. 

Lee, in his new capacity as party 
chairman, was expected to give Yu a 
face-saving way out, retaining him at 
least for the next several months. The 
clearest indication of this was Lee's 
keeping him in the key policymaking 
central standing committee. 

Although Lee allowed himself to be 
"elected" by acclamation rather than by 
secret balloting, in a concession to older 
conservatives, and stressed "harmony" 
and "discipline" over more democracy, 
the system for choosing the central com- 
mittee broke new ground. The dele- 
gates, who nominated an equal number 
to Lee's own 180 nominees for this com- 






m. | the reluctance to change its basic princi- 
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AND REAGAN... 







ples. Russia, China and Vietnam also 
have not discarded their socialist princi- 

les. So also Yugoslavia, Poland and 

ungary. But they have modified and 
revised their methods of implementa- 
tion. They also change personnel. 
There is no precedence in the world 
where continued authority is given to 
those who fail in their jobs. Changes 
have to be made.” 


H aving put his own past and general 
views into perspective, Aung Gyi in 
his latest letters, dated 12 May, 8 June 
and 22 June, goes on to highlight human- 
rights abuses during the riots with 
surprising boldness. He mentions tor- 
ture, beatings and girls being raped 


mittee, did defeat 33 of his candidates in 
the first-ever election. 

When the voting was over, 6576 
the central committee were newcome 
the average age of members had drop- 
ped from 70 to 59 — with six members 
under the age of 40, where there had 
been none previously, and those over 60 
falling in number from 121 to 75. On 
top of that, Lee Huan, the 71-year-oid 
KMT secretary-general who supports 
reform policies, won the most votes, 
thus making him a front-runner for the 
premiership should Yu step down. He 
and his three deputies have been re-ap- 
pointed for a new term in their party 
posts. 

The proportion of native Taiwanese 
also rose sharply from about 2076 to 
45%. To the surprise of many obser- 
vers, four of the top 10 among the votes 
were Taiwanese, underscoring resent- 
ment over the party's long dominance 
by mainlanders loyal to the Chiangs. 

But respect for Chiang Ching-kuo, 
who initiated the present surge for re- 
form, lingered. Three of his sons joir ` 
the central committee: businessm 
Chiang Hsiao-yung, and the two illegiti- 
mate sons who bear their mother’s sur- 
name, Vice-Foreign Minister John Chang 












REVIEW, 
frains from putting any blame on Ne 
Win. The 8 June letter, for instance, 
says: "Sir, may I request you . . . not go 
get involved or you will regret it. These 
violations of human rights will be infam- 
ous. You actually were not involved." 
Rangoon-based sources find these com- 
ments quite remarkable and claim that 
Ne Win himself directed the operations 
against the mobs in Rangoon, either di- 
rectly over the radio from his A-D 
Road residence, or by giving orders to 
his close subordinate, Sein Lwin, the 
BSPP’s joint secretary-general. 

This raises the question about what 
Aung Gyi actually expects to achieve 
through his letters. The gist of the mes- 
sage seems to be that things went wrong 


kod 


and law professor Winston Chang. 

National Security Council chairman 
Gen. Chiang Wego, the 71-year-old 

obrother of Chiang Ching-kuo, was 

exception. He was omitted from both 
the central committee and the more im- 
portant standing committee and was 
one of several party elders who were 
moved to the largely ceremonial central 
advisory committee, which is a political 
retirement home. 

To the key central standing commit- 
tee, President Lee nominated 12 new- 
comers, including a KMT deputy secret- 
ary-general, James Soong, 46, who is 
not known for mincing words and whose 
critical intervention in January defeated 
an attempt by party elders to block Lee 
Teng-hui's appointment as acting party 
chairman. 


W ith Soong as the new star player on 
the team, the ranks of younger 
reformists have been considerably 
strengthened. Among his allies are Fre- 
derick Chien, 53, Taiwan's unofficial 
ambassador to Washington who is being 

'omed as the next foreign minister; 

en Li-an, 51, the able chairman of the 
National Science Council; Education 
Minister Mao Kao-wen, 52; Interior 
Minister Wu Poh-hsiung, 49, and the 
committee's first woman member, Shir- 
ley Kuo, 58, the deputy governor of the 
central bank. 

While the number of military repre- 
sentatives rose from 19 to 21 in the cen- 
tral committee, it declined from four to 
three in the standing committee, proba- 
bly reflecting President Lee's need to 
balance conservatives against reform- 
ists and reflecting his concern over the 
military's anxiety about maintaining so- 
cial and political stability. Leading the 
military representatives is Gen. Hau 
Pei-tsun, the chief of general staff for 
the past seven years. 

The "Taiwanising" of the party was 
mirrored in the standing committee 
where the number of Tatwanese rose 
from 14 to 16 — 17 if President Lee is 
counted — giving them a majority for 
the first time, and the standing commit- 
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these mistakes within the framework of 
a modified version of the Burmese so- 
cialism. 

Considering Ne Win's age and his 
known obsession with his role in his- 
tory, analysts think it quite likely that 
the chairman will listen to Aung Gyi. As 
one observer put it: "Ne Win can hardly 
afford to leave behind a Burma in ruins. 
| Aung Gyi has offered him a way out of 
the present mess." Observers expect 
a shake-up of the ruling elite and 
some policy changes when the BSPP 
meets for an emergency congress on 
23 July. 


tee's average age fell from 70 to 63, 
lending some weight to the claim that 
the KMT has become younger, more 
forward-looking and broader-based. 
Despite the changes, Taiwan is still 
far from having completely shrugged off 
four decades of authoritarian KMT 
politics. The lifting of martial law last 
year, and de facto recognition of the op- 


position Democratic Progressive Party | 
(DPP), has yet to bring to Taiwan the | 
degree of democratic politics practised 


by some comparable Asian countries. 
Neither President Lee nor the con- 


gress has submitted a comprehensive - 


timetable on wider democratisation, 
such as the direct election of the presi- 
dent and the lawmaking Legislative 
Yuan, as the DPP and other groups 
have demanded. “Drastic changes do 
not benefit anybody [here]," Ma Ying- 
jeou, a youthful KMT deputy secretary- 
general said. He described the new 
standing committee as stressing "stabil- 
ity and progress." 

Creeping improvement also domi- 
nated the new mainland policy. The 
congress merely legalised the already 
flourishing two-way trade with China 
through Hongkong and other third 
countries and officially approved a list 
of 29 commodities that Taiwan's busi- 
nessmen may indirectly import from 
China. This did not, however, include 
the coal, cotton or oil businessmen say 
are vital for them if they are to be com- 
petitive in the international markets. 
Cotton makes up 30-4076 of the price of 
textile goods and the price of coal af- 
fects the cost of cement and utilities. 
“We'll be losing a lot of business to 
other countries 1f the government does 
not act more boldly [on mainland 
trade],” said one businessman. 

The policy guide on mutual visits 
eased considerably, however. Mainland 
students studying overseas or those 
wishing to attend funeral services of re- 
latives or visit relations who are criti- 
cally ill will be allowed into Taiwan. The 
door has also been left open for 
Taiwan's participation in sports events 
in China. oO 





! cause Ne Win did notlisten | | - 

to him, but to Tin Pe, Ba Nyein, Thein - 
Pe Myint and other bad advisers and - 
that the time has now come to rectify | 
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VIETNAM 


Socialist stagnation 


Vietnam faces deepening economic and political problems 


By Murray Hiebert in Hanoi 


ietnam's troubles are deepening 19 

months after the Vietnamese Com- 
munist Party elected Nguyen Van Linh 
to spearhead its efforts to rescue the 
country from near-economic ruin and 
growing political malaise. In an eco- 
nomic report to the national assembly in 
late June, Acting Premier Vo Van Kiet 
admitted that the economy had “under- 
gone alarmingly complicated changes” 
and charged that the country’s “leader- 
ship has shown indecisiveness” and 
failed to “draw clearcut and definite 
conclusions.” 

Linh seems to remain personally po- 
pular, but he told party cadres in a 
speech late last year that even pey 
members had begun losing confidence 
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fuoi at the national assembly: ‘conservative’ ba 





since the party’s congress in late 1986. 
Visitors today no longer hear people 
talking about the “winds of change,” a 
cliche that was popular a year ago. In- 
stead, many ordinary Vietnamese, gov- 
ernment officials and even Hanoi's 
Soviet-bloc allies, are beginning to ask 
openly whether Vietnam’s ageing lead- 
ers have the energy and the ideas 
needed to halt the country’s downward 
spiral. 

Some of the harshest criticism of the 
government’s performance came in late 
June from members of the assembly, 
Vietnam’s nomimal parliament, which 
until recently was little more than a rub- 
ber-stamp for decisions made by the 
party central committee. Delegates 
from Ho Chi Minh City, in the formerly 
capitalist south, accused government 
ministers by name of mishandling a food 
crisis which resulted in starvation in 
northern Vietnam earlier this year, and 
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of failing to slow the country’s raging in- 
flation. 

According to news reports in Youth 
magazine in early July, southern assem- 
bly members pointedly asked Agricul- 
ture Minister Nguyen Cong Tan why he 
had “accepted false reports” late last 
year about a bumper rice crop in Thanh 
Hoa and other northern provinces of 
Vietnam only a few months before the 
famine. “Will he be responsible for the 
recent starvation?” the Ho Chi Minh 
City delegation asked Tan. “In some 
countries where a fatal accident occurs 
... the responsible minister must be dis- 
missed. What about in this country?” 

National assembly members also for 
the first time publicly challenged the 
party central committee’s 
nomination for a key govern- 
ment post by demanding that at 
least two candidates be allowed 
to run for premier. Delegate 
Nguyen Thi Thi, who heads the 
successful Ho Chi Minh City 
Food Co., told visiting jour- 
nalists that the assembly pre- 
sidium pressured the city’s dele- 
gation to accept the party’s can- 
didate, Do Muoi, but the south- 
erners insisted on also nominat- 
ing Kiet, the popular former 
mayor of Ho Chi Minh City and 
acting premier, so as to have a 
“democratic” election. 

In the end, Kiet lost social- 
ist Vietnam's first contested 
election for the premiership to 
Muoi, who ranks third in 
the party politburo. But Viet- 
namese and foreign observers 
were int guec by the results 
— Muoi got 64% of the assembly’s 
votes compared with  Kiet's 


“Ninety percent of the national as- 
sembly are party members, but Muoi 
only got two-thirds of the vote," said 
one diplomat in Hanoi. "That means 
one-third of the party members broke 
rank [with the party's nomination ." 

After Premier Pham Hung died in 
March, Kiet was widely tipped to be in 
line for the job. But over the next few 
months as Vietnam was rocked by two 
economic disasters — runaway inflation 
and famine in the country's northern 
province — Kiet's fortunes changed. 

Kiet appears to have been the party's 
scapegoat for the economic crisis. In his 
report to the national assembly, the act- 
ing premier accepted responsibility for 
the problems. He said he had not de- 
scribed the critical food shortage force- 
fully enough to the politburo in Feb- 





ruary to convince the party's ruling 
body immediately to begin importing 
rice, 

Diplomats say Kiet’s position slip- 
ped further in May when party chief 
Linh, who worked with Kiet in Ho Chi 
Minh City after the communist victory 
in 1975, threw his support behind Muoi 
and began introducing him around the 
country as Vietnam’s next premier. 
After his election in late June, Muoi 
promised the national assembly that he 
would "thoroughly grasp the renovative 
spirit" of party leader Linh. 

But communist bloc sources in 
Hanoi are not convinced that the new 
premier is a born-again reformer. They 
describe Muoi as a "conservative" and a 
close ally of Le Duc Tho, the powerful 
former aide to party leader Le Duan 
until his death in 1986. These sources 
say Tho, who formally retired 19 
months ago, continues to wield consi- 
derable influence through the hundreds 
of provincial party and security offici ' 
he appointed when he headed the ce 
tral military party committee in the 
early 1980s. 


D iplomats in Hanoi believe Linh sup- 
ported Muoi as premier in an at- 
tempt to balance the competing views 
within the communist party. "If Kiet 
had been elected premier, the reform- 
ers would have taken over all the key 
posts," said one observer. "The conser- 
vatives would have been pushed to one 
side and been free to engage in rear- 
guard action." But as premier, Muoi 
was obliged to support reform and 
would not be able directly to oppose 
Linh, the diplomat said. 

Linh is not a Vietnamese Mikhail 
Gorbachov, analysts said, even though 
he rose to power on the coat-tails of the 
Soviet leader's election. Linh has not 
been able to oust his opponents and in- 





Reform plans 
lack bite 


Private enterprise is 
still floundering 


Ture Huu Thang is one of the rich- 
est men in Hanoi and one of the few 
people who has profited from the gov- 
ernment’s recent economic reforms. 
Thang, 45, was locked in a Hanoi jail 
cell during the December 1986 party 
congress which elected Nguyen Van 
Linh as party chief with a mandate to ex- 
periment with capitalist-style reforms. 
Thang says officials suspected that he 
had stolen the materials to build his 
seven-bedroom house. 

But a month later, Thang was freed 
and last March, after Hanoi lifted its 
prohibitions on private factories, he 
opened a workshop with 30 employees 
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stead has had to work with them in the 
Vietnamese communist pattern of col- 
lective decision-making and the Confu- 
cian tradition of respecting seniority. 

East European my i say the 
Vietnamese party has been “paralysed” 
for the past year because its collective 
leadership has not been able to build a 
consensus on the pace of reform. Linh 
admitted in a speech to party officials 
late last year that his reforms face “seri- 
ous opposition, even at the central 
level." 

Kiet described the resulting stagna- 
tion in his economic report as acting 
premier to the national assembly last 
month. “In the recent past, many im- 
portant and pressing policies . . . have 
not been decided in a timely and coordi- 
nated manner," he told the delegates. 
"Although much time has been spent 
discussing them, a necessary consensus 
has yet to be reached." 

Most Western observers are uncer- 

in where specific party leaders stand 
. 1 any given issue. One diplomat com- 
pared the politburo to *12 men wrestl- 
ing under a blanket." But East Euro- 
pean diplomats in Hanoi say they detect 
four different groups within the party — 
reformers, neutralists, military and sec- 
urity officials, and bureaucrats. Linh 
and his fellow reformers had the upper 
hand for six months after the December 
1986 pre congress, according to these 
sources, but then the alliances began 
to shift back and forth within the 

arty depending on the issue being de- 

ated. 

Vietnamese sources insist that the 
country's leadership is united on the 
need for reform, but they admit indi- 
vidual leaders differ on the pace of 
change. “No one stands against the re- 
forms, but in reality some people don't 
act firmly," said Gen. Tran Cong Man, 
editor of the People's Army newspaper. 


oducing spare parts for foreign-made 
diesel engines. Thang has five engineers 
working feverishly to develop a pro- 
totype engine of his own, which he 
hopes to begin producing by the end of 
the year in three satellite workshops 
around the city. 

"So far, only daring people risk start- 
ing enterprises," Thang said, admitting 
that his factory is one of only three pri- 
vate ventures in Hanoi. “If I am success- 
ful, others will follow my example. If I 
collapse, they won't." 

Thang refuses to say how much he 
earns, but he en A bought two 
Toyota cars and three Honda motorcy- 
cles in a city where most people still ride 
bicycles. Thang’s 10-year-old daughter 
has a piano in her private bedroom, 
which is bigger than the living space of 
many Hanoi families. 

Also prospering from private enter- 
prise is Doan Xuan Phieu, a 59-year-old 
rice farmer in the suburbs of the north- 
ern port city of Haiphong. Thanks to the 
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"Some people are afraid if they move 
the process too fast it will lead to anar- 
chy." 

Hanoi's efforts to decentralise deci- 
sion-making and grant more autonomy 
to the provinces have also caused confu- 
sion. Many local officials have set up lit- 
tle fiefdoms independent of the central 
government, returning Vietnam to the 
days when "the emperor's decree stops 
at the village gate." 

The northern province of Thanh 
Hoa, under party boss Ha Trong Hoa, is 
the most dramatic example. He was fi- 
nally sacked by the central committee 
last month for large-scale corruption, 
but it took almost four years to oust him 
because he built up a small empire of 
loyal officials and journalists who pro- 
tected him. 


H anoi complains that provinces often 
look out only for their local in- 
terests, not for those of the nation. 
Trinh Thai Hung, the deputy mayor of 
the northern port city of Haiphong, said 
some provinces try to export their goods 
to the West for US dollars instead of 
helping the central government meet 
its contract obligations to Soviet-bloc 
countries. According to a rumour mak- 
ing the rounds in Hanoi, several south- 
ern provinces even demanded US dollar 
payment this spring when northern pro- 
vinces came looking for rice to meet 
their shortfall. 

Some Vietnamese officials say that 
another problem facing the reforms is 
that the country’s communist ideology 
has not been revised to reflect the new 
policies. Neither Linh nor his fellow 
pragmatists are ideological thinkers, so 
in the resulting void local officials are 


government's more relaxed policies, he 
has opened a private tailoring shop and 
he also raises flowers for export. Like 
most of his neighbours, Phieu recently 
built a brick house, costing six taels of 

old, or about US$3,000. He owns a 

V, an antique clock and two rooms full 
of new furniture. 

Thang and Phieu are exceptions in 
Vietnam. Most people still have not en- 
joyed the benefits of Linh's "none to 
rescue the economy from more than a 
decade of stagnation. For many, the 
chaos resulting from the reforms has 
brought increased hardship. Runaway 
inflation and desperate food shortages 
early this year squeezed millions of 
Vietnamese harder than at any time 
since Vietnam's economy nearly col- 
lapsed in 1979, 

“Vietnam has conceived some good 
reforms on paper — full stop,” said one 
Eastern bloc diplomat in Hanoi. “But 
they haven't implemented them.” 
Nguyen Xuan Oanh, a Harvard-trained 


Most Hanoi people still ride bicycles. 


putting their own stamp on communist 
theory. 

“In my opinion, the economic re- 
forms are going slowly and sometimes 
contradict each other because the over- 
all ideology has not been changed to fit 
the renovation policy,” said Tran Bach 
Dang, a retired party ideologist. 

"We used to think if a person is rich 
and has a beautiful house, he smells 
capitalist," observed Dang, who now 
lives in a Ho Chi Minh City villa for- 
merly rented by the No. 2 in the US em- 
bassy. "But Marx never described 
capitalism in such a simplistic way." 

Dang also railed against corruption 
among communist officials, which he 
said has caused the public to lose confi- 
dence in the party. "During the war, 
being a communist meant being ready 
to sacrifice your life, or go to prison. 
Now it means to own a house, a car and 
have other privileges," Dang said. 
"Now there are 50,000 communist party 
members in Ho Chi Minh City — you 
might say 50,000 mandarins — and cor- 
ruption is quite widespread." Oo 
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economist and government adviser, 
said Vietnam desperately lacked people 
with the know-how and experience to 
introduce the new policies. The mis- 
handling of two economic disasters ear- 
lier this year highlights Hanoi's difficul- 
ties. 

Vietnamese economists say the crisis 
emerged at the beginning of the year 
when rumours spread that the govern- 
ment would soon devalue Vietnam's 
currency from Dong 368:US$1 to about 
Dong 900, just below the rate of Dong 
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1,000 on the black market. “As 
soon as the speculators heard 
about it, capital flight began,” 
said economist Oanh. “Everyone 
began dumping dong and buying 
gold, dollars and other com- 
modities.” 

Further panic buying followed 
the announcement by the State 
Bank in early March that it was in- 
troducing Dong 1,000, 2,000 and 
5,000 bank notes. Within a few 
weeks, the black-market value of 
the dong fell from Dong 1,000 to 
Dong 3,000:US$1, causing the 
prices of food and other essentials 
to triple. 

Around the same time, rice 
stocks in parts of northern Viet- 
nam began to run out. The coun- 
try had suffered a crop failure 
for the second year in a row, but 
Acting Premier Vo Van Kiet told 
the national assembly last month 
that the government was slow to 
recognise the problem because 
it had received inflated 1987 
production figures from some 








provinces. 





Despite these setbacks, Linh 
and his colleagues seem deter- 
mined to press ahead with re- 
forms. In March, restrictions on 
private-production — enterprises 
were dropped in Hanoi, allow- 
ing entrepreneurs like Thang to 
set up his diesel-engine factory. 
And in June, the Haiphong Ship- 
ping Co. was given permission to 
sell the first stocks in communist 
Vietnam. By early July, it had 
sold 600 shares at US$1,000 
each. 

New policies are also being in- 
troduced in agriculture to boost 
farm production. A politburo re- 
solution adopted in April decided 
to downgrade the role of agricul- 
tural cooperatives and allow farm- 
ers to perform individually most 
of the tasks in the rice-growing 
cycle. Under a revised contract 
system, said Agriculture Ministry 
official Nguyen Van Phuc, pe 
sants will now be able to keep 4 
50% of their output, up from 25%_ 
under the old contract system, 
and they will be allowed to farm 








ine workshop. MURRAN HIEBERT 


Agriculture magazine published an 
article in November under the headline, 
“Bumper Tp in Thanh Hoa.” A few 
months later, 21 people in this province 
south of Hanoi had died of starvation, 
according to reports to the national as- 
sembly. 

When the government finally recog- 
nised the crisis, it had trouble mobilising 
transport to move enough rice quickly 
from the more prosperous south. And, 
because prices were rising daily after the 
currency collapse, southern farmers 
were reluctant to sell their surplus grain. 
For many, rice became a hedge against 
inflation. 

Hanoi and a dozen northern pro- 
vinces ran low on rice, forcing the price 
up to Dong 750-800 a kg and creating 
serious hardships for workers on fixed 





salaries. The problem only began to 
abate in early June, when the country 
started harvesting a fairly good crop. 
But agricultural specialists said new 
shortages could appear in September 
and October, when the recently har- 
vested rice has been consum- 
ed. 


j oo severe jolts to the economy 
not only threatened the livelihood of 
millions of Vietnamese, but they also 
scared off foreign companies which 
Vietnam had hoped to attract through 
the liberal foreign-investment law 
adopted late last year. “No one will 
come if the situation is this bad,” said 
Oanh. “We will have to get our fiscal 
system and foreign-exchange rates 
overhauled first.” 


the same plot of land for 10 years to en- 
courage them to invest in improving the 
soil, 

In an attempt to cut government 
spending, officials say Hanoi has also 
begun reducing the size of its more than 
|.1-million standing army. Gen. Tran 
Cong Man, the editor of People's Army 
newspaper, said the number of troops 
guarding the border with China, which 
invaded Vietnam briefly in 1979, has al- 
ready been reduced. 

Officials in Ho Chi Minh City said 
most of the 50,000 troops being with- 
drawn from Cambodia this year will be 
demobilised. Economist Oanh said this 
influx of young men, when added to the 
300-400,000 already unemployed in the 
city, could well cause at least short-term 
social “disruption.” ^ — Murray Hie 





Reaching out again 


Hanoi seeks better relations with China and US 


ietnam's national assembly, in another gesture signalling 

Hanoi's interest in normalising relations with Peking and 
Washington, took steps late last month to delete hostile refer- 
ences to China and the US from its constitution. Vietnamese 
sources said the amendments demonstrate Hanoi's recogni- 
tion that its foreign policy must be adapted to serve the com- 
munist party's domestic policy of “renovation.” 

“The old paragraphs are now somewhat out of date," said 
deputy foreign minister Tran Quang Co, an alternate member 
of the communist party central committee, referring to the 
constitution's preamble. “Since the Sixth Party Congress [in 
late 1986], the general line of our foreign policy has been to try 
to make efforts to normalise our relations with every country 
— with the US, China and the different Asean countries." 

The preamble of the present constitution, adopted in 1980, 
makes two references to “Chinese hegemonists" and seven 
times mentions “US imperialists” and “US aggression.” It also 


makes critical references to past French and Japanese actions 
in Vietnam. 

According to Vietnamese sources, the national assembly 
is also planning to delete references to Vietnam's support for 
revolutionary struggles in other countries. Article 14 of the 
constitution says that Vietnam “actively supports and contri- 
butes to the struggle of the world's people against imperial- 
ism, colonialism, neo-colonialism, hegemonism and apar- 
theid." 

Diplomats in Hanoi said the revisions to the constitution 
are the work of Foreign Minister Nguyen Co Thach, who is 
trying to develop a more sophisticated diplomatic style which 
will help Vietnam end the international isolation which fol- 
lowed its invasion of Cambodia a decade ago. These sources 
said Thach was trying to develop trade links with Vietnam's 
neighbours and with the West to rescue Vietnam's economy 
from its continuing nosedive. 

National assembly delegates said the constitution's revised 
preamble, which is currently being rewritten by the assem- 
bly's judiciary and foreign relations committees, will proba- 
bly be ratified at the next assembly session in late December. 

— Murray Hiebert 
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Character 


Difficult to define but always recognised. 
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VISA — THE MOST WIDELY ACCEPTED NAME IN THE WORLD 





YOU WON'T NEED a black 
belt to watch the champions 
battle it out this summer in Seoul. 

All you ll need is VISA. 

Because VISA is the only card 
that will be accepted at the 1988 
Summer Games, as you might 
expect from the world's most 
accepted name. 

And you Il find it just as widely 
accepted outside the Games; not 
just in the heart of Seoul, but 
throughout Korea. 


Wellget you into 


the Olympic finals 
Without a fight. 
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Whether you want to thoroughly 
explore one of the world's most 
ancient and fascinating civilisations, 
or simply enjoy the delights of a 
Korean barbeque, you Il find 
that VISA is your ideal travelling 
companion. | 

So dont forget to carry your 
VISA card and VISA Travellers 
Cheques to the 1988 Summer 
Games in Seoul. 

Its the best way of throwing 
your weight around. 


Its everywhere you want to be. 


INDONESIA 


Faith in teaching 


Muslims say new education law is too “secular” 


By Michael Vatikiotis in Jakarta 


T5 presentation of a draft law on 
education to the Indonesian Parlia- 
ment has upset Muslims and raised the 
sensitive issue of the role of the majority 
religion in the state. Muslim leaders say 
that the draft of the new law, the first 


legislation covering education since | 


1950, appears to downplay the role of 
religious instruction in schools. 

This is the second time this year that 
a draft law has raised the dust of con- 
troversy. In February, the People's Re- 
presentative Council (DPR) held up the 
passing of a new law governing the 
armed forces until sweeping changes 

're made to the draft (REVIEW, 17 
wiar.). At the time, observers were im- 

ressed by the way the newly elected 
PR demonstrated its independence 
from the government. 

But while the argument with the 
armed forces bill was that it was too 
explicit in certain areas, the feeling is 
that the present draft legislation pro- 
posed by the Ministry of Education and 
Culture is not specific enough. Cer- 
tainly, for the Muslim lobby the new law 
does not make explicit enough the role 
of religious instruction at ali levels of 
education. 

According to Lukman Harun, dep- 
uty chairman of the largely urban- 
based Mohammadiyah organisation, 
the draft bill departs from the stipula- 
tion in the Guidelines of State Policy 
(GBHN) agreed to in March this year, 
that religious instruction should be com- 
pulsory at all levels of education. Harun 

ints out that in the draft version of the 

oposed national curriculum, religious 
instruction is not mentioned. Else- 
where, he says, religious instruction is 
only made compulsory at primary 
school level. 

Mohammadiyah is also uneasy about 
the draft bill's insistence that admission 
to schools should not be determined by 
sex, race, religion or economic stand- 
ing. They argue that this would mean in 
theory that schools admitting only Mus- 
lims were breaking the law. "Frankly 
speaking. it is a secular draft law," Luk- 
man told the REVIEW. 

The issue is a sensitive one for the 
Mohammadiyah, which is principally 
involved in Islamic education, support- 
ing a large network of religious board- 
ing schools (pesantren) and private uni- 
versities. But the criticism also reflects a 
tendency among Muslim institutions to 
suspect the government of eroding the 
role of Islam, under the state ideology 
of Pancasila. Belief in god is the first of 
the five principles which define Pan- 
casila. Using this, the Muslim hierarchy 
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fervently clings to the idea that In- 
donesia is not a secular state — though 
in his 17 August independence day 


speech two years ago, President 
Suharto seemed reluctant to jump 
either way. Indonesia, he said, is 


neither a theocratic nor a secular state. 
Defending the draft law, the Minis- 
ter of Education and Culture Fuad Has- 
san has said the legislation needs to be 
“defined in general terms” because “a 
too specific regulation may hamper de- 
velopment of education in the future.” 
It is common for Indonesian law to em- 
brace broad definitions and avoid speci- 
fics so that later interpretations can be 
done by consensus. “The new law is 





only a set of basic regulations; policies | 


eb 


Girls students at Dini yah Putri school: controversy over educating Muslims. 


are a different matter,” says Prof. Harsja 


Bachtiar of the Education Ministry. 
Bi this, however, undoubtedly 
lies the government's wish to deve- 
lop a single national education system 
based on law. This, according to Bach- 
tiar, is an attempt to erase the legacy of 
the colonial period which left Indonesia 
with “a multitude of education systems 
based either on religious or ethnic dif- 
ferences.” The problem for the govern- 
ment is that any attempt, however laud- 
able, to streamline policy runs the risk 
of antagonising minority interests. For 
the Islamic establishment, the progres- 
sive emasculation of Islamic politics 
under Suharto's New Order has meant 
that education is one area through 
which it continues to wield influence. 
The Education Ministry denies that 
the draft law de-emphasises religious in- 
struction, though Bachtiar admits that 
"the law is trving to be more pluralis- 
tic." He points out that the initial defini- 
tion of national education lays stress on 
subjection to the belief in god. How- 
ever, the Mohammadiyah, acutely con- 
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scious of altering definitions, notes that 
the word berimam, or “to hold religious 
faith," which appears in the GBHN, is 
dropped from article 4 of the draft 
law. 

The Muslim lobby expects the final 
version of the education bill to reflect 
their objections. "The government can- 
not afford to alienate Muslim interests 
and risk providing a focus for unrest," a 
senior government official told the 
REVIEW. Sources say that the bill has 
taken five years to draft and has passed 
through three changes of minister. For 
this reason, some parts may have been 
carelessly worded. 

For many in the field of education, 
the real issue raised by the bill is the 
strength of the government's commit- 
ment to education as a development 
priority. In a recent speech, the rector 
of the Jakarta Institute for Teacher 
Training and Education, Conny 
Semiawan, revealed that of the roughly 
8 million students at the junior high 
level, “about 650,000 graduates went on 
to enter senior high school.” Of these, 
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she said, 450,000 applied to institutes of 
higher education and around 70,000 
were admitted. Semiawan suggested 
that a shortage of qualified teachers, 
facilities and funds was responsible for 
the high dropout rate. 

Bachtiar admits that the quality of 
education is a problem. "If we look at 
teachers’ salaries, they are much too 
low," he said. "We cannot expect them 
to perform as we would like to see them 
perform if they are so badly paid." He 
argues, however, that Indonesia has 
chosen a quantitative, rather than quali- 
tative strategy, pointing out that 9896 
of Indonesian children between the age 
of six and 12 years receive basic primary 
education. 

The hope is that a common basic 
education system, rooted in law, will 
improve the quality of teaching and at 
the same time maintain its reach. "In 
the end, we have to move towards 
a single system," an experienced 
educator told the REVIEW. The key to 
this, he added, is whether the govern- 
ment “is inclined to protect the educa- 
tion sector from budget cuts." oO 
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Scandals shake faith in key institutions 


The corruption of mateship 


To many Asians — who 
have long been on the 
receiving end of Aus- 
tralian stereotyped 
thinking about the 
corrupt Orient — the 
current spate of scan- 
dals, inquiries and 
proposed reforms in New South Wales 
and other states is an indication that 
Australian society may not be very 
much different from theirs when it 
comes to venality. 

Among other cases, a former state 
attorney-general and minister for plan- 
ning and environment is being investi- 
gated posthumously for allegedly ac- 
cepting bribes involving re-zoning; a 
former chief magistrate was jailed for 
influencing another magistrate in the 
trial of a Fiend, and a police officer is 
being tried for perverting the course of jus- 
tice in investigations into a heroin deal. 

As Asians watch how the Australian 
legal system deals with the problem of 
corruption — and how some Aus- 
tralian politicians have had to be 
forced into confronting the evi- 
dence of wrong-doing by colleagues 
— the hypocrisy of some Australian 
press commentary should not be lost 
onthem. 

Corruption has been with Aus- 
tralia since the first White settle- 
ment 200 years ago when the British 
Government attempted to solve 
their crime problem and that of 
overcrowded prisons by transport- 
ing criminals to Australia. 

But the 18th and 19th century 
concept of a “criminal class” that 
needed to be isolated was shattered. 
It was not the prisoners, or their de- 
scendants, who lapsed in the col- 
ony's isolation from Britain. It was 
the custodians — the officers of the 
New South Wales Corps. Known as 
the "Rum Corps" from its dealings 
in the liquid currency of the era, the 
unit staged Australia’s first (and 
only) military coup when a strict 

overnor (William Bligh, of Bounty 
ame) clamped down on their venal- 
it 
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What that hard beginning and 
the continued isolation and tough 
conditions for succeeding genera- 
tions of free settlers did engender, 
however, is the traditional Austra- 
lian concept of "mateship." The 
shared experience gave all Austra- 
lians a special bond and it especially 
gave subgroups who were tradition- 


By Shim Jae Hoon and Michael Malik in Sydney 


Police on 


ally oppressed in Britain an even more 
heightened sense of community of in- 
terests. 

The most obvious of these groups are 
the Irish Catholics, and it is the close 
protectiveness of communities such as 
these which has led, by steps, to a tradi- 
tion of looking after each other — with 
money, employment and influence, 
where it existed — which in part is rec- 
ognised as an important factor in the 
growth of corruption. 

Corruption is widely regarded as 
having grown — though not exclusively 
so — with the Irish Catholic community 
which is dominant in the Australian 
Labor Party (ALP), now in power, and 
the trade-union movement. This was in- 
stitutionalised in the ALP through its 
influence in local government and its ac- 
cess to construction contracts and re- 
zoning decisions. 

The opportunities are multiplied by 
the heavy government presence in Aus- 
tralia, with six sovereign states in the 
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beat in Sydney's Kings Cross. 





federation. Canberra and the state capi- 
tals maintain a high degree of regulation 
— over everything from the number of 
aircraft on piricdisr routes to the open- 
ing hours of shops. In recent years, con- 
trol of access to the aviation and media- 
communications industries has given 
rise to questions about the relationship 
between business and political parties. 

Deregulating, privatisation or chang- 
ing the rules in these sectors can obvi- 
ously disturb wealthy vested interests, or 
open up lucrative opportunities for new- 
comers. 

The question is: just how corrupt is 
Australia? Where does doing a friend a 
favour — and being repaid when it is 

ossible — end and corruption begin? 

his has been at the heart of innumer- 
able investigations, royal commissions 
and judicial inquiries into the activities 
of politicians and the police over the 
years. In many cases the ability to prove 
criminality has been thwarted by that 
very “mateship” which was under inves- 

, gation. “The Old Pals’ Act has 
never been repealed," New South 
Wales (NSW) Attorney-General 
John Dowd succinctly said. And 
now, the growing drug problem and 
Australia's open, non-authoritarian 
system make it even more vulnera- 
ble to manipulation by organised 
criminals. 


da TW FINE — SNOS * XY 3Hlv 3 NH 


W e are concerned about the 
growth of corruption ar^ 
[its] penetration into law-enforc 
ment agencies, at a level intolerabie 
and unacceptable to Australian so- 
ciety," Dowd told the REVIEW soon 
after the NSW government steered 
legislation through the state parlia- 
ment to set up a permanent Inde- 
pendent Commission Against Cor- 
ruption (ICAC). This body will 
have sweeping powers to investi- 
gate, interrogate, and recommend 
prosecution — powers which are 
even more comprehensive than 
those of the police in some areas. 
The string of scandals over the 
past few years in the state — often 
only investigated after being ex- 
posed by newspapers — has fuelled 
the reform movement, and in part 
led to the defeat of the state Labor 
government in March by the Libe- 
rals under Nick Greiner, a deter- 
mined reformist. The scandals have 
involved dozens of policemen, a 
High Court judge, two state minis- 
ters — one the minister for prisons, 
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now jailed — a senior magistrate, a po- 
lice commissioner and a deputy commis- 
sioner. This indicates, as Greiner gov- 
ernment officials suggest, that the prob- 
lem was at a high enough level for dras- 
tic action to be needed to restore public 
confidence. 

South Australia is studying whether 
it needs a body like the ICAC, which is 
based loosely on Hongkong's commis- 
sion, and Western Australia is in the 
early stages of drafting similar legisla- 
tion. A commission of inquiry into cor- 
ruption in Queensland might well 
recommend that something similar be 
set up. 

As in Asia, where close personal re- 
lationships can lead to corruption, 
policemen in Australia apparently feel 
no qualms in accepting a free joint of 
meat or lunchtime hamburgers from a 
neighbourhood store. Terrence O'Con- 
nell, a former Scotland Yard officer 
who once investigated this problem in 

ie Queensland police force, provided 
an insight into police culture by recall- 
ing his conversation with police cadets. 
While most said they would accept a 
free cup of coffee from a cafe owner on 
their beats, only half of them said they 
would accept a free cheese roll. 

Ironically, this same O'Connell con- 
fessed at the Queensland inquiry 
to suppressing his own knowledge 
about corruption in the Queensland 
police force because he did not want 
to "rock the boat" for a new police 
chief. 

Although large sums of money are 
sometimes involved, most corruption 
which has been uncovered in Australia 
has been at a relatively low level — in- 
volving "bent" policemen involved in 
drug and prostitution rackets, or pay- 
offs to local or state authorities for 
favours such as development contracts 
or re-zoning to increase the value of 

roperty. The Italian and Chinese im- 
Bs communities also have brought 
with them elements of the Mafia and 
triad criminal societies. 

Accusations of corruption do not 
reach to federal government level, 
where such favours are not currency — 
the mostseniorofficialseversuccessfully 
prosecuted have been at state govern- 
ment level. However, one recent 
NSW premier, the late Sir Robert 
Askin, is alleged in a highly regarded 
book to have taken regular pavments 
from illegal gambling sources. Before 
entering politics, Askin himself was a 
bankteller and illegal bookmaker. Pre- 
miers, however, are more often accused 
of turning a blind eye to corruption than 
of being personally corrupt themselves. 

But sometimes, indeed often, 
mateship is not so innocent. Gary 
Sturgess, Greiner adviser and drafter of 
the ICAC legislation for NSW, explains 
the atmosphere the new state govern- 
ment is trying to dispel: 

"The perception of rot at the top 
helps corruption to grow. When it is 
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possible for a man fixing a development 
deal or a re-zoning for a fat fee to tell the 
people paying him that some of it is 
poing to the state premier — and be 
elieved — it encourages corruption. It 
merely says something about the level at 
which corruption has he accepted." 


here is little faith in the system. 

This becomes obvious in casual con- 
versation. Whensomeone is acquitted or 
charges are dropped in Sydney or Bris- 
bane, people automatically believe 
“someone was got at.” A taxi driver 
casually told the REVIEW he gets minor 
driving offences dropped for A$150 
(US$118) paid to the right policeman. 
According to Sturgess, though his view 
may be subjective, the perception that 
corruption is common is so widespread 
that people are convinced it exists and is 
therefore cause for concern. The same 
suspicion does not exist in Victoria 
where the Scottish calvinist ethos of its 
early settlers has largely sur- 


National Companies and Securities 
Commission. Legislation has been 
proposed to establish a new body, the 
Australian Securities Commission, 
which will have wider powers to investi- 
gate, gather information and hold hear- 
ings. The commission will increase the 
federal government's control over com- 
panies in areas where state governments 
previously were the regulatory power. 

Although not involving corruption, a 
recent raid by tax officials on the Sydney 
offices of Citibank and the seizure of 
files reflects concern over tax avoid- 
ance, said to be costing the country 
millions if not billions of dollars a year in 
lost revenue. The Citibank raid was part 
of an investigation into whether a share- 
preference scheme which officials 
suggest might involve transfers offshore 
of hundreds of millions of dollars was 
being used by major Australian com- 
panies in order to avoid tax. 

Some businessmen, of course, op- 





vived, he pointed out. 

He quotes from the book 
Corruption in Developing 
Nations, by Ronald Wraith 
and Edgar Simpkin, which 
incidently is in reference to 
Africa: “How much is true 
and how much is false about 
corruption in high places no- 
body outside a small circle 
can ever know for certain. 
What is certain and can be 
said without circumlocution 
is that to wander through the 
corridors of power in these 
countries is to wander 
through a whispering gallery 
of gossip, in which the fact of 
corruption at the highest 
level is taken utterly for 
granted, and the only in- 
terest lies in capping the 
latest story with one that is 
even more startling.” 

In Queensland a combi- 
nation of political insularity 
and a web of friendships at 


Police escort for racecourse bookmakers. 
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the top of the political and 
social system has given rise to the belief 
that corruption is entrenched. The 
commission of inquiry under Tony 
Fitzgerald Q. C. has heard testimony 
from some 150 police and underground 
figures. While much of the corruption 
uncovered has been of a relatively petty 
nature, nationally there are worries about 
the basic morality of financial deal- 
ings, tax evasion and the involvement 
of state governments in business deals. 

The federal government is con- 
cerned about the effectiveness of the 
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pose too much regulation because it 
would hamper their freedom to respond 
swiftly to market conditions. Some sec- 
recy is necessary, they said, when deals 
are being put together. Others say too 
much power is being given to agencies 
such as the ICAC and civil liberties 
could be eroded as the ICAC would in- 
vestigate a person's life and business in 
every complaint, even those made mali- 
ciously. 

Sturgess said the ICAC would not be 
allowed to reveal the names of people 
under investigation until there was suffi- 
cient evidence to put before a public 
hearing, and people unjustly accused 
would a publicly cleared. “Even if the 
ICAC has very strong powers, it is goin 
to guarantee the most important civil 
liberty of all — equality before the law,” 
he said. o 
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Blue- 


By Shim Jae Hoon in Brisbane 


Under two decades of 
irule by National Party 
{premier Sir Joh 
| Bjelke-Petersen, the 
p state of Queensland 
' took pride in repre- 
= senting traditional 
£ | moral rectitude. Now 
Con dence in that self-image has waned 
after 11 months of sensational hearings 
by an independent commission of in- 
quiry into the police force whose chiefs 
were hand-picked by Bjelke-Petersen to 
enforce that moral code. 

Under QC Tony Fitzgerald, the 
commission has compiled evidence of 
widespread corruption reaching down 
from the top levels of the police and ex- 
tending into state politics. The police 
commissioner has been forced to step 
aside and, undoubtedly, Bjelke-Peter- 
sen's past promotion of implicated po- 
lice officers played some part in his par- 
- llamentary colleagues’ decision to dump 
~ him last December. 
|. In an unrelated case, the Australian 
Broadcasting Tribunal is studying a 
A$400,000 (US$317,400) out-of-court 
settlement made by tycoon Alan Bond 
to Bjelke-Petersen to end a defamation 
case brought against one of Bond's TV 
stations by the then premier. The pay- 
ment was several times the biggest libel 
. damages ever imposed by Queensland 
. courts and, in any case, the TV station’s 
lawyers had been confident of winning 



























q| Labor's business mates: 


-uniformed sharks i. 
feed on Queensland vice 


any action. In a video-recorded state- 
ment, Bond has said that while no 
favours were asked or offered, Bjelke- 
Petersen made it clear “that if we were 
going to continue to do business suc- 
cessfully in Queensland then he ex- 
pected the matter to be resolved." 
Byelke-Petersen has denied this. 

The Fitzgerald commission was set 
up last July after months of investigative 
reporting by the national as well as the 
local press against corruption and or- 
ganised crime in the state. Its 30 lawyers 
and investigators, armed with the right 
to subpoena witnesses, sit four days a 
week at Brisbane’s Law Courts building 
and more than 150 prostitutes, under- 
world figures and police officers have 
given testimony. But the commission’s 
job is limited to investigation and 
evidence collection. Only the state at- 
torney-general has the right to prose- 
cute. 

So far, witnesses have revealed the 
existence of a such an intricately woven 
web of corruption that Fitzgerald has 
admitted he cannot follow up all leads 
before he winds up his inquiries at the 
end of the year. Although Fitzgerald 
originally planned to look back only to 
1982, the commission has found evi- 
dence of bribery going back to the 
1950s. — 

Tr anscripts running to 12,000 pages 
show retired and incumbent police offi- 
cers regularly taking large sums of 


bribes from brothels, illegal casinos and - 





off-course horseracing bookmakers, and 
maintaining links with drug traffickers. 

On 20 June, former prostitute Ann 
Marie Tilley, 32, now a Brisbane 
brothel-owner who with her common- 
law husband Hector Hapeta has oper- 
ated dozens of sex and escort services, 
told the inquiry that she had paid 
up to A$39,000 a month as recently as 
last year to Jack Herbert, a former 
Queensland police officer, for protec- 
tion. 

Herbert, who earlier witnesses had 
described as a "bagman for higher-ups" 
in the police force, had encouraged her 
to expand the vice business — presum- 
ably so that he could collect bigger 
bribes. Tilley said she was told by 
another policeman not to worry about 
the Fitzgerald commission as "[Sir] Joh 
will stop it all." 


W ith so many people saying they re- 
ceived bribes via Herbert, his ay 
pearance at the hearing is expected to 
be sensational. He returned voluntarily 
from Britain rather than wait for long 
extradition proceedings, and is being 
kept by Queensland police in a safe 
house ‘pending his appearance. But 
enough testimony has been collected al- 
ready to present a rough sketch of wide- 
spread police misconduct. 

Three former Queensland police 
officers have so far produced startling 
accounts. Following testimony by Harry 
Burgess, the first police witness, Noel 
Dwyer, a former head of the police 
Licensing Branch — an agency charged 
with policing illegal gambling joints and 
prostitution — named Herbert last Nov- 
ember as his bagman, quoting him as 
saying that Sir Terence Lewis, 60, the 


Wales (NSW) to run lottery-style prize games. Neither media 
group has made the running exposing corruption scandals in 
NSW, leaving that to the Fairfax group which suffered adve 






the ‘corporate state’ 


t the federal level, serious observers do not suggest high- 

level corruption. But what does concern many people is a 
new phenomenon for the Australian Labor Party (ALP): an 
alleged over-familiarity between leading politicans and big 
business. 

Prime Minister Bob Hawke’s longstanding friendship with 
transport tycoon Sir Peter Abeles — of the TNT group and co- 
owner with media magnate Rupert Murdoch of Ansett Air- 
lines — is one example that inspires comment when govern- 
ment decisions seem favourable to Abeles’ interests. Cer- 
tainly, Abeles has not been penalised for his friendship. Can- 
berra’s decision on aviation deregulation took one of two op- 
tions pushed by Ansett. Abeles was the only private-sector 
representative on an Australian transport cooperation mis- 
: sion to China. The new Christmas Island gambling resort will 


.| be accessible only to a Bae-146 aircraft — of which the TNT 
group has the first five years’ production tied up — and the 


| Royal Australian Air Force is considering leasing Bae- 146 
. planes for its VIP transport squadron. 

Murdoch and rival media potentate Kerry Packer are also 

regarded as *mates" in ALP circles. Both their g groups entered 


a dependent relationship, some claim, when they accepted li- 


cences from the previous Labor government in New South 








tising boycotts by the government in the process. After Mur- ^ 
doch took US citizenship to comply with American law on media 
ownership, Canberra authorities dragged their heels on en- 
forcing an Australian law forbidding foreign control of TV 
stations in regard to Murdoch's ownership of an Australian 
network. 

Few would to deny Hawke the right to have a close friend 
such as Abeles, or Treasurer Paul Keating his right to spend 
weekends with multi-millionaire property developer Warren 
Anderson, but such friendships can add to an atmosphere of 
suspicion, even if that suspicion is not justified. 

In some respects, the Hawke-Abeles friendship, pre-dating 
by vears Hawke's entry into party politics, might be seen as 
similar to that between Indonesia's President Suharto and 
Chinese-Indonesian businessman Liem Sioe Leong, whose re- 
spective political and business careers blossomed in parallel 
and whose friendship reaches across political and social di- 
vides. 

An anecdote recounted in Robert J. Hawke, an authorised 
biography of the prime minister by Blanche d’ Alpuget, gives a 
glimpse not only of Hawke's longstanding friendship with 
Hungarian migrant millionaire Abeles, but also of the work- 
ings of **mateship." 

D'Alpuget records the recollection of an unnamed jour- 
nalist who dined with the two men one evening: “Sir Peter 











Queensland police commissioner who 
stood aside, was a “shark who takes the 
biggest bite.” 

Lewis stepped down after one of his 
right-hand men, former assistant police 
commissioner Graeme Parker, told the 
inquiry that he had taken at least 
A$108,000 in bribes during his years in 
the licensing branch. “I held a position 
of trust... and I betrayed that trust, and 
I'd like to apologise to the Queensland 
people and members of the Queensland 
police force,” he said. 

Other allegations against the 
Queensland police force have ranged 
from “setting up” two underground fig- 
ures for long jail sentences on charges 
(heatedly denied by them) of setting fire 
to a Brisbane nightclub in 1973 in which 
I5 people died; a possible involvement 
in the death of a prostitute closely as- 
sociated with one of the named police 
figures, and suspicions that one of them 
could have used the bogus A$10 notes 

vat briefly circulated in three states in 
967. 

Apart from Bjelke-Petersen, criti- 
cised for promoting Lewis in 1976 from 
an inspector's position in a country town 
to police commissioner over the objec- 
tion of many state officials, other politi- 
cians embarrassed by the allegations at 
the inquiry are former state transport 
minister Don Lane and former police 
minister Russ Hinze. 

Herbert allegedly made payments to 
Lane because Lane’s electoral district 
covered part of Fortitude Valley, Bris- 
bane’s brothel and illegal casino district. 
Dwyer said that Hinze was taken on a 
tour of illegal gambling clubs as police 
minister, while he was publicly denying 
their existence. Both Lane 
and Hinze have denied 


gave Bob the keys of his 
Rolls-Royce. Bob drove it, 
aughing his head off, like a 

id with a fantastic toy . . . 1 
was in business by myself at 
the time and in financial dif- 
ficulties. A couple of days 
later I got a phone call from 
Abeles, who I barely knew. 
He chatted for a while, then 
said, *I think I could help 
you, if you would like.” I was 
staggered — he was offering 
me A$25,000 at 5%. Finally 
I asked, ‘Why are vou doing 
this?' He replied, *Oh well, 
we both have a very close 
friend,’ and the penny drop- 
ped. He knew Bob and I had 
been mates for 30 years, so 





that made me somebody he would help, because of his affec- 


tion for Bob." 


The development of mateship into what critics sometimes 
call the “corporate state" under Labor — the term refers back 
to Benito Mussolini's early fascist regime in Italy — has come 
perhaps closest to reality in Western Australia, where the op- 
position — without much hope of success — called for the res- 


Hawke and Bond: alleged over-familiarity. 


holders rather than just to Homes à Court himself, from whom 


these allegations. 

However, these 
examples are just 
part of a growing jig- 
saw puzzle extend- 
ing across Queens- 
land’s power struc- 
ture. One of those 
representing the 
state's power-brok- 
ing system was Sir 
Edward Lyons, 73 
(known as “Top 
Level Ted” for his 
mateship with Bjelke- 
Petersen), appoint- 
ed in 1981 by the r 
premier as chairman 





Bjelke-Petersen: sordid details. "^^ 


ing taxes to the 
government. SP 
bookmakers thus 


offer ample temp- 
tations to the po- 
lice for bribetak- 
ing. 
According to 
Brisbane's Courier- 
Mail newspaper, po- 
lice extortion from 
SP bookmakers (for 
providing advance 
warning against po- 
lice raids or ar- 
rests) amounted to 
A$80,000 a year for 
big towns and 
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of the government 
Totalisator Agency Board (TAB) — 
with an annual turnover of some A$500 
million — when he was the premier's 
business adviser. Lyons was ousted 
from the TAB chairmanship in 1985 for 
breaking TAB rules against credit betting. 


great deal of information regarding 
how power-broking worked came 
from Lewis’ diaries, which the inquiry 
team seized after his suspension. They 
list Lewis meeting with the premier, 
with Lyons, and also with a Supreme 


Court judge whom he had supported for | 


the post. Their topics covered criminal 
trials and court appointments. 

One area of potentially serious mis- 
conduct lies in the SP bookmaking, cen- 
wing on illegal off-course racing ser- 
vices and credits to punters. Doing 
their business over the telephone and 
working out of hotels or obscure of- 
fices, the bookmakers also avoid pay- 
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A$20,000 for small- 
er towns in 1964. Whether some of this 
money went to political party funding in 
Queensland is à question being looked 
into by the inquiry. 

As sordid details of police illegalities 
appear, more police figures are ex- 
pected to come forward with informa- 
tion, taking advantage of immunity from 
prosecution. Immunity is given by the 
Queensland attorney-general on Fitz- 
gerald’s recommendation, but only 
for specific events or cases they testify 
on. 

How corruption has entrenched itself 
so deeply and for so long without detec- 
tion is a question exercising all those in 
the inquiry. According to Fitzgerald 
who, at 46, has leaped to national fame 
with this first completely open corrup- 
tion inquiry in Queensland’s history: 
"There is potential for corruption wher- 
ever there is power or authority which 
can be misused to provide another 
person with some profit or 
other benefits." Oo 





volvement of the State Gov- 
ernment Insurance Com- 
mission (SGIC) in a 
takeover bid by Alan Bond 
for the empire of fellow 
Perth entrepreneur Robert 
Holmes a Court. The Na- 
tional Companies and Sec- 
urities Commission (NCSC) 
ruled that the evidence of a 
concerted move by Bond and 
the SGIC was sufficient to rule 
the bid unacceptable under 
the takeover regulations. 
But the NCSC, in a con- 
troversial decision, did not 
try to block Bond, even 
though it had at least forced 
him to extend his offer of 
A$2.70 a share to all share- 


Bond and the SGIC had each bought 19.9% of his Bell Group. 


ignation of the state Labor government over the in- 
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While many calls were made for stronger enforcement of 
the regulations, the NCSC did not insist that this offer also be 
extended to the SGIC itself — which had only paid A$2.50 a 
share for its block. The state is thus continuing to give 
Bond a A$160 million “leg up" in capturing Bell. 


— Michael Malik 






The New South Wales 
(NSW) Liberal party 
government, in set- 
ting up its Indepen- 
dent Commission 
Against Corruption 
‘| has painted a picture 
T „S of past corruption — 

including Ioue Liberal governments 


Fas well as Labor ones — which was so 
-serious it required a symbolic as well as 


practical demonstration that the house 


| 1s to be put in order. 


Certainly there are enough prosecu- 
tions and convictions of prominent 


e people in the state's police, the law and 


politics, to support such a case. Most of 
the notorious ones are marked by long 
and hesitant investigations — usually 


| being urged on by the press or opposi- 
| tion state MPs using the privilege of 
_ | making allegations in parliament. They 

| are also marked by withdrawal of evi- 


dence by witnesses, smear tactics 
against those making allegations, ac- 


'quittals, reopening of investigations and | 


retrials. 
. Without doubt the most sensational 
case, and the only one reaching into the 


omething rotten in 
the state of NSW 


top lue of the Labor Party, was that 
of the late Justice Lionel Murphy, an ar- 


 chetypal Irish Catholic Labor stalwart 


and former federal attorney-general. It 
was a case which after two trials and an 
appeal hearing, many feel has never 
been properly resolved, and it brought 
the Australian legal, police, political 
and even media systems into some dis- 
repute. 

After months of rumour and a press 
hunt for an unnamed High Court judge 
supposedly proved by an illegal police 
wire-tap to have tried to influence a 
magistrate's decision, in December 
1984 Murphy was charged by the federal 
director of public prosecutions with at- 
tempting to pervert the course of justice 
by trying to influence NSW chief magis- 
trate Clarrie Briese over a case against 
solicitor Morgan Ryan, a friend of 
Murphy. 

He was found guilty at his first trial, 
but wona retrial on appeal — not on the 
grounds that there was deficiency in the 
evidence but because of misdirection by 
the judge. At the second trial he was ac- 
quitted. But the case refused to go 
away, and while Murphy — by this time 


| known to be dying of cancer — returned 







to the High Court bench in August 
1987, a commission of inquiry was still 
investi gating the case. 

On 21 August, just before Murphy 
died, the Hawke government intro- 
duced a bill to discontinue the inquiry it 
had itself ordered. It at first also tried 
permanently to suppress documents 
and other evidence in the case, but later 
accepted that they remain unpublished 
until the year 2016. 

Other cases which have undermined 
public confidence in NSW institutions 
have included: 

» Rex Jackson, the state minister for 
corrective services — in charge of the 
state's prison service — who was Jailed 
in September last year for conspiring 
with five other men between 1982 and 
1983 to take bribes for arranging the 
early parole of prisoners. On appeal, his 
sentence was increased from seven-and- 
a-half years to 10 years, with a five-year 
non-parole period because the cour 
said that as he was a minister his crime 
was more heinous than that committed 
by his non-governmental  co-con- 
spirators, one of whom had been sen- 
tenced to nine years. 

» Paul Landa, former state attorney- 
general, minister for education and 
minister for planning and environment, 
is being investigated posthumously, fol- 
lowing detailed allegations of accept- 
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ance of bribes involving re-zoning. A 
special police task force has been set up 
to investigate the allegations. 
» Merv Wood, former state police 
commissioner, who is facing four 
charges involving a drug eie 
dating back to 1979. He is charged with 
two counts of attempting to pervert the 
course of justice and two common law 
charges of misconduct by a public offi- 
cer. 
» Bill Allen, former state deputy po- 
lice commissioner, has been under in- 
vestigation on and off from 1980. In 
1981 he admitted misconduct and was 
allowed to retire on a reduced pension. 
On 15 July this year à magistrate dis- 
missed conspiracy-to-bribe charges 
against Allen and a businessman, but 
committed Allen for trial on five 
charges of obstructing the course of jus- 
tice. Allen will challenge the committal. 
» Murray Farquhar, former NSW 
chief magistrate, was sentenced in 
arch 1985 to a four-year term in prison 
I influencing a fellow magistrate not 
to commit a friend on a charge of 
fraudulently misappropriating funds of 
a rugby league club. Despite the fact 
that the trial judge noted that an offence 
committed by someone holding judicial 
office struck “at the very core of the in- 
tegrity of the administration of justice,” 
Farquhar was released on parole after 
serving only 10 months. — Michael Malik 
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MALIBU, The Living Building - Gold Coast Australia 


The ultra-luxury high-rise development, MALIBU, is brilliantly positioned in 
the Gold Coast's most sought after residential area 


MALIBU, has magnificent views of the Broadwater and Pacific Ocean, and is 
within walking distance of the beach and the heart of Surfers Paradise. 


The Biggest Choice: 
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Fearless abroad, press 
treads gingerly at home 


he problems faced by the media in 

many Asian countries in exposing 
high-level corruption are well known. 
Less-often reported are the obstacles 
the press faces in Western societies such 
as Australia. 

Although the Australian media have 
played a critical role in. uncovering 
crime and corruption. many journalists 
blame institutional constraints for their 
frustration at not being able to expose 
more. On the legal side, journalists 
must operate within the confines of 
some of the strictest defamation laws in 
the English-speaking world. 

Unlike in the US, the onus of proof 
in defamation cases rests on the pub- 
lisher, who must prove the truth of what 
has been reported, rather than on the 
subject to prove it false. In New South 
Wales and some other states, the defen- 
dants must also prove public benefit. 
In most jurisdictions, judgments and 
damages are awarded by juries easily 
swayed by well-known figures about the 
alleged hurt caused to their reputations. 
The juries are also drawn from à popula- 
tion that has long held journalists in low 
regard. 


| media was dominated by 


State and federal oppositions 
routinely try to buy press favour by 
promising reform of defamation law. 
Once elected, these promises are 
usually shelved. Some politicians are 
notorious for their judicious use of defa- 
mation actions, which solve the di- 
lemma of keeping their purity as full- 
time politicians and making money at 
the same time. Certain politicians have 
been known to refer to their "Packer" 
or "Fairfax" holiday cottage, bought 
with an out-of-court settlement from 
one of those two media groups. 

Australian reporters must deal also 
with the reality of ownership concentra- 
tion, and proprietors’ involvement in 
other businesses which bring them into 
conflict with the public’s right to know. 
Until a shake-up early in 1987 caused by 
a new broadcasting regime barring 
"cross-ownership" of newspapers and 
electronic media in the same region, the 
our big 
groups with enough power to resist di- 
rect financial pressure such as advertis- 
ing boycotts. The industry is now more 
fractured and potentially more diverse 
in its coverage, but with proprietors 
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heavily borrowed as a result of take- 
overs. 

Not unrelated to this development 
was the demise early this year of Fairfax 
group's The Times on Sunday — the 
considerably tamed successor to the Na- 


tional Times. which had blazed a trail in. | 


Australian investigative journalism and 
had raised such hostility from its many 
victims that some journalists felt their 
efforts were being undermined by a 
gradual loss of managerial commit- 
ment. Fairfax's heavy debt burden after 
its family proprietor bought out minor- 
ity shareholders last year ended any tol- 
erance for a newspaper that was los- 
ing over A$I million (US$793,651) 
a month. 

The newspaper's legacy is a crop of 
investigative Journalists still digging into 
organised crimes and corruption — The 
Sydney Morning Herald's Evan Whit- 
ton; Brian Toohey, now publisher and 
editor of The Eye monthly magazine; 
the Sun-Herald's Wendy Bacon and 





David Hickie, an expert on the links be- 
tween gambling and politics, and Mar- 
ion Wilkinson, currently a Washington 


correspondent for the Australian 
Broadcasting Corp.’s Four Corners pro- 
gramme. 


A lone-wolf role is played by jour- 
nalist Bob Bottom, author of six books 
on organised crime in NSW and other 
states which have led to at least 10 major 
inquiries over the last 15 years. As a re- 
sult, he has often required 24-hour po- 
lice protection. 

is latest book, Shadow of Shame, 
chronicling the mafia-style killing in 
1977 of Donald Mackay, an anti-drug 
campaigner in a country town whose 
Italian-origin rice farmers included 
some who graduated from marijuana 
cultivation to heroin-dealing. It is a 
passionate indictment as much of some 
of the mainstream of the Australian 
press as of the “system” that covered up 
Mackay's murder. 
One reason investigative journalists 


are making headway is that practioners 
such as Whitton have not been stopped 
by the brickwall built by previous no- 
tions of what is an acceptable style of re- 
porting. Often starting from the firm 
ground of statements in parliament and 
court (protected by privilege), they con- 
struct stories using a form of words that 
deftly avoids direct accusation where it 
cannot yet be backed by evidence ac- 
ceptable to a court. 

The result is sometimes labyrinthine 
and demanding on the reader's concen- 
tration, but keeps the matter "live" — 
and brings it to the attention of the au- 
thorities, while also drawing fresh infor- 
mants "out of the woodwork." Some of 
the euphemisms evolved in investiga- 
tive journalism have gone into wider 
currency and have almost taken the di- 
rect meaning they were intended to 
avoid: "well-known Sydney business- 
man" or "prominent racing identity" is 
now taken to mean “crook.” 

— Shim Jae Hoon and Hamish McDona 





PAKISTAN 


Putting aside differences 


Bhutto joins opposition alliance to campaign against Zia 


By Husain Haqqani in Islamabad 

akistan's main opposition alliance, 

the Movement for Restoration of 
Democracy (MRD), has attracted tens 
of thousands of supporters to a mass 
rally demanding early elections on à 
party basis from President Zia-ul Haq, 
who dissolved the civilian government 
at the end of May. The 12 July rally in 
Lahore was the first time in almost two 
years that Benazir Bhutto and leaders of 
other alliance parties had joined to- 
gether on a public platform and concen- 
trated their criticism on Zia, and con- 
firmed Bhutto's position as the coun- 
try's most popular crowd puller. 

The MRD is now planning similar 
rallies in other cities, hoping to build 
pressure on the government to an- 
nounce a date for the polls which, under 
the constitution, must be held within 90 
days of the dissolution of parliament. 

Bhutto's Pakistan People's Party 
(PPP) has not abandoned its plans for 
cooperation with opposition groups 
outside the MRD alliance. But the party 
seems inclined, for the moment, to keep 
the alliance together because of its sym- 
bolic value in mobilising supporters as 
well as to put pressure on Zia. Although 
MRD components other than the PPP 
do not account for much public backing. 
the alliance evokes positive sentiments 
among opposition activists due to its 
role as the focus of previous anti-Zia 
street protests in 1983 and 1986. 

The success of its first rally since the 
dismissal of Mohammed Khan Junejo's 
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government has boosted the opposi- 
tion's morale but MRD leaders acknow- 
ledge there is no cause for complacency. 
Huge, peaceful rallies do not always 
translate into sufficiently strong street 
rotests during confrontations with po- 
ice, as the MRD learned soon after 
Bhutto's triumphant return from exile 
two years ago. Then, the crowds wel- 
coming her were several times larger 
than the recent one in Lahore. But once 
violent confrontation began, the oppo- 
sition failed to maintain its momentum 
and the campaign fizzled out within à 
few days. 

This time the MRD's strategy is to 
put moral pressure on Zia without 
creating a breakdown of law and order. 
By demonstrating popular support for 
its demands, the op- 
position hopes to put 
Zia on the defensive, 
especially in the eyes 
of world opinion. But 
Bhutto does not want 
to give Zia an oppor- 
tunity to put off elec- 
tions nor is it in her in- 
terest toinvite a crack- 
down by mobilising 
threatening demon- 
strations. 

Critics of her stra- 
tegy within the oppo- 
sition point. out. that 
moral pressure will 
have no effect on the 





government, which depends on the 
strength of the military, rather than 
on public support. They recognise that 
confrontation could result in harsh mea- 
sures, even martial law, but in their view 
that might be the only means of forcing 
Zia’s hand. 

Bhutto's associates argue that Zia 
has to have elections sooner or later 
under the constitution or risk abrogat- 
ing the constitution. Instead of con- 
fronting him with street protests, and 
forcing extra-constitutional measures, 
they consider it wiser to keep hammer- 
ing away at the election demand without 
letting the campaign turn nasty. 

For his part, Zia seems unmoved by 
the opposition’s mobilisation. His aides 
say he will announce an election 
schedule soon, possibly with amend- 
ments in electoral laws designed to con- 
tain the PPP, but he will stick to 
traditional tactic of wearing down oppc 
nents without reacting hastily. 

One observer said: “Zia must have 
something up his sleeve. He did not dis- 
miss the pliant Junejo government to 
hold elections which would result in 

uc" Bhutto's return to 
power." Zias sup- 
porters claim the pre- 
sident still has support 
among sections of the 
populace frightened 
at the prospect of a 
PPP victory, who 
would flock to his side 
to block Bhutto's suc- 
cess. Others say the 
situation has changed 
considerably and that 
the president has 
fewer options now 
than he has had- dur- 
ing his 11 years in 


power. 


Bhutto campaigning: moral pressure. 
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Caterpillar dealer servicemen in Southeast Asia are something 
special. They take pride in putting your machines back into 
production fast and right. 


Those men who work on Caterpillar machines enjoy unusual 
satisfaction because they get training . . . custom tools . . . and 
parts back up to do the job the way they know it must be done. 


Caterpillar gives dealers the best support worldwide because 
we, too, think the work you do with your machines is of 
utmost importance. You can depend on it. 


Every day. 


[H CATERPILLAR 


Caterpillar Far East Ltd. 
G.P.O. Box 3069 
Hong Kong 
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€ THE journalistic cliché to describe 
Prince Norodom Sihanouk has for many 
years been “mercurial,” and he has cer- 
tainly done more than enough to merit 
the adjective. His latest escapade may 
yet win him a little more leverage in his 
confrontation with the Khmer Rouge, a 
member of the anti-Hanoi coalition he 
headed (until his latest resignation), but 
it will have won him few friends. A gasp 
of exasperation greeted his sudden de- 
parture for exile in France on the eve of 
this month's Informal Meeting — or 
cocktail party — in Indonesia which, 
after so much preparatory diplomatic 
spadework (particularly by the host 
country), did promise to make the first 
real progress towards a solution of the 
Cambodian problem. Of course, the 
prince could re-appear, and probably 
will. But Sihanouk is once again running 
things very fine and trying the patience 
nis stoutest supporters. 

- COINCIDENTALLY, his exit, 
stage left, from Bogor's steamy heat 
may also lessen the impact of a couple of 
films which are due to be premiered in 
the wintry climate of Canberra on the 
same day as the Informal Meeting, 25 
July. The films, Cambodia Kampuchea 
and The Prince and the Prophecy, have 
been put together over the past 10 years 
by Jim Gerrand, old Cambodian hand 
and quondam contributor to the 
REVIEW. At the end of 1978 he shot 


some of the last film inside Pol Pots | 


Cambodia before the Khmer Rouge re- 
gime was toppled by the Vietnamese. 


ing in Vietnam, in Cambodia and in the 
camps and guerilla bases along the bor- 
der. Gerrand has obtained rare archive 
film from the Khmer Rouge, the Lon 
Nol regime, Vietnam and China. 
The prophecy in one of the titles re- 
| to astrological predictions made in 
THe 1950s by Cambodian bonzes who 
foretold that the country would suffer 
untold misery and hunger as a result of 
"black people" coming from the forests 
into the towns — all of which came true 
in 1975 when the  black-pyjamaed 
Khmer Rouge stormed in from the 
countryside and began the monstrous 
process of decimating the population 
and emptying the cities. Some of the 
most effective sequences of the films 
show the completely deserted streets of 
the ghost city of Phnom Penh, and it is 
sickening that these were shots taken by 
Khmer Rouge propagandists to record 
the achievements of their revolution. 
€ OF course, the combination of 
feudal monarchy and French col- 
onialism had mired the country in back- 
wardness: the film shows a woman 
throwing a clay pot, not by turning it on 
a wheel, but by walking round it herself, 
and the commentary claims that no 
book or newspaper was published in 
Cambodia prior to the 1930s. Sihanouk 
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remarks winsomely that under French 
aegis, Cambodian intellectuals studied 
French history, which implied that pro- 
gress was achieved by cutting off the 
heads of kings! 

Sihanouk talks about his efforts to 
keep his country out of the war, his 
pro-American stance being abruptly 
switched to neutralism with the shock of 
the Washington-approved assassination 
of South Vietnam's President Ngo Dinh 
Diem and his brother (*If the Ameri- 
cans can do this to an ally, what will they 
do to a neutral?" Sihanouk 
asks — plaintively). The 
answer, of course, was that 
both sides abused the tenu- 
ous neutrality: Hanoi used 
Cambodia to ship arms and 
men along the Ho Chi Minh 
trails, while Richard Nixon 
and Henry Kissinger secret- 
ly and illegally unleased a 
massive aerial bombard- 
ment on the country before 
invading it in a vain attempt 
to smash an alleged Viet- 
cong headquarters. 

€ DIGGING through his 
records, Gerrand turned up 
many REVIEW cuttings from 
the 1960s and 1970s by old 
mates such as REVIEW 
Washington correspondent 
Nayan Chanda, Bob Nor- 
ton, Jon Swain, the late Neil : 
Davis and Boris Baczynskyj. Whatever 


. happened to Boris, a large, lumbering 
Since then he has spent more than two . 
years in the field researching and film- - 


| 
| 
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Ukranian-American whose toes pro- 
truded from his shoes? He arrived in 
Asia as a Peace Corps volunteer, dig- 
ging latrine pits in Thailand, learning 
the language and frequenting coffee 
shops where he outplayed the Thais in 
their racier version of chess. When he 
moved to Phnom Penh in the early 
1970s as a freelance journalist (one of 
the few correspondents reasonably 
fluent in Khmer), he became one of the 
best investigative reporters in Cam- 
bodia. Among his scoops were his 
scotching of the claims by Washington 
and the Lon Nol government that the 
top Khmer Rouge leaders were "ghosts" 


| whom Sihanouk had done away with 


years before, and an exposure of a 
CIA radio station which broadcast mis- 
information using the voice of a Cambo- 
dian woman to impersonate Sihanouk. 
The last Gerrand heard of Boris he was 
back in the US getting by as a chess 
hustler. 
€ WHEN Nayan Chanda transitted 
Sydney recently, he and Gerrand dined 
at a new Cambodian restaurant called 
Aspara just opened by Khmer exile, 
cartoonist Ung Bunheang and his wife 
Phiny, in Mosman, one of the city's yup- 
pie suburbs. 
Back in 1971 (without proper cre- 
dits), the REVIEW reproduced some of 
Bun's lively political cartoons. One 
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shows spaceman Nixon shaking hands 
with Chou Enlai on the Mao moon, 
which is orbited by angry Soviet leaders 
and which smiles down on (left) a happy 
South Vietnamese trio of General “Big 
Minh,” President Thieu and Prime 
Minister Nguyen Cao Ky and an an- 
xious Pham Van Dong and on (right) 
Sihanouk, paddling his own canoe with 
Penn Nouth. In the foreground, the en- 
tire Khmer cabinet (Sirik Matak left, 
Lon Nol right) paddles through rough 
water. A belated payment is on its way. 


@ THE mention of the CIA radio sta- | 
tion using a fake Sihanouk voice re- | 


minded me of one of the late Dick 
Hughes’ stories. Hughes was invited 
with other pressmen to Phnom Penh to 
cover a visit by the widowed Jackie Ken- 
nedy, accompanied by her then boy 
friend, Lord Harlech. The visiting press 
were warned that they could expect no 
words from the prince. But he was al- 
ways unable to resist talking to jour- 
nalists, and when he spotted them roped 
behind an enclosure near Angkor Wat's 
causeway, he broke off the guided tour 
he was giving his visitors to harangue 
the journalists on the crimes the CIA 
was committing against his country. 

At the time, Lon Nol, his command- 
er-in-chief, was standing just behind 
him, head and shoulders taller. Already 
Lon Nol was affected by a tic which 
caused his head to shake and his right 
eye to wink. Each time Sihanouk de- 
scribed one of the “complots” by the 
American spooks which he had person- 
ally uncovered, he would turn back to 
Lon Nol for confirmation. “Est-ce n'est 
pas vrai?^ he demanded. "Oui, Mon- 
seigneur," Lon Nol replied with a bow. 
But, as the prince swung round to begin 
another harangue to the journalists, 
over his shoulder Lon Nol would wink 
his eye and shake his head, effectively 
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denying all his head of state's al- — 


legations. One of history's ironic mo- | | 
ments. | d 
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ARTS & SOCIETY AUSTRALIA 


Much heat, not much light 
at the house on the hill 


By Michael Malik in Canberra 


FT the imposing driveway, almost 
all that can be seen is a grassy knoll 
with a vaguely ecclesiastical four-legged 
flag-pole flanked by two small, ter- 
racotta roofs. But this grassy knoll is 
worth A$1 billion (US$793.6 million) 
for it holds Australia's new parament 
building, the culmination of 77 years of 
fashioning the federal capital of Can- 
berra on rolling grassland about mid- 
way between the country’s two biggest 
cities, Sydney and Melbourne. 

The decision by American architect 
Romaldo Giurgola almost to bury the 
massive twin-chamber building, which 
also houses the executive arm of gov- 
ernment, under the hill at the geometric 
centre of Canberra has been the subject 
of many different pseudo-technical and 
aesthetic explanations. 

“Integrated into its site and sur- 
roundings,” said one commentator. 
“Self-effacing, huddled like a turtle be- 
neath its gentle curved carapace of earth 
and green lawn,” said another. And 
lastly: “The elaborate earthworks and 
landscape . . . are regarded by the ar- 
chitect as symbolically reaffirming the 
romantic mainspring of the Enlighten- 
ment; namely, that democratic legiti- 
macy and power have a natural, almost 
cosmic gna 

Giurgola himself offered this insight: 
"The primary task in this design has 
been the search for a relationship of ba- 
lance and reciprocity between the im- 
position of government and the natural 
state from which government evolves.” 

The simple truth is that an opportu- 


A good sheep 
pasture spoiled 


ustralia's new parliament building, 

with its size, strict security arrange- 
ments and the way it separates politi- 
cians from the public and the press, will 
most likely intensify the distance which 
already exists between the capital city 
and the rest of Australia. 

For six months each year, MPs from 
all over the country spend three or four 
days a week in Canberra. They rarely 
leave the precincts of parliament except 
to sleep, living in hotels or clubs, or 
sharing flats or houses as though they 
were well-off mature students. Few 


nity to give Australia perhaps its most 
important modern building since the 
Sydney Opera House has been bungled 
by Giurgola's decision to build it more 
or less underground. To most visiting 
the building, it is simply unexciting: a 
disappointment as a spectacle. 

When American town planner and 
architect Walter Burley Griffin won the 
1911 international contest to build Aus- 
tralia’s federal capital, he drew two 
back-to-back bowed lines at the centre 
of his design, on what was then known 
as Kurrajong Hill and is now Capitol 
Hill. These were to be roads on the hill, 
below a public Capitol building — a 
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have their families with them. They are 
politicians, interested in the skills of de- 
bate, publicity, compromise and elec- 
tioneering, but few have administrative 
expertise. 

Canberra, and therefore the Austra- 
lian administration, is run by civil ser- 
vants even less exposed to outside influ- 
ence than in most government offices. 


"people's place" as Griffin saw it — 
symbolically set above the two cham- 
bers on either side of the hill where 
the politicians would serve the peo- 
le. 
4 Griffin stayed with the project for 
only three years before departing after 
constant arguments with the govern- 
ment. He did not even see a start made 
to parliament, and with the outbreak of 
World War I the scheme was put aside 
while "temporary" homes were found 
for the politicians. 

Giurgola took Griffin's two curved 
lines, the only part of the original con- 
cept, and made them into two massive 
walls which run right through the site 
and form the double backbone of the 
building. But because he believed a 
building of the size required would so 
dominate the city as to be overpowe* 
ing, he decided to submerge his « 
sign in the hillside, with the walls 
only protruding at the front where they 
shield the Senate and House 
chambers. 

All that is visible are the two 
terracotta ree roofs, one on 
top of each chamber — said to 
pay homage to the typical subur- 
ban Australian house. 


; J ust as the shape of the build- 
ing itself is obscured by the 
hill, the walls disappear from 
-© view away from the entrance 
courtyard. Most photographs of 
the building are either from di- 
rectly overheard — from where 
the wall structure and symmetry 
of the building are clear — or 
from a high elevation, allowing 
some impression of the walls 
curving into the building. In- 
terestingly, the most spectacu 
and costly building in Austr: 
can only be seen through a bird's 


There are many jokes about 
Canberra — “A good sheep pas- 
ture spoiled" or “Its problem 
is, it is so far out of town" — but 
one sums up a popular concep- 
tion: 

A boy from the tax office meets 
a girl from social security. They 
marry, honeymoon in Bateman’s 
Bay (the nearest coastal town to 
the capital) and return home to 
run Australia. 

In other words, people with no ex- 
perience of the outside world are run- 
ning the bureaucracy. Canberra, 75 
years after it was created, still depends 
almost entirely on the government for its 
employment — 50% of all its inhabitants 
are civil servants. They are removed 
mentally and physically from the centres 
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eye or in a 
model. 

Since it is difficult to 
see the structure and plan 
of the building. the ob- 
server is left with the de- 
tail. And detail there is — 
in profusion. The finish in 
the building is highly 
»olished stone — mostly, 
Jut not all, Australian — 
and beautifully worked 
woods. They are rich in 
texture and colour. There 
are 80 major works of art 
specially commissioned 
plus as many as 3,000 ob- 
jects — carvings, engrav- 
ings, pieces of furniture 
— all executed by Austra- 
lian master craftsmen. 

The first work the visi- 
tor sees is a mosaic in the 
^^urtvard outside the main 

trance by Aboriginal 
artist Nelson Tjakamarra 
which svmbolises a meet- 
ing place. Inside the en- 
trance there is the most successful evoca- 
tion of Australia — a large entrance fover 
interspersed by green marble pillars. 
And even without the guidebook the 
visitor is clearly in a eucalyptus grove. 

In the exact centre of the building on 
the ground floor is a pool of water em- 
bedded in the stone floor. It is 

ositioned beneath a skvlight which al- 
cm a clear view straight up to the flag- 
pole atop the building. So highly 
polished is the surrounding floor that 
the water looks like another highly 
polished square — à mistake made by 
two honoured guests, on the occasion of 
Queen Elizabeth's opening of the build- 
ing on 9 May, who walked straight into 
the water assuming it was solid. 

It seems that Giurgola and his design 

gm from Mitchell/Giurgola and Thorp 
Bi. for colour rather than design 
When it came to the two parliamentary 
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chambers. The chambers are semi-cir- 
cular. which does not set government 
fair and squarely facing the opposition. 
The publicity blurb explains that rather 
than copy the old Westminster red and 
green, the Australians needed special, 
symbolic colours. Eucalyptus grey- 
green and galah (a common Australian 
cockatoo) grey-pink. 

Everywhere there are beautiful de- 
tails of carving, inlay and marquetry. At 
great cost, the technique of Roman 
stucco lustro — literally shining plaster, 
made from ground marble — has been 
revived. But fine detail, fine materials, 
craftsmanship and all the symbolism to 
hand do not make up a fine architec- 
ture. The city cries out for the architec- 
tural crown Griffin undoubtedly had 
hoped for. What it has wound up with, 
is a grassy knoll with two terracotta 
rooftops, and a flag-pole. A) 











of population, finance, industry, culture 
and social activity, about which they 
make daily decisions. 


A: one author put it: the third gener- 
ation of Canberra bureaucrats now 
operates the tax office’s fourth-genera- 
tion computer and the rest of Australia 
feels the consequences. Some see as 
symptomatic the fact that despite Aus- 
tralia’s need to project its interests 
in the Asia-Pacific region, the capital's 
only bilingual school is French-Austra- 
lian. 

The concept of a separate national 
capital arose not from a sense of national 
unity, but from the acrimonious wrangl- 
ings and inter-state rivalries between 
New South Wales and Victoria before 
federation in 1901. To avoid deciding be- 


tween Sydney and Melbourne, it was de- 
cided to carve out an independent capital 
territory between the two. An uninha- 
bited inland site was chosen, considered 
at the time to be a wise precaution 
against the possibility of naval bombard- 
ment. What was not foreseen, of course, 
was that the inland fogs would make fly- 
ing to and from the capital difficult for 
many months of the year. 

The combination of an increasingly 
incestuous bureaucracy and politicians 
with little knowledge or interest in ad- 
ministration — who will be even more 
isolated in their new hilltop fortress — 
augurs well only for the growing band 
of lobbyists growing fat on the need 
to explain the politicians, bureaucrats 
and public to each other. 

— Jacqueline Rees 
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MPs at work: 
debatable 
standards 


By Jacqueline Rees in Canberra 
A" 61-year-old "temporary" 

parliament building spawned many 
legendary incidents, not least among 
them the four-month ban on Richard 
Hughes, then a parliamentary press gal- 
lery journalist and later a renowned 
REVIEW columnist. 

Barred for contempt because of a 
scathing attack on senators as “meddle- 
some old men," Hughes adjourned to a 
nearby hotel and proceeded to cover 
politics from the front lobby. He had 
many sympathisers and reputedly was 
briefed once a day by the clerk of the 
lower house, Frank Green, who was 
himself to become one of the old parlia- 
ment's legends. 

Avoiding accusations of unnecessary 
expense, the “provisional” house 
was a simple affair of white, perfectly 
symmetrical stuccoed bricks which was 
to become known as “the wedding 
cake." Set in little 
more than a sheep 
paddock on the 
limestone plains 
that were to be- 
come Canberra, it 
was opened on 
9 May 1927, by 
the then Duke 
of York, Queen 
Elizabeth 's father. 

When the tem- 
porary chambers 


PETER HARDOACRE 


ample space for 
the 74 members of 
the house and 36 
senators. But by 
time they came to move out, these num- 
bers had swelled to 148 and 76, plus a 
growing support staff and several dozen 
Journalists. 

Perhaps the most traumatic event for 
Australian parliamentary democracy in 
the old building was the proclamation 
by then governor-general Sir John Kerr 
on 11 November 1975, read on the steps 
of parliament, dissolving both houses 
and unseating Gough Whitlam, the first 
Labor prime minister the country had 
seen for 23 years. The legal, constitu- 
tional and parliamentary controversy 
arising from that act still hovers over 
Australian politics. 

Not all the memories of the old 
building were dignified. It was there 
that Whitlam threw a glass of water over 
future governor-general Paul Hasluck 
during a debate, and in that same 
chamber Sir Robert Menzies — the 
country's longest-serving prime minis- 
ter — embarrassed most of his listeners 





Whitlam: unseated. 
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by exclaiming of Queen Elizabeth: “I 
did not see her passing by and yet I love 
her till I die.” 

Those in the press gallery came to 
love the old building despite its over- 
crowding. Squeezed into narrow cor- 
ridors and “broom cupboard” offices, 
politicians could not dodge or hide as 
they will be able to in the new building, 
which ministers will be able to enter 
from an underground car park and com- 
pletely seal themselves off. 

Stuffed to overcapacity by politicians 
and newsmen sometimes for 18 hours a 
day, isolated even from the rest of 
Canberra, the old building develop- 
ed the characteristics of a boarding 


school and was often compared with one. 

Odd alliances built up and politicians 
could often be seen dropping a hint to a 
reporter in a corner in the morning 
which by evening had become a major 
political scandal. The late gallery hand 
Alan Reid, who wrote for The Daily 
Telegraph, produced so many scoops it 
was rumoured he could hear the talk in 
the Labor caucus room from an air vent 
in his office above. 

Sensational extra-curricular ac- 
tivities often became public, and one of 
the more recent was the revelation on 
radio by Jan Murray, wife of former 
minister for the tourism, sport and rec- 
reation John Brown, that she had 


A private eye’s view of 
a city where crime pays 


By lan Findlay in Hongkong 


rom his lair in Glebe, Sydney, Cliff 

Hardy, private investigator, is called 
on to reach into the heart of contempo- 
rary urban Australia in search of lost 
souls. His clients’ instructions are, for 
the most part, simple. Find this person 
for me and bring him back; solve m 
problem, bring me solace. But don't tell 
me how you did it or what you found on 
the way; keep me clean and innocent of 
the real world. Yet reality has its own 
will and forces itself upon the guilty and 
innocent alike, always with devastating 
effect. 

Cliff Hardy, the creation of Peter 
Corris — once an academic and now 
Australia’s foremost crime novelist — 
reinforces reality’s will through his own 
terse, descriptive language. 

What Hardy turns up shows us an 
Australia, and a Sydney in particular, 
that is as far from paradise as a forest 
fire. Each journey he makes into the 
warped lives of his clients reveals just 
how much corruption and alienation 
have woven themselves into the fabric 
of Australian society. 

From Sydney’s backstreet dives and 
bars of the poor to the opulent offices 
and estates of the rich, Hardy appears 
equally at home in his search for truth. 
And the junkies, corrupt policemen 
and politicians, abortionists, murderers, 
runaways, dispossessed Aborigines and 
the seedy figures of Sydney's under- 
world that he has to deal with are 
brought sharply to life. 

“His face was the colour and texture 
of chalk. His hair was jet black and there 
was black hair on the back of his hands. 
His eyebrows were thick, black bars 
that met in the middle; he looked like a 
chessboard come to life,” says Hardy 
in the novel The Dying Trade. 

Corris’ Hardy stands as one of the 
best fictional examples of the modern, 
tough private detective. Corris, 46, of 


40 


Corris: foremost crime writer 





course, owes a debt to the likes of 
Raymond Chandler, Ross MacDonald 
and Dashiell Hammett. 

The similarities with these well 
known detective story writers, particu- 
larly in his early books, are many. There 
is the terse prose, the realistic approach 
to violence, the inherent wisdom of 
Hardy, his basic humanity and wry 
sense of humour. In later novels like 
The Empty Beach and Deal Me Out, the 
influence is still there, but Hardy has be- 
come more of himself than a cardboard 
replica of another culture. 

In all of Corris’ stories there are real- 
ly two characters: Hardy himself and 
the city. Both are flawed. Hardy, failed 
student, ex-soldier, divorced, hard- 
drinking and smoking but always trying 
to stop. Perhaps because of his individu- 
ality, Hardy is fundamentally a lonely 
man, seemingly at odds with himself 
and life. His moments of fun are curi- 
ously joyless, tinged with a certain senti- 
mentality. He is a restless spirit, striving 
to turn disgust into self-knowledge 


seduced her husband on his desk and 
left her knickers in the “in” tray of a 
member of his staff she disliked. 

The old building has witnessed a 
slow change in political styles as well as 
personal ones. The old-fashioned, col- 
ourful orators have given way to mem- 
bers reading typed speeches painstak- 
ingly prepared for them by teams of re- 
searchers. It has seen the Labor mem- 
bers change from engine drivers and 
boilermakers to university-educated 
middle-class technocrats. And it has 
seen a growing disaffection with both 
major parties and the growth of splinter 
parties which can now hold the balance 
of power between them. 


and then into insight, with a laugh. 

“My mother had wanted me to go in 
for the law and my father thought I'd 
make a plumber — I'd been a terrible 
disappointment to them both," Hardv 
says of himself. 

Sydney, the city in which Hardy lives 
and works, reveals itself as a vital, raun- 
chy, tough and corrupt place that swal- 
lows those who fail and rewards the 
strong and successful. Hardy is our tour 
guide as he searches for the lost and bro- 
ken. The characters that move through 
the streets of the inner city and Sydney's 
suburbs are well observed individuals 
who come immediately to life. 

"It was one of those fifty-fifty days in 
Sydney; half the sky was grey, half was 
blue and it might rain or the tempera- 
ture might hit thirty," notes Hardy at 
the beginning of Mother's Boy, a short 
story about a crooked funeral director 
from the collection Heroin Annie. 

Corris’ short story characters are 
quickly defined and Sydney is a few 
brushstrokes of climate, names of 
a like the Glebe, Rushcutters Bay, 

ondi Beach, King’s Cross and Double 
Bay with just enough physical detail t 
play up the imagination. Strange 
though, Sydney comes across more lea 
and lively than mean. 

Perhaps the two novels that show 
most clearly the rotten underbelly 
are The Empty Beach, which tells 
of the hunt for a man who is sup- 
posed to have drowned but is dying of 
cancer, and Deal Me Out, about a drunk- 
en writer turned car thief to obtain ma- 
terial for his writing. It is in these two 
stories about gambling and organised 
crime that Corris comes into his own 
and offers the reader the clearest and 
most heartrending view of a corrupt 
Sydney. 

Although Corris has firmly placed 
Hardy in Sydney, the desperation and 
alienation felt by many of those that 
Hardy encounters are common in the 
world today. Corris’ picture of Australia 
shocks for it removes forever the idea of 
the country as a cosy, friendly place and 
replaces it with an idea of toughness that 
makes people three-dimensional, not 
pleasant cardboard cut-outs. Oo 
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Nation flexes economic muscle 





f German cars and German chemicals can | = | Japan grew 20.6% in 1987 while Japan's ex- 
Frae it in Japan, there may be some hope | | ports to West Germany rose only 5.2%. 

after all for the chronic West German trade This supplement was — | As the Japanese market slowly and reluc- 

2ficit with the dynamic economies of East and. | prepared by tantly opens to foreign suppliers, West Ger- 

Southeast Asia. | Frank Roberge, many should continue to profit from some of the 

Again in 1987, West Germany bought much a Frankfurt-based same advantages that have already made the 

more than it sold in the region made up of free-lance writer. country the world’s No. 1 exporter, ahead of the 

US and Japan. 





the six Asean countries as well as South Korea, | —— —— 
Taiwan, Hongkong and Japan. West Germany — — The West German chemical industry, which 
has been running a rising, double-digit trade deficit with this led the world last year with chemical and pharmaceutical exports 
group of countries throughout the 1980s, and estimates place valued at Dm72 billion, managed to increase its exports to Japan 
the latest shortfall in the range of the Dm19.2 billion (US$11.3 | in 1987 by 7.5%, even though Japan’s own chemical industry ex- 
billion) deficit recorded for 1986, up from Dm10.6 billion in | panded by more than 7% at the same time. German chemical ex- 
1980. ports to Japan had risen to Dm2.438 billion in 1986 from Dm2.3 

But a closer look reveals that German trade with Asean is just | billion the previous year, while Japan’s chemical exports to West 
about in balance. And the estimated Dm4.9 billion deficit with | Germany climbed to Dm924 million from Dm839 million. 





South Korea, Taiwan and Singapore for 1987 was just about German cars now dominate the small but growing Japanese 
offset by Germany's trade surplus with China, the other significant | market for foreign automobiles. Car imports from West Germany 
West German trading partner in the East Asian region. increased by 36.5% to 76,468 vehicles in the fiscal year ended 31 





That leaves Japan, which just happens to be West Germany’s | March, with three of four Japanese who bought a new foreign car 
No. 1 trading partner in the Asia-Pacific region. Bilateraltradelast | choosing a German one. The entire foreign car market at the 
year amounted to Dm35.82 billion, but more than two-thirds of | same time grew 41.1%, with 104,340 vehicles sold. 
that was Japanese goods delivered to West Germany. Japanese sales are still just a drop in the bucket for German au- 

The statistics show that this trade is heavily weighted in favor of tomobile makers who posted foreign sales of around Dm98.5 bil- 


manufactured goods like vehicles, machinery and electronic lion last year, but the potential is large. German machinery, which 
equipment as well as chemicals and pharmaceutical products. accounted for Dm80.8 billion of the country's total exports last 


e only important year, is highly re- 
xport category in arded in Japan for 
which German in. WEST GERMANY'S TRADE WITH ts quality and sophie 
dustry runs a large 23 ASIAN COUNTRIES tication. Prospects 


surplus with Japan is 
that of chemicals and 
pharmaceuticals 
And though the Ger- 
mans lag far behind 
in trade in vehicles 
and machinery, their 
Japanese sales are 
growing. 

“Since the begin- 
ning of 1987, Ger- 
man exports to Japan 
have increased faster 
than imports,” says 
Hans Peter Stiehl, 
president of the Fed- 


for the other major 
German export cate- 
gory, electronics, are 
less encouraging. 
Japan is by far the 
world’s leading ex- 
porter of electronic 
components, data 
processing and tele- 
communications 
equipment, office 
machinery and elec- 
tronic entertainment 
equipment with for- 
eign deliveries ex- 
ceeding US$4.5 bil- 
eration of German lion in 1986. West 
Chambers of Com- Germany exported 
merce. Exports '87 only a third of that 
Figures recently Percentage change in exports: -- 9.296 amount and its im- 
released by the Ger- Percentage change in imports: +8.9% ports exactly 
man East Asian So- matched exports, 
ciety (OAV) show making it the second 
German exports to REVIEWDIAGRAMby we, T"; UDiggest export mar- 


(West Germany's exports and imports) 
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ket after the US. Japan, by contrast, ranked ninth after countries 
like Singapore, the Netherlands and Canada as an importer of 
electronics. 

A report in the Intereconomics magazine of Hamburg's 
HWWA Institute for Economic Research concluded that West 
Germany in recent years has fallen behind Japan in trade with 
high technology goods. In certain fields such as semiconductors 
and consumer electronics this has obviously been the case. But 
the German machinery and plant engineering industry has 
proven consistently competitive in third markets. 

Christoph von der Decken, chairman of the Hamburg-based 
OAV, said in a magazine interview that the Japanese economy is 
now undergoing a transition from expansion to qualitative 
growth. "It is now entering a stage of maturity in its development 
that the West German economy has already achieved. In the next 
few years the competition between the two economies will stiffen 
and | am convinced that we will not come up short." 

A study by Berliner Handels und Frankfurter Bank (BHF) said 
there was enormous potential for expansion in Japan's underde- 
veloped economy, which it said was now turning into a growth 
engine. While West Germany's domestic growth is fuelled by pri- 
vate consumption, Japan's economy is drawing on private sector 
investment, particularly in housing construction, BHF Bank said. 
It also said that while Japan i$ heavily dependent on the US mar- 
ket for 36.5% of its exports, the country's ratio of exports to gross 


domestic product is only 1:10 compared with 1:4 for West Ger- 
many. 

Threats of protectionism and the strong yen, the phenomenon 
the Japanese call Endaka, have forced Japan to fight harder to 
maintain its market share. The bidding war between Bridgestone 
Corp and the Swiss-Italian Pirelli Group for Firestone Tire and 
Rubber Co. shows how high a price the Japanese are willing to 
pay for market access. 

In a speech to the OAV, Bundesbank President Karl Otto Pohl 
praised Japan for the way it had coped with the impact of the ris- 
ing yen, noting the Germans had to overcome the same problem 
a decade ago, He also said Japan's emerging Asian competitors, 
the "four tigers," have been reaping windfall profits because their 
currencies are tied to the dollar. He suggested an Asian currency 
union linked to the yen as a cure for these distortions. 

Stiehl, the DIHT president, has conceded that a long-term 
comparison shows West Germany has forfeited part of the Far 
Eastern trade to its major rivals, Japan and the US. But he pointed 
out that West Germany has emerged as the third most important 
trading partner for many of the countries in the region as well as 
their No. 1 trade partner in Europe. 

The low level of direct investment by German industry in East 
Asia remains a weakness, but the region now accounts for around 
8% of West Germany's total trade and bilateral trade with some of 
the countries has moved into double digits. € 





INDUSTRIALISATION 


Forthcoming shift in 
world economic power 


By Hans Peter Stiehl 


he nations of the Asia-Pacific region currently have the 

biggest growth rates in the world. Their rapid and lasting 
progress on the path of industrialisation is impressive. Ja- 
pan today occupies a leading position in world technology 
markets. Taiwan, South Korea and Singapore are still main- 
taining considerable growth rates. Then there is the outward- 
looking policy of recent years by the most populous country on 
earth, China. If this policy is continued it will lead to a shift of 
world economic power. All these countries clearly have the 
determination and the ability to harness modern technology to 
their own rapid development. To the developing countries of 
this region, sophisticated technology does not imply 
dependence on others but an opportunity to secure 
their own advancement. 

The US has adapted to the situation. It is focus- 
ing increasingly on this region, somewhat to the de- 
triment of transatlantic trade relations. The dynamic 
growth on the West Coast of American compared 
with the East Coast is a reflection of that of the 
Pacific Basin. It is against this background that 
we should review our commitments and our op- 
portunities in this region and redouble our ef- 
forts. 

An intensive “Pacific debate” began in the early 
1980s, A great deal was said about missed oppor- 
tunities and the laggardness of German firms in com- 
parison with their American and other rivals. Much has 
happened in the meantime. Of total German trade 8% 
is with countries of the Asia-Pacific region. The growth 
of trade with many of these countries has moved into 
double figures in recent years. Since the beginning of 
1987, German exports to Japan have increased faster 
than imports. For many countries in that region, West 
Germany is now the third largest trading partner follow- 
ing the traditionally dominant powers in the region, the 
US and Japan. 


But growth rates are also a question of the basis of calculation. 
The level of our trade with the Asia-Pacific region is still relatively 
low, also in relation to our principal rivals in world markets. A 
long-term comparison with the US and Japan shows that we have 
forfeited part of that region’s foreign trade. The situation is par- 
ticularly critical where direct investment is concerned. Less than 
5% of German direct investment goes to that region, Japan in- 
cluded. In Thailand, we rank 10th among foreign investors, and in 
South Korea we account for as little as 1.6% of all foreign invest- 
ment. 

It would not be fair to German companies, however, to ac- 
cuse them all of a lack of involvement, since the difficulties of 
market access are to be found largely in the region itself. The 
Asia-Pacific region is first and foremost a geographic term. We 
have to make a distinction among the Asia-Pacific industrial 
countries of Japan, Australia and New Zealand; the threshold 
countries of South Korea, Taiwan, Hongkong and Singapore 
the region's Four Tigers; the developing countries, especially 


the members of Asean, and finally the socialist-oriented coun- 
tries. Nowhere do the factors of language, mentality, eco- 


nomic development and market access differ so greatly 


WEST GERMAN TRADE WITH KEY 
ASIAN PARTNERS — 1987 


(Trade volume) 
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In 1987 KfW succeeded once more in reaching its goal 
for the year and at the same time strengthened its potential 
for future development. Domestic investment loans 
were concentrated in two areas: small and medium-sized 
enterprises ( DM 5.0 billion) and environmental protec- 
tion ( DM 2.1 billion). German exporters benefited from 
total credits of DM 3.2 billion. Development assistance 
funds apprópriated by the Federal Government 
(DM 2.7 billion) were mainly used to finance projects in 
Africa and Asia, including for the first time structural aid 
to improve the macro-economic framework. 


In the coming years KfW will see a considerable - 
increase in domestic investment loans - not least as a 
result of the DM 21 billion financial programme for k local 
. authorities and small and medium-sized enterprises 

launched recently by the : Federal Government. 


| Highlights c of KW's B Balance Sheet | : 
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A copy of KfW’s 1987 Annual Report is available upon 
request. 
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. as they do on the Western fringe of the Pacific Basin. 


^ What conclusions should be drawn from these conditions? In 

= all probability, the East Asia-Pacific countries will continue to be a 
region of vigorous growth. This is borne out by the attitude of the 
East Asians to technological and economic progress, their high 
level of training and professional qualifications, as well as the 
heavy demand generated by a rapidly growing population. If Ger- 
man firms wish to exploit all business opportunities they will have 
to develop ways of gaining access to this market. 

The proaressive industrialisation of the Pacific region offers 
generally good opportunities for German firms with their broad 
spectrum of exports. However, international competition in these 
markets usually requires our companies to get more heavily in- 


^ volved locally. The varied demand for modern industrial goods 


makes it necessary to establish sales, service and assembly net- 
works, as well as manufacturing facilities. In view of the different 
local conditions and sales prospects, companies will have to vary 
their decisions depending on their product lines. This also applies 
to the nature of their commitment. In this connection they can 
grant licences and avail themselves of the extensive opportunities 
for joint ventures. They should remember, however, that the 
means of protecting investments in the East Asian countries are 
still underdeveloped. Thus, the choice of a suitable type of com- 
mitment demands considerable entrepreneurial skill. 

Sometimes new types of commercial arrangements have to be 


<o developed to minimise the cost of market access. 


Medium-sized German companies can work out co- 
operation schemes with other German firms. The re- 
 cently opened German industrial estate in Yokohama is 

an example of this. As we know from our experiencein . 
other markets, the task of boosting exports involves . 
more direct forms of market commitment. 

In many instances, local sales orientation will be the 
motive for investment; in others it will be costs. The 
East Asian developing and threshold countries today 
- offer considerably advantages in terms of labour costs, 
but also in terms of capital. Here, in particular, there is _ 
considerable competition to attract foreign investors. — 
Naturally, the development of national markets and ac- 
cess to neighbouring markets in the region will feature : 
in this cost-orientation, as will the prospect of exportinc 
from this basis to the industrial countries of the Pacifi 
region, including the US, Canada, Australia and New 
Zealand. | p 

There are two main avenues of approach for large 
companies seeking heavier involvement in the region: 

They will have to rely more than before on the 
global competitiveness of East Asian industrial com- 
panies. Through specific co-operation arrangements, 
German firms can harness that market-winning ability to their 
own sales strategy. More and more American and Japanese com- 
panies are adopting this approach. 

The other approach is via co-operation in the field of industrial 
research, especially with Japanese companies. This is because 
the Pacific is increasingly becoming a high-technology region 
(micro-and opto-electronics, materials research and biotechnol- 
ogy, for instance). But co-operative agreements aimed at estab- 
lishing German and European technology in the region would 
also be worthwhile with companies in other countries such as 
Korea, which are still largely dependent on Japanese technology. 

If offers are interesting, companies in the Four Tiger countries 
are usually very keen on co-operation, and German firms do have 
something to offer. There is considerable interest in the innova- 
tive technology of medium-sized German companies. 

But if these companies are to become more deeply involved in 
the region, they will need more information and counselling. This 
is where the overseas chambers of commerce and the representa- 






>O tives of German companies are glad to be of assistance. With the 


exception of Singapore, information and counselling services are 
available in all East Asian countries. € 


ve . Hans Peter Stiehl is president of the Association of German Chambers of 


Industry and Commerce. 





form and modernisation. 





Germany poised for 
new trade surge 


Tis Year of the Dragon is turning out to be a lucky one for 
West Germany's China trade. China's current five-year for- 
eign trade plan hits the half-way mark on 30 June and authori- 
ties in Peking have determined that only about 35% of the 
planned import volume will be reached by that time. That leaves 
enough leeway in the next 2 1/2 years for imports to rise by an an- 
nual 6.195. 

For West German exporters, who have just scraped through a 
couple of lean years in China trade, this development should 
translate into a 9% increase in business in 1989 and 1990, ac- 
cording to an assessment by Manfred Unger of the German trade 
promotion office in Peking. 

Unger said the opportunities for new business are good be- 
cause China has now straightened out its current account imbe 
lance and reduced its trade deficit. China traditionally buy 
machinery, electrical equipment and specialty steel from West 


| Germany, but Unger says there are now chances for environmen- 


WEST GERMAN TRADE WITH CHINA 


(West German exports/imports) 


Exports '86 


REVIEWDIAGRAM by Barmy Lee 
tal technology, fertilisers, vehicles, breweries and food pro- 
cessing. 

West Germany in recent years has become China’s fourth 
largest supplier among the industrial countries, ranking behind 
Japan, Hongkong and the US. But China ranks second only to 
Japan among Asian markets for West German exports. Total 
trade between the two countries has been running between Dm8- 
9 billion (US$4.7-5.3 billion) in the past few years. 

Nobody expects to duplicate the great leap forward that came 
in 1985 when German exports to China soared by 116% to 
Dm6.43 billion with the delivery of some large pilot projects. 
Alarmed by a US$14.9 billion trade deficit that year, Peking plan- 
ners hit the brakes with the result that German deliveries fell to 
about Dm6.1 billion in 1986 and around Dm5 billion in 1987. 

Austerity measures choked China's trade deficit back to 
around US$12 billion in 1986, and a respectable US$3.74 billion 
in 1987 with a corresponding improvement in the country's cur- 
rency reserves. Berlins DIW economic research institute said 
China's encouraging trade performance in 1987, which featured 
a 28% jump in exports to around US$39.5 billion coupled with 
nearly static imports of around US$43 billion, paves the way for a 
smooth continuation of the country's programme of economic re- 


Pekingis decentralising its foreign trade administration, cutting 





lf Deutschmark investments are part 
of your pension fund strategy, you are 
familiar with the variety of DM instru- 
ments available. 

But, there are subtle differences 
in yields, liquidity, maturity, and depth 
of the market. There are yet other 
considerations which may require 


tailor-made solutions. Our experts 
would like to talk to you about them. 

WestLB is one of the leading Ger- 
man banks issuing DM bonds. After 
all, we have over DM 60 billion in 
circulation worldwide. When the future 
of young people is at stake, make sure 
your plans include WestLB. 
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The Westdeutsche Landesbank. 


Hong Kong BA Tower, 12 Harcourt Road, Hong Kor 
Telephone (5) 842 0288, Telex 75 142 


Tokyo 720 Kokusai Building, 3-1-1 Marunouchi 
Chiyoda-ku, Tokyo 100, 
Telephone (3) 2 160581, Telex 23859 


Düsseldorf Herzogstrasse 15, 4000 Düsseldorf 1, 
Telephone (211) 82601, Telex 8582 605 
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red tape, expanding the special economic zones that beckon to 
foreign corporations and fostering more direct foreign investment 
to gain technical expertise. A report that emerged from a Peking 
meeting of a German-Chinese working group on investment last 
December concluded that West Germany should raise its stake in 
China's industry, particularly in electrical equipment, electronics, 
chemicals and machinery. us 
.. West Germany in the first nine months of 1987 supplied 
around 7.5% of China's imports with goods in which advanced 
technology took prominence. But German industry remains woe- 
fully underrepresented in joint ventures with Chinese industry. 
So far there are only 26 German-Chinese joint ventures 

among the hundreds that have been launched with foreign indus- 
try in China. The working group identified uncertainty about the 
long-term prospects of the Chinese market along with scepticism 
about the profitability of such ventures, particularly when com- 
pared with investments in other Asian countries, as factors con- 
tributing to the German reticence. . ae 

. The German companies that have taken the plunge must be 
doing something right. Volkswagenwerk's three-year-old joint 
venture in manufacturing Santana model automobiles in Shang- 
hai was rated fourth on a list of the 10 best joint ventures with for- 

n industry in a survey published by a Peking business news- 

~~per. | 2 C PM 

. The German shampoo and cosmetics company Wella AG em- 
ploys 140 workers in its joint Sichuan operation that hopes to tap 
into a huge market with its Sunny Future line of hair products. 
Chinese beer drinkers are supposed to get their first taste this sum- 
mer of a rice-based lager beer brewed according to Bavarian stan- 
dards at a Wuhun brewery in which Munich's Spaten Franzis- 
kaner Brau has taken a 4% interest. 9 0000 o0 
. Besides the joint ventures in vehicles, machinery, ship- 
building and electrical equipment, German. ‘industry has 
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around 300 cooperation arrangements with the Chinese. 

Mannesmann AG, with an interest estimated at Dm350 mil- 
lion, is a leader in a consortium building a steel rolling mill in Tian- 
jin that is slated to start producing seamless pipes in 1992. Zimmer . 
AG of Frankfurt has been tapped to supply a polymerisation plant e 
to make tyre cord and two other factories after successfully com- = 
pleting 17 plants in China over the past 10 years. Y 

Lufthansa, the West German state airline, plans to develop a A 
business and exhibition centre with a 600-room hotel in Peking in 
a joint venture and Daimler Benz has been talking with the 
Chinese about a heavy truck plant in Inner Mongolia. 

The biggest potenial plum for German industry — a series of 
major nuclear energy projects — is ripe but still dangling. A Ger- 
man consortium made up of BBC AG, Deutsche Babcock Mas- 
chinenbau AG, Mannesmann Anlagenbau AG, Strabag Bau AG 
and Hochtemperatur-Reaktorbau GmbH and represented by In- 
notec Energietechnik KG signed recently a cooperation agreement 
with China for the planning and construction of high-temperature 
nuclear reactors. And the Kraftwerk Union division of Siemens is 
negotiating a cooperation agreement with China to construct 
600-megawatt power reactors. 

In another promising field, the China National Aero Technol-: inn 
ogy Import and Export Corporation has teamed up with Mes- . . 
serschmitt-Bolkow-Blohm GmbH (MBB) to develop a 75-seat ^ . 
Chinese passenger aircraft with low fuel consumption and a range - 
of 2,500 km. China would like to have 300 such PC 75s in service i 
by the turn of the century and MBB hopes to complete develop- ` 
ment by 1994 at an estimated cost of Dm1.7 billion. xen 

The West German Government in May announced it was - 
doubling its development aid to China to Dm200 million a year in | 
the interest of economic cooperation. West Germany, mean- 
while, absorbed more than 3% of China's exports for a total of 
around Dm3.5 billion in 1987. € | 
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How to pass a camel 


through the eye of a needle. 





A camel can’t pass through the eye 
of a needle, but an optical fibre 

can. And an optical fibre can carry 
a 1000 times more information 

than a copper cable the size of a 
camel’s thigh! That’s modern tech- 
nology - doing more with less. 

In fact, one optical fibre can trans- 
mit thousands of telephone conver- 
sations simultaneously. Or the TV 
pictures for the video telephones of 
the future. 

Modern technology is making prog- 
ress in telecommunications pos- 
sible. And better communications 
bring people closer together. 

That’s why our engineers are con- 


stantly thinking up new ways of 
transmitting information even fur- 
ther, even faster and with more 
intelligence. New concepts for the 
optical communications of tomor- 
row. 

ANT also develops, manufactures 
and supplies: multiplex systems, 
communication cable systems, 
microwave systems, communica- 
tion satellites, mobile radio 
systems, audio systems. 


Technology is our strength: 

ANT Nachrichtentechnik GmbH 
Gerberstr. 33 - D-7150 Backnang 
Telephone (7191) 13-0 






We develop and manufacture modern 
optical fibre cables for transmitting broad- 
band signals. 
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MONTBLANC MEISTERSTUCK 


FHE GQDASSILGL OF THE FUTURE 


Created for people who aspire to the finer things in life. 
The fountain pen is designed with a handcrafted, 14 carat gold nib with platinum inlay. 
Together with the ballpoint pen and pencil, these highly polished writing instruments feature gold plated fittings 
in the world famous classical design. 
Montblanc Meisterstück writing instruments — the ultimate expression of personality. 
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 BHF- BANK 1987: STEADY PERFORMANCE 
IN A CHALLENGING CLIMATE. 








 BHF-BANK rap 
| Se figures 


| Business volume 
` Third party funds 


Capital and reserves 


Net income for the year 





. 1987 


. million DM 


33,748 


30,580 


24257. 
28,149 


1,270 
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. . gratifyig results were again achieved | 


The more difficult the economic environ- 
ment, the more valuable the strengths of 
BHF-BANK: a conservative and. prudent 
business philosophy matched with modern 
banking practices, which fully nd igna 
the customer's needs. Accordingly, qu ity 
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1987, with substantial advances. for the 
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CON E eu) and business volume (+ 





1096). . 
.. Concurrently, the Bank further expanded 


its human resources, technical facies a and 


international network. Owing to this 
. tive investment thrust — which, among other 
things, accelerates data flow and infor- 
mation exchange and permits innovative 
Service packages - BHF-BANK 
equipped to meet the challenges. of 
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r6 may continue to look to us for the hallmark 
: => features that distinguish the : 
—— . modern merchant banker: personal lice, 
a customer-oriented approach, d con 
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Head office: Frankfurt - Branches and subsidiaries in London, Luxembourg, New York, Singapore, Tokyo, and Zurich. — . 











WEST GERMANY IN ASIA t ADVERT ISEMENT SUPPLEMENT 


COMPETITION 


Four tigers stalk 
Germanys markets 


sia's "Four Tigers" — South Korea, Taiwan, Hongkong and 

Singapore — are stalking West German markets for a chance 
to exercise the aggressive strategy that has already won them a 
top supplier position in the US and opened Britain, Belgium and 
the Netherlands for an export boom. 

German industry dismissed the threat from these predators, ar- 
guing that their goods were only cheap quality at a cheap price. 
German quality, so it maintained, would win out in the end. But 
industry organisations like the East 
Asian Society (OAV) in Hamburg are 
warning that even this has its limits. 

The four Newly Industrialised Coun- 
tries (NICs), still flood their traditional 
markets with plastic toys and cheap tex- 

les, but have added computers, televi- 

ion sets, video recorders and electrical 
appliances — all cheap and all competi- 
tive. Says one OVA spokesman: “They 
have two-digit growth, good products 
and good discipline. German firms have 
reason to be afraid." 

Although economic growth in Asia 
slowed in 1987, the Four Tigers man- 
aged an 11.7% growth increase, spring- 
ing on new export opportunities as the 
dollar dropped and the yen soared. Ex- 
ports boomed. From computers to 
microwave ovens, the NICs claimed 
their share of the markets. 

Altogether they hold a 3.5% share of 
the German market — but numbers can 
distract from the real dynamics at work. 
In 1987, exports from Taiwan and 
Korea alone increased by one-third. 
Department stores sold a half a million 
Korean-made portable colour television sets — double the 
number the year before. Some 125 Taiwan companies pushed 
their way to the head of top electronics trade fairs with 

arket-competitive hardware, software and peripherals. And 

ongkong's exports of finished garments and textiles helped 
to make it West Germany's sixth most important trading part- 
ner, 

But this trade is largely a one-way street, putting West Ger- 
many, Europe's most liberal market, in the precarious position of 
running a lopsided trade deficit. 

In 1987, Taiwan led the pack — reporting Dm4.2 billion 
(US$2.5 billion) in export goods 
and only Dm2.6 billion in import 
goods. Hongkong exported Dm4.2 
billion and imported Dm2.1 billion; 
South Korea exported Dm4 billion 
and imported Dm2.7 billion; and 
Singapore exported Dm1.5 billion 
and imported Dm1.9 billion. Singa- 
pore, however, is a prime market 
for West German electronics and 
know-how exports. 

Competition is hard and both 
West German businesses as well as 
their leading Japanese rivals are 
hoping to guard traditional markets 
from the jaws of the Four Tigers. 
Business analysts expect market 
competition to get tougher after 
1989, when the NICs are slat- 
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Korean electronics: strong competition. 


1987 TRADE BALANCES OF ASIA’S 
“FOUR TIGERS” WITH WEST GERMANY 


S. Korea (1.23) 


ed to lose their special trading status with the US. 

Economists say West Germany might be the hardest hit when 
the NICs battle for a lucrative market to replace the US. The four 
governments would like nothing better than to decrease their de- 
pendence on American and Japanese import orders anyway. 
Their chances of winning are good because lower energy and la- 
bour prices, currency depreciations and the drop in international 
interest rates all work to increase the Tigers’ export competitive- 
ness, 

German's government and industry share this knowledge, but 
are divided on the proper approach — on whether to work with or 
against the Tigers. Government sources say the issue is touchy 
and some want to bring it up at the Toronto Summit along with 
the question of integrating these four formidable powers into the 
world economic order. 

"We can't make them angry," says one German government 
official. "We have to make them aware 
that they are a part of the world econ- 
omy and that they have duties to fulfil." 

West Germany stands to benefit 
from the Tigers' appetite for know-how, 
but fears that the payoff is a strictly 
short-term advantage. The Tigers have 
stressed an interest in importing high- 
quality hi-technology, but the majority 
of companies are not taking advantage 
of the opportunity. 

Klaus Dornbusch, head of East Asian 
affairs for the West German Federation 
of Industries (DIHT) says business can 
benefit from exporting its technological 
expertise because the Tigers need it and 
are willing to pay for it. They are wide 
open to technology transfers as well. 

Joint ventures between West Ger- 
man industry and the Tigers, an impor- 
tant form of economic cooperation, in- 
crease each year. Some German indus- 
tries still fear they will be welcome 
only as long as their products are, and 
then be tossed aside after their useful- 
""""' ness is done and their methods 

have been mastered. It has hap- 
pened often enough in the past and Japan is a painful exam- 
ple. 

Many more German politicians and unions fear that strides in 
research and development can ultimately mean more manufac- 
turing plants outside the country and fewer jobs within it. Says 
Bavarian Minister President Franz-Josef Strauss: "We export 
more growth possibilities and job openings at the moment than 
we import!" 

Of the Tigers, Dornbusch says that only South Korea poses a 
real threat to the balance because its industries are made competi- 
tive through government subsidies and supports. “It goes against 
our liberal free-trade system and we 
cannot accept it." 

He says retaliatory measures are 
not the next step, but could be the 
last. South Korea has managed to 
dominate a few key markets, among 
them entertainment technology. 
DIHT estimates say that South 
Korea could easily meet 30% of the 
total demand for items such as 
video recorders and portable televi- 
sion sets. 

Automobile manufacturers will 
be called on nextto tackle the Tigers. 
South Korea is preparing for a major 
push to market its Hyundai Stellar 
and Pony models. It has already suc- 
ceeded in marketing its small car to 
Holland, Britain and Belgium. e 
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lf waste and refuse are becoming 
a problem in your country, 

let’s get together to see if we can 
make your disposal system 

pay its own way 


Energy technology Hong Kong Singapore China, Beijing 

viro ginee Deutsche Babcock Group Deutsche Babcock Group Deutsche Babcock Group 
"- nenas em ring G. BO. Box 5395 10-01 Shaw House 22, jianguomenwai Dajie 
Process engineering Tel. 81048 48 Tel. 734 5039 2310 Commercial Building 


Mechanical engineering Tlx. 60764 Tlx. rs 26870 Tel. 5123888 Tlx. 222510 





In Singapore, for instance, 
we built a waste incineration plant 
which also generates electricity 





The waste and refuse produced 
on the densely populated island 
of Singapore takes up a lot of 
room which can be better used in 
the creation of jobs, for dwellings 
or for recreation facilities. 
Another problem is the country's 
rapidly growing energy require- 
ments,for which there are no local 
resources of conventional fuel 


However, the waste incineration 
plants we have developed with 
their roller grate stokers have 
gone a long way to solving both 
problems: Waste and refuse are 
converted into ash and scrap with 
hardly more than one tenth the 


BABC@CK 


original volume. At the same time, 
the incineration process 1s 
harnessed so that the calorific 
energy contained in the 
combustible waste 1s efficiently 
converted into electricity - vir- 
tually cost-free. Just one example 
of our environmental engineering 
capability 

Babcock is worth looking into - 
why don't you ask for some more 
detailed information? 


Deutsche Babcock AG 
Postfach 1003 47 
D-4200 Oberhausen 1 
Fed. Rep. of Cermany 
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CAPITAL 


Banks strike uneasy 
truce with Japan 


Ti banking systems of West Germany and Japan seem to 
have struck an uneasy truce after sizing each other up warily 
for the past few years like a cobra and a mongoose. 

In an age of integrated markets and global banking, the two 
countries with the most important reserve currencies next to the 
US dollar are destined to be natural rivals. But they also seem to 
be aware that there is little alternative to cooperation and accom- 
modation in international financial policy. 

Aside from this similarity, the Japanese and German banks 
seem to be poles apart in style and strategy. Faced with high 
liquidity in their home market, the Japanese have compensated 
with huge volume for the low margins they have been willing to 
accept in international business. This contrasts with the cautious 
German approach that stresses selectivity and profitability. 

The Germans, who have used a carrot-and-stick approach to 


force their entry into Japan's domestic banking scene, are still — 


pressing for further concessions. 

During a visit to Tokyo in late April, Bundesbank President 
Karl Otto Pohl told Japanese bankers the recent admis- 
sion of German banks to Tokyo's flourishing securities 
market was an important step towards liberalisation. But 
he complained that lingering restrictions on the money 
market and on interest on deposits still placed the Ger- 
mans at a competitive disadvantage with the domestic 
Japanese banks. 

The big German banks had been longing to crack the 
closed Japanese securities business but the break- 
through came only after Bundesbank used the level of 
reciprocity as part of its own programme to liberalise 
West German 's financial markets. 

The interest of foreign investors — and foreign bank- 
ers — in the German securities market took a quantum 
leap in mid-1984 when Chancellor Helmut Kohl's gov- 
ernment did away with the coupon tax on interest remit- 
ted to foreigners. The following year, Bundesbank lifted 
its ban on floating rate notes, zero coupon bonds and 
bonds linked with currency and interest rate swaps. At 
the same time, the central bank opened the domestic 
bond scene to all foreign banks — except the Japanese 
— by permitting them for the first time to lead-manage 
Dm Eurobonds and to participate in the consortiums for 
placement of German government bond issues. 

Since then, Bundesbank has upped the ante by per- 
mitting the issuance of certificates of deposit and it has eased its 
minimum reserve requirements a bit. The liberalisation was fol- 
lowed by a rapid expansion of the German securities markets that 
generated enough additional business to please the domestic 
banks as well as a steady stream of newcomers from abroad, most 
notably the Swiss, Americans and British. 

The West German Banking Federation observed that cross- 
border securities transactions involving West Germany rose in 
1986 to eight times their volume of 1980. Net emissions of 
domestic fixed-interest securities rose to an all-time high of 
Dm87.5 billion (US$51.47 billion) in 1986 and two-thirds of the 
net placement was with foreigners. Foreign addresses issued 
another Dm37.6 billion in Dm Eurobonds that year as the plung- 
ing dollar enhanced the appeal of mark-denominated securities 
as a currency hedge. 

The Japanese, who had to watch the action from the sidelines, 
got the message and began issuing securities licenses to German 
banks seeking access to the Tokyo market. By last September, 
they had admitted seven German banks to the Tokyo securities 
business. These were Deutsche Bank, Dresdner Bank, Com- 
merzbank, DG Deutsche Genossenschaftsbank, Westdeutsche 


Landesbank Girozentrale (WestLB), Bayerische Vereinsbank and 
Berliner Handels-und Frankfurter Bank (BHF Bank). 

Bundesbank, as it had promised, reciprocated on 1 October 
1987, extending the same lead management and consortial 
privileges to Japanese-owned banks in West Germany that it had 
to other foreigners during the liberalisation campaign two years 
before. Normura, with an issue for a customer, and EBJ, with an 
issue for itself, became the first Japanese houses to enter the Dm 
Eurobond action. 

Traditionally, Japanese banks in West Germany have concen- 
trated on merchant banking like most of the other foreign banks. 
In fact, the Japanese banks are like most of the other foreign 
banks. In fact, the Japanese banks are heavily concentrated in 
Dusseldorf, where most of the Japanese industrial companies 
make their German headquarters, rather than in the country's do- 
minant banking and finance center at Frankfurt. 

This contrasts sharply with their strategy in the free-for-all Lon- 
don financial centre where the Japanese houses have already 
grabbed the biggest share of the intemational banking business. 

Thus, West Germany's decision to liberalise its capital market 
and its most recent reciprocity gesture toward the aggressive Ja- 
panese banking and securities houses could be viewed as a calc"'- 
lated risk with unforeseen implications for domestic banking i 
terests. 

Even without the Japanese, moreover, Swiss, American, 
British and a few other foreign banking interests managed to stake 
out an estimated 10-15% of the Dm Eurobond issuing business in 


WEST GERMAN TRADE WITH JAPAN 


(West German exports/imports) 


Percentage change for exports: 20.6%. 
Percentage change for imports: 5.2%. 





REVIEWDIAGRAM by Barr Loe 
the first full calendar year after Bundesbank abolished the domes- 
tic banking monopoly on lead managements. Credit Suisse First 
Boston, for example, vaulted into third place after Commerzbank 
and began to be seen as a potential rival to Deutsche Bank, the 
market leader in Dm Eurobonds. 

But the Louvre Agreement, which stabilised the dollar in Feb- 
ruary 1987, choked back growth in the relatively low-yielding Dm 
Eurobond market by dashing expectations for currency aprecia- 
tion. Strong competition caused the foreign contingent to scale 
down its initial earnings projections from this business. 

Net emissions of domestic bonds stagnated near the 1986 
level, but this time foreigner investors took only around two-fifths 
of the paper, Bundesbank statistics show. And foreign borrowers 
in 1987 floated only about Dm25.1 billion in Dm Eurobonds, 
down one-third from the previous year. 

Bundesbank statistics demonstrate foreign investors had re- 
garded Dm Eurobonds as a currency hedge. Foreign buying of 
these instruments slowed to a trickle a few months after the 
Louvre Agreement and by September 1987, the foreigners had 
become net sellers. 

But the government's announcement last October that it plan- 
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From the right vantage point, your vistas extend 
to even distant markets. Let’s look them over together. 


The deeper your insights into a country 
and its economy, the better your prospects 
in international business. Take intelligence 
onoptimummodes of paymentand methods 
of financing, for instance. To support your 
foreign commitment successfully, your 
oank partner must be able to provide such 
nformation firsthand. 

That's why DG BANK has steadily 
axpanded its international network of 
oranches and subsidiaries in major finan- 
zial centers. In addition, we maintain corre- 
spondent relations with some 3,000 banks 
Norldwide. As a member of the UNICO 
3anking Group, DG BANK cooperates 


closely with six large West European banks. 

To its international presence, DG BANK 
adds a universal range of services: from 
foreign exchange cover to Euroloans, from 
export financing to bond issues, from 
investment counselling to assistance in 
entering new markets. Whatever your 
needs, our fast-action policy ensures that 
you rapidly get together with the right 
people and lose notime in analyzing all the 
risks and opportunities. 

Our presence in the Far East: 
DG BANK Hong Kong Branch, Hong Kong; 
DG CAPITAL Company Ltd, Hong Kong; 
DG BANK Singapore Branch, Singapore; 


DG BANK 


DG BANK - GZB (Asia) Ltd, Singapore; 
DG SECURITIES Tokyo Branch of DG BANK, 
Tokyo; DG BANK Tokyo Representative 
Office, Tokyo; European-Asian Trade Ser- 
vice Company Ltd, Tokyo; Rakyat First 
Merchant Bankers Berhad, Kuala Lumpur. 

Further offices in: New York, Los Ange- 
les, Atlanta, Rio de Janeiro, London, 
Luxembourg, Zurich, Geneva, Budapest. 

Head Office: DG BANK Frankfurt, P.O. 
Box 1006 51, D-6000 Frankfurt am Main 1, 
Telephone: (69) 7447-01, Telex: 412291, 
Telefax: (69) 74 47-16 85/16 88. 


The broadly based Bank. 
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Four outstanding values encapsulate 
the wide spectrum of innovative 
technology from AEG on land, at sea, 
in air and in space. (Shown in the clear, 
easily read form of our LCDs in 
“chip- on-glass” technology.) 

individual ele- 
ments make up 





the aerial of the TRM-S radar. Electro- 
nic control allows defined vertical 
scanning giving a three-dimensional 
display. 


kilometres away 
from the earth by 
now the space probe Giotto met up with 
Halley’s comet in March 1986. It is still 
relying on AEG solar generators for its 
electrical power. 








Quantifiable 
technical progress. 


pulses per sec- 
ond can be trans- 





mitted about 40 km without amplifica- 
tion along the quartz-glass fibre-optic 
cables produced by AEG. This means a 
single cable carries more than 7,680 
conventional or 4 digital television 
channels. 


cubic metres of oil 
per hour can now 
be transferred to a tanker even in heavy 
seas. An electronic system from AEG 
guides the transfer hose to the pipeline 
on the sea bed and connects it under 
remote control. 

80,000 people work for AEG 
in a total of 111 countries. 
6,500 of them are dedicated 
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to research and development in 
series of key technological fields such 
as microelectronics, optoelectronics, 
power electronics and drives, and in 
areas of artificial intelligence and soft- 
ware technology. The aim of all this 
development is to arrive at innovative 
solutions to communication, informa- 
tion, industrial, energy and transport 
problems. 

Headquarters: AEG  Aktiengesell- 
schaft, Z 15, Theodor-Stern-Kai 1, 
D-6000 Frankfurt 70, West Germany. 


ned to impose a 10% tax on most interest earnings at the source 
has generated fresh demand among domestic investors in these 
foreign Eurobonds because they, unlike domestic bonds, would 
escape the tax. 

International Financing Review (IFR), a London market letter, 
shows how the Eurobond issuing business has changed since the 
market crash of last October. Deutsche Bank topped the list of 
Eurobond lead managers by volume in all currencies for the first 
quarter of 1988 with a market share of 10.74%. The traditional 
market leaders, Nomura and Credit Suisse First Boston turned up 
in second and fourth place respectively with market shares of 
8.69% and 7.17%. Daiwa ran third with a share of 7.27%. 

A partial explanation for the success of the big German bank 
can be gleaned from first-quarter statistics from BHF Bank. The 
US dollar was still the dominant currency by volume of Eurobond 
emissions with a market share of 36.3%. But the Deutschemark 
nearly doubled its traditional share to 18.6% for a solid second 
place. The yen finished well behind the pound with a fourth-place 
volume only half that of the Dm Eurobonds. 

In view of the lively Dm Eurobond action, Fuji Bank, Mit- 
subishi Bank and Sumitomo Bank have signalled their intention 
to set up securities operations in Frankfurt this year. 


The German banks also seem to want to expand their toehold 
in Tokyo. The Bayerische Vereinsbank capital markets operation 
that opened there last October may start underwriting Eurobond 
issues for Japanese customers in addition to trading Japanese 
securities, though purchasing a seat on the Tokyo Stock Ex- 
change still seems too expensive. The Munich bank also said its 
10-year-old Tokyo banking outlet had boosted its credit business 
and its deposits. 

Dresdner Bank-ABD Securities has been approved for mem- 
bership in the Tokyo exchange, where the stock of the German 
bank has been trading since October 1985. 

In classical banking business, the German domestic banks 
seem to have little to fear from the Japanese or any other foreign 
competitors in their home market. In terms of business volume, 
foreign-owned banks have so far only managed to capture about 
4% of the market in terms of business volume. 

Comparative statistics on foreign banking assets from the Bank 
for International Settlements in Basle show the Japanese banks 
collectively now dominate international banking business and are 
forging ahead at a sizzling rate. But they also show that, given cur- 
rent growth trends, the Germans are poised to overtake the 
French in No. 3 position behind the US banks. € 





German investment lagging in Asia 


mius Germans have discovered Thailand — or so they 
think. German men come to Banakok by the thousands in 
search of excitement, diversion and female companionship. 

The diligent businessmen of Japan, Singapore and Hongkong 
also flock to Thailand these days, but they have apparently disco- 
vered an entirely different country — one that seems to be on the 
verge of joining the newly industrialised Four Tigers of East Asia 
as a worthy contender in the rough and tumble of international 
commerce. These Asian businessmen bring their chequebooks 
and they buy into the hotels and the new factories on which awa- 
kening Thailand is increasingly staking its future. 

The Japanese invested 75 times as much capital in Thailand in 
1987 as did the Germans, whose direct involvement amounted to 
only around 0.5% of the total foreign investment. Some 500 for- 
eign companies set up operations in Thailand last year for a total 
direct foreign investment volume of more than Dm8 billion 
(US$4.7 billion). 

"The Germans spread their marks around in the bars and relax 
ail week long on the beach in reclining chairs," one Bangkok dip- 
lomat confided to a German economics correspondent. "The Ja- 
panese and Chinese plough their yen and dollars into the fac- 
tories of Thailand and buy the hotels in which the Europeans 
spend their vacations." 

West Germany in the past decade thrust itself into third place 
behind Japan and the US in the rapidly expanding Asia-Pacific 
trade. Since 1975, it has more than 
tripled its volume of trade with the 
region, overtaking Britain. This 
Asia-Pacific trade now accounts for 
close to 9% of West Germany's 
total foreign commerce. 

But in the realm of direct invest- 
ment, German industry seems to be 
squandering its advantages in this 
crucial region. The direct invest- 
ment scene in Thailand is typical of 
a pattern that is repeated through- 
out the area. 

Statistics published by the West 
German government show net flow 
of direct investment by German in- 
dustry in Asia actually shrank 
in the first half of 1987 to 
Dm242 million from Dm395 million 
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SHARE OF WEST GERMAN TRADE 
WITH KEY ASIAN PARTNERS 1987 





in the year-earlier period. Direct investment in Australia and 
the Pacific Islands remained just about static at Dm127 mil- 
lion. 

During the same six months, the net direct investment by Ger- 
man industry world-wide rose to Dm7.1 billion from Dm3.4 bil- 
lion in the first half of 1986. The figures show the German com- 
panies split the lion's share of this foreign investment total, or 
about Dm6.5 billion, just about evenly between Europe and 
America. The US got Dm2.84 billion, followed at a distance by 
Italy, France and Britain. 

Australia, in 1Oth place on the list with a paltry Dm126 million, 
was the largest recipient of German direct investment for the 
whole Asia-Pacific region. 

The Federation of German Industry (BDI), in a report written 
by foreign trade specialist Bernhard Welschke, said direct Ger- 
man investment in the Asia-Pacific region grew to around Dm7.7 
billion by the end of 1986 from only Dm1.3 billion 10 years ear- 
lier. But it said this still only amounts to around 4.8% of German 
industry's direct foreign investment and that the US and Japan are 
doing vastly more. 

Japan pumped about 25.5% of its foreign investment into the 
region in 1986 for a total of around US$20 billion, while the US 
earmarked 13.3% of its foreign investment for the opposite side 
of the Pacific rim. 

There are, of course, some excellent reasons why German in- 
dustry lags behind in the competi- 
tion for Asian and Pacific markets. 
As a superpower, the US can help 
its companies snare contracts and 
pry open markets with political arm 
twisting. Japanese companies can 
capitalise on traditional trade 
patterns of the region and are in 
tune with the Asian mentality. The 
Germans, without any substantial 
presence in the region, must con- 
tend with discrimination, market 
barriers, unorthodox commercial 
practices and a general lack of local 
experience. 

Japan is by far West Germany's 
most important Far Eastern trading 
partner, but German companies 
have managed to establish only a 
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To Europe via FRA. 
And you're right on target. 


Raise your sights for Frankfurt when you 
take aim for Europe and you won't fall 
short of your objectives. You don't have 
to look too far to see just exactly where 
Frankfurt lies. At the heart of Europe and 
at the pulse of central Europe's highway 
network. FRA is host to more than 80 
international scheduled airlines and also 
boasts 230 flights daily to every other 
corner of the continent. Little wonder 
that with great connections, fast, effi- 


FRA is host to up to 85 international scheduled airlines. 


cient handling on the ground ar 
through Tradeport Frankfurt, which t 
fers duty-free and tax-free storage fort 
to five years, Frankfurt is Europe's No 
airfreight hub. Take the FRA way 
Europe and you've hit the bull's-eye. 
Please contact Flughafen Frankfurt Ma 
AG, D-6000 Frankfurt/Main 75, Tel. 
414 959. Or our representative in Hon 
kong: Mr. Paul Eidens, c/o ITSG, T 
5-8 9213 21, Telex 8 37 37. 
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Frankfurt Main AG 
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INCREASED EARNINGS 
IN 1987 | 





dup und Wechsel- Bank, Ger- 
many' * oldest publicly-quoted bank, 1987 marked 
another year of satisfactory gains. Group assets rose 
by almost 5% to DM 126.3 billion, and despite 
turbulence in. the securities and currency markets, 
net earnings were up by 4.9% to DM 250.2 million. 
Total assets of the parent bank advanced from DM 
81. 7 billion to DM 85. 8 billion as iaa rose 4.2%, 





r — group's egit. capital 





. base was substantially 
strengthened in 1987 ~ by 15.2% to DM 3.8 billion. 
Investments in personnel and technical facilities were 
again increased. The year's. good. results enabled 
.. Hypo-Bank to maintain its 25 ^ dividend] per ‘DM 50 
nominal share. —— 
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Annual Report, please contact our International 
Department, Theatinerstrasse 11, D-8000 Munich 2, 
Telephone: (89) 23 66-1, “Telex: 5286 535, SWLET: 
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Highlights of our consolidated 





- Balance Sheet for 1987 in million DM 
Total assets | 126,284 
(Total assets parent company) 85,825 
Total loans 101,195 
General banking 30,265 
Mortgage banking 70,930 

Total deposits 

and long-term liabilities 120,216 
General banking 50,761 

Mortgage banking 69,455 


‘Shareholders’ equity 















ADVERTISEMENT SUPPLEMENT 


tiny foothold in Japan over the years because that market has 
been mostly off-limits to them. BDI President Tyll Necker took 
note of this in a speech coinciding with the inauguration of a Ger- 
man-Japanese centre in Berlin last autumn in which he com- 
plained of almost non-existent cooperation among companies of 
the two countries. 

A couple of notable exception are Thyssen AG, which is re- 
portedly ready to cooperate with 18 Japanese steelmakers on a 
process to make high performance steel with ceramics and other 
compounds; BASF, which has linked up with Kashima Oil Co. 
and Toho Rayon Co. to market Kashima's carbon fibres through 
BASF aerospace in the US, and Messerschmitt-Bolkow-Blohm 
(MBB), which is negotiating with potential Japanese partners for 
its project to develop a 75-passenger business aircraft for China 
by 1995. 

The prospect of being shut out of the integrated European 
Community market after 1992 gives the Japanese added incen- 
tive for cooperation. Prime Minister Noboru Takeshita at the con- 
clusion of a visit to Bonn this spring commented on this fear, say- 
ing: "We now expect greater efforts by the European side" to 
open the EC market. 

Direct investment by Japanese industry in West Germany at 
the start of 1987 amounted to around Dm6.5 billion, triple the 
Dm2.2 billion investment of the Germans in Japan. But, as 
Necker pointed out, the Japanese concentrated on banking, trad- 
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ing and service enterprises while the German companies put their 
money overwhelmingly into manufacturing in Japan. 

The BDI trade report on the region observed that the Far East 
euphoria that seemed to grip West Germany just a couple of years 
ago has given way to sober realism but that the opportunities 
E German exports and investments in the region are still favour- 
able. 

The Asean countries, which have so far attracted only around 
1% of West Germany's total foreign investment, are actually 
competing for technology transfers and direct investment, it said. 
German industry also needs to cultivate contacts and establish a 
stronger presence in the region through, for example, German 
trade groups and chambers of commerce. These could ac- 
complish political spadework, promote trade, counsel German 
companies and advise them of opportunities. 

BDI noted strong growth in German trade and investment with 
Japan last year as West German companies began to make in- 
roads into the Japanese market. In terms of overall direct invest- 
ment by German industry, Japan is still the Far Eastern market of 
choice, followed closely by Australia. 

The latest Bundesbank report on direct investment shows that 
annual combined turnover of West German businesses in Japan 
climbed to Dm13.2 billion in 1985 from Dm3.2 billion in 1976. 
Expressed as a share of Japan's GDP, this represented a gain of 
only a 10th of a percentage point to 0.3%. But in terms of Japan's 
total imports, the significance of the German presence rose to 
3.4% from 2% during the 10-year period surveyed by the West 
German central bank. € 
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Exporters see 
solid prospects 


he German businessmen who travelled to Taipei for the Ger- 

man Technology Symposium in May had every reason to be 
flattered. Thousands of Taiwanese engineers came looking for 
tips on how to produce their own version of the fabled postwar 
Wirtschaftswunder, or economic miracle. 

Taiwan has launched a series of major projects to improve its 
economic infrastructure — another development that should 
+g lifted the technology and the capital goods needed to do the 
job. 

But in a joint panel discussion with Taiwanese counterparts, 
the West German businessmen let it be known that they were any- 
thing but pleased with the way Taiwan was handling the infra- 
structure projects. Why should they lay out money to bid on con- 
tracts that are already rigged to go to American companies for po-- 
litical reasons, they fumed. 

The international competition for big-ticket export orders has 
become particularly brutal since oil prices fell and the OPEC 
members were forced to scale down their development schemes. 
Much of the action has shifted to the Far East where West German 
companies now find themselves locked in a no-holds-barred 
struggle with Japanese and American competitors. 

The embarrassing trade surpluses Taiwan and the other Asian 
threshold countries — South Korea, Hongkong and Singapore — 
have been running with the US have handed Washington a politi- 
cal weapon it has not hesitated to put at the disposal of American 
companies hungry for business in the dynamic East Asian mar- 
kets. 

The stakes are particularly high in Taiwan at the moment. The 
country, which has only 20 million people, proposes in the next 
few years to spend the equivalent of Dm50 billion (US$30 billion) 
to modernise its transportation and telecommunications systems 
and another Dm57 billion on environmental protection. Armed 
with what is said to be the world’s second largest foreign ex- 
change reserves, the country appears to be in a position to pur- 
chase the best equipment on the market. 

Prime Minister Yu Kuo-hwa assured the sceptical German 
delegation at the conclusion of the one-week symposium that his 
country. wants to expand business links and is looking to acquire 
more German environmental technology in particular. The mo: 
recent trade statistics lend credence to this. 

West Germany has become Taiwan’s most important Euro- 
pean trade partner. Total bilateral trade jumped by 50.2% last 
year to around Dm6.8 billion. Trade between the two countries 
expanded by around 30% in the first four months of 1988, and 
the final figure should be even higher. 

Hoechst AG, one of the big three German chemical concerns, 
has unveiled plans to build a US$100 million factory in Taiwan for 
the manufacture of plastics which the company hopes eventually 
to market in China as well. Not to be outdone, rival BASF AG is 
forming a joint venture with Headway Chemical Industry Co. of 
Taiwan to produce and market polyurethane systems and ther- 
moplastic polyurethane elastomers and polyesterpopyols in 
Hsinchu, Taiwan. 

The Taiwan telecommunications authority has placed an order 
with Siemens AG for its high performance packet switching sys- 
tem for the oye high-speed data transmission net. 

Despite the stiff competition, the East Asian region seems to 
offer increasingly favourable prospects for West Germany's capi- 
tal goods manufacturers, other principal exporting industries like 
chemicals and vehicles and the plant engineering and construc- 
tion branch. 

Economic growth in this dynamic region last year averag- 
ed 6.8%. Although a UN commission has forecast slower 
growth for the region this year, Hamburgs HWWA econo- 
mic research institute has projected a rising demand for im- 
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ports by the Asian countries on the threshold of industrialisation. |. 


. Japan, moreover, has promised to open its bustling construc- 
tion sector to European as well as American bidders and China 
__ has indicated it will let imports rise by around 6.1% during the 
_ next couple of years. 

=. The region's developing countries seem to offer particularly 
-bright prospects. The Philippines, despite daunting political and 
«social problems, notched its best performance i in five years with a 
1987 growth rate of around 5% and Malaysia's economy, bounc- 
|. ing back from near stagnation in 1986, expanded by 4.7% last year 
_. with projections pointing to a growth of around 5.3% this year. 
«The Asian Development Bank boosted credit by 21.7% last 
year to nearly US$2.5 billion for 48 big projects in 17 Asian coun- 
_ tries. Japanese companies, however, snared around 40% of the 
... contracts with the South Koreans getting 12% and the Germans 
"settling for a declining share. 

But West Germany has taken an important step to strengthen 
_ the competitive position of its capital goods and plant engineering 
branch. Hermes, the government contract reinsurer that functions 
^ as an export financing agency, has been given a green light to 
_.- handle project financing. 

5 Leading West German companies have positioned them- 
selves throughout the region to participate in its unprecedented 


5 growth spurt and rapid industrialisation. 


The German lignite mining concern Rheinbraun has been 
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By Dr. Manfred Busche 


) erlin is one of the leading venues for international iada. fairs 
IJ and congresses and enjoys an international reputation asa 
communications centre, serving the needs of business, science 
and thearts. | 

The Berlin Exhibition Grounds comprise 25 halls with an over- 
all display area of 74,000 m2. The products and presentations by 
some 5,000 exhibitors at various events staged by AMK Berlin at- 


tracted more than one million visitors in 1987. 


p These figures are largely accounted for by four major trade 
fairs, which also justify Berlin's international standing as a venue 


for such events. They consist of International Green Week Berlin, 
- Which is regularly held at the beginning of the year; the Interna- 
- tional Tourism Exchange ITB Berlin, taking place one month 


~~ Jater; the Overseas Import Fair "Partners for Progress" and the 
biennial International Audio and Video Fair Berlin. 

p. International Green Week is the best-established of all these 
— events. It has undergone a resurgence in recent years, as is evi- 
|... dent not only from the increased numbers of visitors, but also 
from the excellent commercial results achieved at the fair. With its 


-. attractive displays devoted to agriculture, horticulture and the 
-food industry, this fair’s success has been borne out by the atten- 


* dance figures. Some 230,000 people came to Berlin for this event 
earlier this year out of a total of more than 480,000 visitors. Some 


~ 1,400 journalists from 55 countries covered the event. 


International Green Week Berlin is a test market for new pro- 
ducts and an ideal form of sales promotion. This year, a total of 


© 864 exhibitors and 308 additionally represented firms offered 


<. products and information. Fifty-one countries, including 21 from 
. the Third World, presented typical regional foods, luxury foods 
and a large variety of other related products. 


— . The International Tourism Exchange ITB Berlin can claim 







some record-breaking attendance statistics for this year. With 
27,485 travel-trade professionals from more than 150 countries 
and regions, ITB Berlin is truly the world’s tourism fair. 





.. More than 77,000 visitors viewed displays of holiday destina- | 


.. tions Of the 2,724 exhibitors, 2,076 came from abroad, and the | Dr Buscheisch 


Keon piaeas exploit Sumatran coal deposits with an | 
equipment supplied by Orenstein + Koppel AG. Siemens, Krupp, - 
Salzgitter and the West German unit of BBC-Asea are helping to 
develop the infrastructure for the Indonesian mining industry. 

Dornier technology was placed in service last year on the In- 
donesian island of Lombok in a solar energy project that was 
launched with a ceremony attended by West German Technol- 
ogy Minister Heinz Riesenhuber. Siemens, in cooperation with 
local contractors, has completed 39 diesel power plants in the 
past couple of years for Indonesia. 

In South Korea, Robert Bosch GmbH has taken a 25.5% in- 
terest in a joint venture with Mitsubishi Electric Corp. and Hyun- 
dai to assemble electric fuel injection devices for Korea's boom- 
ing automobile industry. Adler Bekleidungswerk AG + Co. KG 
has been manufacturing apparel in South Korea under the name 
Flair Fashions. 

The German manufacturers of upscale automobiles have all 
but cornered the growing Japanese. market for foreign cars. 
Japan's car imports from West Germany grew 36.5% in the last 
fiscal year to more than 76,000 units. 

German chemical exports to Japan increased a nominal 
7.55% last year and German companies like Messerschmitt-Bol. ` 
kow-Blohm, Thyssen Stahl AG and BASF are putting togethei 
cooperative ventures with Japan's aerospace, steel and energy 
industries. € 





2, 214 PN who provided coverage of events c came from a 
total of 72 countries in 1988. 

` Since 1978, Asian countries have regularly taken part! inthe In- - 
ternational Tourism Exchange ITB Berlin. The participation of 
companies from the tourism branches of these countries em- - 
phasises the fact that ITB Berlin is a central communications and 
marketing forum strongly stimulating the tourism industry. 

The third highlight from the programme of trade fairs is the In- - 
ternational Audio and Video Fair Berlin. The commercial expec- _ 
tations of manufacturers and importers of consumer and com- | 
munication electronics were well satisfied at this world event for | 
consumer electronics. 3 i 

-The Overseas Import Fair “Progress” Berlin is the largest | 


special trade fair not restricted to any specific sector. Each year it 


makes its own contribution towards promoting the economic de- | 
velopment of Third World countries, assisting their integration 
within the world economic community. A total of 1,300 exhibitors 
and additionally represented firms were on display at this interna- 
tional trade fair in Berlin. More than half of the exhibitors, whe 
came from 65 countries, were able to sign sales contracts durini 
the fair itself. 

But just because attention has been focused on these interna- 
tional highlights, one should not imagine that AMK Berlin's other 
events are of only minor importance. For example: from 8-16 Oc- — 
tober, Autosalon Berlin, AAA '88 will be taking place for the sixth 
time since 1978, offering the international automotive sector an 
up-to-the-minute review of new models and products for the 
1988/89 season. 

The congress sector is an area in which Berlin also occupies 
one. of the leading positions world-wide. In fact, Berlin ranks 
seventh among international congress venues. 

Much of this success is due to the International Congress 
Centre Berlin (ICC Berlin), one of the world's most modern and 
efficient congress centres. ICC Berlin offers ideal conditions for 
holding congresses and meetings. Its 80 halls and rooms, accom- 
modating from 20-5,000 people, plus the foyers for associated 
exhibitions, create ideal surroundings for every kind of event. 

It therefore comes as no surprise that Berlin is due to host some 
of the world's most prestigious congresses. These include the an- 
nual meetings of the International Monetary Fund and the World 
Bank, to be attended by economics and finance experts in Sep- 
tember 1988, and the World Congress of Chemotherapy, which - 
is expected to bring more than 10,000 scientists from 60 countries 
to Berlin. @ — 





airman of the board of management of AMK Berlin. — 





Siem Pariner, München 
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1988 (Autumn 
ISPO ~ Autumn* — 
29th International Trade Fair for 
IKOFA? —— | 

trih international Trade Fair for 
EXCLUSIVE WATCH AND JEW 














Sports Equipment and Fashion 





the Foodndusby | 








58th MODE-WOCHE-MÜNCHEN * 
international Fashion Fait —  , 
DEUTSCHER APOTHEKERTAG = 
(Confer nce of German Pharmacists). 
CERAMITEC — uL C 
4th international Trade Fair of Mach 
for the Entire Ceramics Industry - 
SYSTEC A aa a | d 
2nd international Trade Fair for Computer-Integrated Manufacturing, with Congress 
ELECTRONICA NCC S x 2 
18th International Trade Fair for Components and Assemblies in Electronics 

ith HEIM + HANDWERK 


Handicrafts in the Domestic Sphere with Special Shows and Technical Displays 
by the Various Handicrafts Branches 


1989 (Sprin 
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C-B-R MÜNCHEN February 
20th Caravan — Boat — International Travel Market Exhibition 4-12 
pln le dudes One HABER cibi AMOUR hatha A ceca nba Ph each ee ee ee PT ee RT SDL 
INHORGENTA MUNCHEN* F 
16th International Trade Fair for Watches, Clocks, Jewellery, Precious Stones and Silverware — 10 = 14 
FASHION-START-MÜNCHEN * (Spring) February 
(Not.at the Trade Fair Centre) 19 ~ 21 
ISPO - Spring* Feb 
30th International Trade Fair for Sports Equipment and Fashion 23 aa 
IHM March 
41st International Light Industries and Handicrafts Fair. 4 a 12 
The Fair for Small and Medium-Sized Enterprises, 
59th MODE-WOCHE-MÜNCHEN* March 
international Fashion Fair 19 — 22 
106th CONGRESS OF THE "GERMAN SURGICAL SOCIETY" March/April 
with Specialist Exhibition 29 —-1 
é+ BAUMA April 
MESSE MU NCH EN 22nd international Trade Fair for Construction Equipment and Building Material Machines 10 — 16 
LASER OPTO-ELECTRONICS MICROWAVES June 





INTERNATION AL 8th international Congress and International Trade Fair Fe 
* Trade visitors only 


Münchener Messe- und Ausstellungsgesellschaft mbH, Postfach 12 10 09, D-8000 München 12, && (89) 51 07-0, Tx 5 212 086 ameg d, Fax (89) 51 07-506 






















































GETTING BIG PROJECTS OFF THE GROUND 
IS A SPECIALTY OF BAYERISCHE LANDESBANK 





A88 MON 


If you're planning an international 
project, Bayerische Landesbank is a 
AAA financial partner providing AAA 
advice. Backed by professional experi- 
ence, market access, and worldwide 
resources. 


The scope of our wholesale banking 
capabilities includes: 
e Lead and co-management of 
bond issues in DM and all other major 
currencies 
e Domestic and international place 
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Reaching for the stars 


The Labour Trade: Migrant Filipino Workers Around the World Catholic Insti- 
tute for International Relations, London. £5.95 (US$10). 


Land, Poverty & Politics in the Philippines by Mamerto Canlas, Mariano 
Miranda and James Putzel. Catholic Institute for International Relations. London. 


£4.95. 


he country that is Southeast 

Asia's greatest per capita exporter 
of people also suffers from one of the 
most skewed land ownership patterns in 
Asia. Many with a nationalist outlook 
draw a close connection between the 
two phenomena, including almost cer- 
tainly the authors of these two books of 
greatly contrasting quality. 

On 20 January President Corazon 

quino, incensed by tales of abuse of 
. .ipino women abroad, decided to put 
a ban on the recruitment of maids 
and entertainers. The Labour Trade, 
though blemished by predictable biases, 
has appeared at an opportune time. It, 
and its companion volume, form part of 
the Catholic Institute’s series on Philip- 
pine issues. 

The books describe how migrant 
Filipinos over the past decade have be- 
come a fixture in specific, labour-inten- 
sive industries such as nursing, ship- 
crewing, construction, road transport as 
well as serving as domestic helpers. 
They increasingly staff the seamier sides 
of an “entertainment” industry reaching 
from Tokyo to the nightspots of West- 
ern Europe. 

Several impulses drive these 
talented, motivated people out of their 
own country: besides escaping the eco- 
nomics of subsistence, these Filipinos 
have a well-developed sense of upward 

bility, matched by a pessimism 
«eeOut their country's economic pros- 
ects. That conclusion has ample empir- 
ical justification. The economy con- 
tracted annually by 4-5% during 1983- 
85 while the number of people entering 
the workforce grew 750,000 each year. 

The largest number of Filipino mi- 
grant workers still go to the Middle East 
as construction workers or to Southeast 
Asia (especially Singapore and Hong- 
kong) as domestic helpers. Japan takes 
20-30,000 entertainers a year on six- 
month visas. The Labour Trade's chief 
merit lies in having collected informa- 
tion about migrant workers wherever 
they have gone. 

This book offers a clear, concise 
glimpse into the history of contract mi- 
grant labour out of the Philippines (un- 
like the Chinese, the first Filipinos 
only went abroad to work in 1906, to 
Hawaiian pineapple lantations). 
There is also à summary of government 
"regulation" of the labour trade under 
former president Ferdinand Marcos 
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(whose government actively promoted 
this trade and seemed primarily in- 
terested in forcing repatriation of mi- 
grants' earnings through a banking sys- 
tem into which Marcos' cronies dip- 
ped regularly). Aquino's intervention, 
though motivated by different con- 
cerns, has also provoked fears that she 
might close off an avenue of escape. 
Migrant labour is big business in 
Manila. One need only see the shop- 
front rows of "travel agency" and “per- 
sonnel consultants" to see how the trade 
flourishes. Filipinos, The Labour Trade 


hel teed 


- (a | | 
r" mores d p di 
murray $5. ef 

NF LL d E 
I M 5 


Filipino workers in the Middle East. 


notes, have won a reputation for docil- 
ity and aversion to labour unrest. 


he book takes the view that the la- 
bour trade "contributes only indirect- 
ly to the alleviation of the economy's 
unemployment problem.” Only a “few 
pean remittance-dependent] house- 
olds use remittances on productive 
investment,” the study claims, and 
“migration does not benefit those 
people most in need of employment.” 
This may even have led to labour short- 
ages in key Philippine industries, accord- 
ing to the book, but the evidence for this 
argument looks thin. 
The companion volume, Land, Pov- 
erty & Politics in the Philippines, lets the 





dogma shine through vividly. To that 
extent, it is also a weaker book. 

“If there is anything that President 
Corazon Aquino shares with the Na- 
tional Democratic Front," the first 
paragraph of Mariano Miranda's chap- 
ter reads, "it is their perception of the 
root causes of insurgency." He then of- 
fers a fairly brisk trot through the rather 
tired explanations for underdevelop- 
ment and poverty. 

His solution is a "deinternationalisa- 
tion of the economy," and the "redis- 
tribution of assets and incomes." Skirt- 
ing the issue of how thoroughly redis- 
tributive the agrarian reform should, or 
even can be, Miranda says only a "deep 
and sweeping reorganisation of peasant 
society" will do. He urges that foreign 
debt obligations not be repudiated. In 
short, "while the Aquino administra- 
tion opted to pursue the democratisa- 
tion of the political processes, it hardly 
differs from the Marcos regime in its 
economic agenda." 

James Putzel's segment of the 
book goes over past attempts at 
land reform in the Philippines 
(which have, to varving degrees, 
failed or been superceded by new 
claims on the land). The Aquino 
government's evolution of land 
policy receives a highly scepti- 
cal treatment: there is also 
much signposting, of moves to- 
wards opting for "counter-in- 
surgency." 

Finally, Mamerto Canlas’ 
analysis comes across as a type of 
geography lesson in the landscape 
of Philippine politics: clan affilia- 
tions, a semi-autonomous mili- 
tary, cause-oriented groups and 
the communist insurgents. The 
“overall direction appears to 
be towards restoring an elite 
democracy and a form of repres- 
sive rule [with] the US and the 
hierarchical Catholic Church . . . 
actively promoting this process.” 

This is all good, nationalist stuff. 
As such, it skates over all the hard 
questions. Although purportedl 
à discussion about land use, this boo 
says next to nothing about productivity, 
or about demographic pressures driving 
landless people to clear the steadily 
dwindling forests. Land quality, not 
land redistribution, may be the single 
most pressing issue in the Philippines — 
yet this book ignores the problem. 

The Philippines continues to be the 
only place in Asean where, as is often 
acknowleged. the indigenous people. 
and not just the resident Chinese, queue 
up for greener pastures elsewhere. By 
the end of 1987, the US Embassy had 
450,000 people waiting for visas. 
Canada, Australia and the other West- 
ern countries all have their backlogs. 

When travelling in the dry-rice farms 
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of the Visayas or mingling with fisher- 
men of the coastal areas, it is not un- 
usual to find someone whose cousin or 
elder brother has gone to the US and 
now works as a short-order cook at 
McDonald's in a San Diego suburb. That 
sort of thing remains alien to Javanese, 
Malays and Thais. 

Carving up already small landhold- 
ings (the land-hogging hacienda is 
largely a leftist fantasy) will not do much 
to slake that thirst for a better chance. 
The experience of this century also of- 
fers harsh judgment on the outcome 


DEFENCE 


whenever a "deep and sweeping reor- 
ganisation of peasant society" is at- 
en dure Already the Philippines has 
the highest population densities on ara- 
ble land in Southeast Asia and an in- 
creasing amount of that land is degrad- 
ing, year by year. Fleeing an exhausted 
soil, rural migrants come to Manila. 
And then, with luck, they migrate 
out. 

The migration habit, once caught, 
seems hard to break. The education sys- 
tem that takes in so many, trains so 
many in putative skills rarely attained 


Strategic dilemma 


All the Way: Australia's Road to Vietnam by Gregory Pemberton. Allen and 


Unwin, Sydney. A$19.95 (US$15.83). 


ontrary to the patriotic hoopla of 

the Bicentennial, the founders of 
Australia did not see themselves as the 
architects of a new nation. Australians 
trusted British power to protect them 
and were generally content to dispatch 
troops to distant battlefields when Lon- 
don decreed it. To citizens of the em- 
pire, it made perfect sense for troops 
from Australia to fight in South Africa, 
the Middle East, Turkey and France. 
Vietnam showed how readily Australia 
could persuade itself to participate in 
the imperial ventures of others. 

As the Pax Britannica distinte- 
grated, Australia acquired the full trap- 
pp of an independent nation-state. 

ut for many Australians after World 
War II, Washington simply replaced 
Whitehall as their protector. Gregory 
Pemberton's book is the fullest account 
yet of Australia's transit from the 
British to the US orbit in international 
affairs and of Australia's own contribu- 
tion to the Vietnam debacle. 

Immediately after World War II, re- 
lations between the US and Australia 
were cool despite their wartime cooper- 
ation. Australia was overwhelmingly 
dependent on British capital, labour 
and markets, and its defence planning 
was based solely on cooperation with 
Britain, New Zealand, and the Com- 
monwealth. On the other side, US lead- 
ers disliked Canberra's protectionist 
and interventionist economic policies. 
They were also worried about com- 
munist influence in Australia under a 
Labor government. 

Washington saw the Liberal govern- 
ment headed by Sir Robert Menzies 
which came to power in 1949 as much 
more sympathetic to US interests. US 
trade and investment in Australia ex- 

anded rapidly and within a decade the 
S had replaced Britain as the domin- 
ant foreign economic power in Austra- 
lia. The Anzus security pact between 
Australia, New Zealand and the US, 
signed in 1951, and SEATO treaty, 


signed in 1954, brought Australia firmly 
into the US alliance system. 

Menzies still gave priority to the 
British. connection, but by the early 
1960s British economic and military 
power was clearly waning in Asia. Aus- 
tralia looked increasingly to US power 
to protect its interests in Asia — mainly 
the stemming of the spread 
of communism and the ex- 
pansion of Australian trade 
and investment in Asia. 

Although Washington 
welcomed the way Men- 
zies opened up Australia to 
US commercial interests, 
Australia and the South 
Pacific ranked low in its 
strategic priorities. It was 
not willing to provide the 
commitment to the de- 
fence of Australia that 
Menzies sought. When it 
signed the Anzus Pact, 

ashington’s concern was 
to get international en- 
dorsement for its policies in Asia. 


he immediate backdrop to Austra- 

lia’s 1965 decision to commit troops 
to Vietnam was its dispute with In- 
donesia over Jakarta’s claims to west 
New Guinea and its confrontation with 
Malaysia. But because Menzies had al- 
lowed Australia’s defences to be run down 
in the 1950s, his forces could not stand on 
their own against the Indonesians. By 
1964, Britain was on its way out of most 
of Asia and Canberra turned to the US. 

This was the first real test of the US 
security commitment to Australia. To 
Canberra’s dismay, however, Washing- 
ton viewed Indonesia as having greater 
strategic importance than Australia, 
and quietly cultivated pro-Western ele- 
ments in the Indonesian military. It was 
a lesson to the Australians that US sup- 
port was not automatic. 

This unwelcome discovery spawned 
the “Hasluck Doctrine,” named after 





with any convincing expertise, largely 
because the market is not there to ab- 
sorb and test those skills. Instead, the 
thousands of doctors, nurses, techni- 
cians and short-course “computer pro- 
grammers” seek outside roads to the 
stars. As The Labour Trade states: 
“Education itself has become a qualifi- 
cation to travel, and the phenomenon of 
migration — initially declared to be a 
temporary response to a short-term 
need — threatens to become in- 
stitutionalised from generation to gen- 
eration." — James Clad 


the then defence minister, Paul Has- 
luck. Australia could not rely on the 
legal and moral obligations it had as- 
sumed Anzus imposed on the US. So, 
Hasluck reasoned, Australia would 
have to take active steps to deepen the 
US commitment to Southeast Asia. 
Vietnam provided a convenient op- 

ortunity for the application of the Ha 
uck Doctrine. While in 1954 Austral... 
had backed Britain's opposition to US 
roposals for military intervention in 

ietnam, Pemberton observes that in 
1964-65, Australia “did not merely seek 
to follow the US' lead in Vietnam, 
rather it actively sought to encourage 
greater American involve- 
ment." It tried to stimulate 
US commitment by talking 
of the threat posed by the 
southward thrust of Red 
China. 

Given the alarmism 
of Canberra's rhetoric, 
Washington must have 
been surprised by the tardi- 
ness of its actions. Austra- 
liasent only token forces to 
Vietnam and resisted US 
pressure to expand itscom- 
mitment. Economically, 
politically and psycholog:- 
cally, Menzies and his su 
cessors did nothing to pre- 
pare Australia for a real war. 

The reality was that once the US had 
made its commitment, Australia's ob- 
jectives in Vietnam were satisfied. But 
illusions that Uncle Sam would take 
care of everything were shattered by the 
1968 Tet Offensive, which led to presi- 
dent Nixon's “Guam Doctrine," calling 
for greater defence self-reliance among 
US allies, and, thus the failure of the 
Hasluck Doctrine. 

Australia's first response was to try 
to deepen American commitment to it 
by encouraging the development of US 
bases on Australian soil. But under 
prime ministers Gough Whitlam, Mal- 
colm Fraser and Bob Hawke, Austra- 
lia's foreign policy has become increas- 
ingly independent of US policy. The 
1987 white paper on defence was based 
on this approach. Gradually and often 
reluctantly, Australia has been learning 
to fend for itself in the world of nations. 

— Kelvin Rowley 
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But that’s not all we have 
to offer. 


Unisys is a US$10 billion 
international information 
systems company with an 
integrated line of hardware, 

: software, and networking 
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A HIGHER STANDARD: 
ALL NEW COROLLAS NOW COME WITH 
TOYOTA MULTI-VALVE ENGINES. 
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Here is a blend of elegance and performance usually found only 
big, luxury cars. That's because Toyota believes everyone sho 
enjoy the newest automotive advancements. And the latest exam 
of this thinking is the all-new Corolla. It has an elegantly rounc 
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ape to be proud of. And the high output and efficient multi-valve 
gine in all Corollas puts their performance in far better shape 
pand your driving experience to new horizons with the all-new 
olla. Toyota — World's No. 1 producer of multi-valve engines. 





Stay of execution for the dollar 


By Anthony Rowley in London 


he reprieve that foreign-exchange mar- 

kets have given the US dollar has been 
extended by a relatively favourable set of US 
trade figures released on 15 July. This in turn 
means that immediate pressure comes off interest rates and 
inflation. Bonds and equities can thus enjoy a little more time 
in the sun. 

But two swallows do not make a summer and neither do a 
couple of sets of better-than-feared US trade figures. The def- 
icit is almost certainly headed back upward later in the year 
and the dollar downward. 

Look out then for re-emergence of inflation fears and for 
further interest-rate rises. Bond and equity markets will not 
take kindly to that. 

For the moment the dollar is back in favour and not even 
concerted central bank selling can alter that. US Federal Re- 
serve Board chairman Alan Greenspan's cautious stance on 
inflation and monetary expansion, plus a boost in US prime 
rates to 9.595 on 14 July, have reinforced market bullishness. 
Even so, this is not the time to get back into dollars or dollar 
securities. 

The stronger dollar will, in time, erode some US ex- 
port gains. But even before this happens, US imports 
are likely to rise sharply as import orders which were 
. put on hold after last October's crash, and which are now 





being reinstated, start feeding through to the trade figures. 

By September or October the dollar will likely be on the 
skids again and whoever wins the US presidential election 
in November will probably wish to see the dol- 
lar settle at a significantly lower level than it is 
at present anyway. The current-account 
deficit is unlikely to move below US$100 bil- 
lion at the current parity. 

Renewed dollar weakness would give inflation a further 
upward nudge just when capacity constraints in the US 
domestic economy are likely to be at their worst. The US Fed- 
eral Funds rate could well hit 8.5% by mid-1989 as the au- 
thorities try to rein back demand. 

Higher US interest rates should in theory help the dollar, 
but runaway consumer-credit expansion in Britain is pushing 
rates sharply higher there too, and Japanese rates seem likely 
to strengthen. 

The twin spectres of a weak dollar and high interest rates, 
feeding quite likely into recession in 1989, will increasingly 
haunt the markets. 

US bond yields could well move into double digits later th 
year and the consequent decline in prices, coupled with a po 
tentially vulnerable currency, argues against any investment % 
in that market for now. Australian and French bonds look at- 
tractive at present on yield grounds. So admittedly do Cana- 
dian bonds, though the Canadian dollar's fortunes ride on 
those of the US currency. 

A sensible portfolio strategy would be to enjoy the high 
yields on non-US dollar block bonds for now and to switch 


In Japan, equity-trading set to become more expensive 





By Nigel Holloway in Tokyo 
J apan is an expensive place to invest in equities because 
AJ brokerage commissions are high, even though taxes on 
-securities are low. This is likely to change soon, because the 
Japanese parliament is about to debate a tax-reform bill 
which will lower income tax but raise levies on stocks and 
shares. 

Brokers' commissions in Japan are regulated — unlike in 
London and the US. All share transactions in Japan must be 
undertaken on one of the country's stock exchanges and the 
authorities stipulate that commissions must conform with a 
scale of charges whose level declines the greater the value of 
the transaction. 

For a transaction worth ¥10 million (US$75,075), the 
broker will charge 0.6% commission plus a flat fee of 
327.500, a total of ¥87,500 in all. But if the transaction is 
valued at ¥500 million, the commission rate is 0.2% and the 
flat fee is ¥212,500, for a total charge of Y 1,212,500. 

Japanese authorities suggest that brokers charge full com- 
mission rates to non-resident investors placing their orders 
from overseas, but they have no power to enforce this recom- 
mendation. Many brokers will therefore offer a discount, the 
size of which will depend on the degree of competition the 
broker faces. The more liquid the overseas market for Japan- 
ese shares, the deeper the discount. 

The discount will also depend on what sort of broker the 
investor places his order through. If the broker is not a mem- 
ber of the Tokyo Stock Exchange (TSE) — and for this pur- 
pose we can forget about Japan's seven regional exchanges 
— the firm will have less flexibility in the depth of discount it 
offers. It will have to place the order on the TSE through a 
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Profits at a price 


member of that exchange. The broker will, therefore, have 
to pay the TSE member a commission. If the original broker 
charged the investor the full commission rate, the TSE mem- 
ber would expect to receive 80% of the fee with the remain- 
der taken by the original broker. This split is a recommend 
tion by the TSE, and again cannot be enforced. 

The broker will have more flexibility in offering a discount 
if he is one of the 114 members of the TSE, of whom 22 are 
foreign securities firms. Many of the Japanese members have 
overseas offices, with the four largest (Nomura, Daiwa, 
Nikko and Yamaichi) having the widest international net- 
work. The 22 foreign firms tend to offer bigger discounts 
overseas than their Japanese counterparts, says Stan Watt, 
senior manager of the capital markets consulting group of 
Arthur Andersen, an international accounting firm. This is 
because foreign firms are more familiar with the practice of 
variable commissions than the Japanese who have to operate 
at home with fixed commissions. 

The foreign members of the TSE are: Morgan Stanley, 
Merrill Lynch, Salomon, Goldman Sachs, Citicorp 
Scrimgeour Vickers, Shearson Lehman, Prudential-Bache, 
Smith Barney, Kidder Peabody, First Boston, Jardine Flem- 
ing, Warburg, Schroder, Baring, Kleinwort Benson, County 
Natwest, W. I. Carr, Sogen, SBCI, UBS Phillips & Drew, 
DB Capital Markets and Dresdner-ABD. As with many of 
Japan’s big brokers, the foreign firms have branches in all the 
main financial centres around the world. 

In addition to the commission, investors who are selling 
shares (not buying them) must pay a securities-transaction 
tax. This represents 0.55% of the value of the transaction and 












into yen and Deutschemark instruments once the market gets 
tired of its brief new flirtation with the greenback. Both the 
yen and the D-mark are bound to gain from renewed dollar 
weakness, especially as sterling also is likely to be under pres- 
sure. 


Solid yields on bonds are more than adequate compensa- 
tion for inflation still, though resource stocks — such as Aus- 
tralian and Canadian miners — have their attractions too 
given the inexorable upward creep in inflation. Beyond these, 
the most attractive equity markets are those in the Far East 
because of the dogged ability of economies there to outper- 
form world growth norms. 

Analysts like Thailand and Singapore especially at the 
moment — and Malaysian plantation stocks are seen as a 
good hedge against the US drought. In Europe, the stock- 
markets of West Germany, Spain and Britain (on the back of 
continued earnings growth) are favoured. But the US is a no- 
go area. 

Purely on currency grounds, early next year might seem 
like a good time to get back into the US dollar. The bond mar- 

t will most likely be under continued pressure from interest 
es, however, as will equities, especially if recession begins 
take hold. 

The determined buying of gold in Japan and in Taiwan at 
present is saying something about the prescience of inflation- 
conscious investors there and about the shortsighted attitudes 
of many Western investors who seem incapable of seeing 
beyond each successive set of US trade figures. The gold price 
could go sharply higher once the present love affair with the 
dollar cools and the lull in inflation passes. o 





does not vary according to the size of the deal. It is deducted 
by the TSE at the time of settlement, but if the transaction is 
cleared and settled outside Japan, there is no such tax to pay 
(though other levies may be incurred depending on where 
the deal is struck). 


REVIEWTABLE by Barry Lee 


THE COSTS OF PLAYING THE 


Arthur Andersen 
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Currency forecasts 





At the moment, there is no capital-gains tax levied on in- 
dividual investors in Japan, but this may be incurred in the 
country of residence. In the case of the US, investors are fully 
taxed on their worldwide income wherever it comes from. 
For Singapore, if the capital gain is made in Japan, it is not 
subject to Singapore tax. Most major countries have double- 
taxation treaties with Japan which address the question of 
capital-gains tax. Hongkong is one important exception. 

Dividends are subject to a withholding tax in Japan of 
20% , which applies also to non-residents depending on their 
home country. For Hongkong citizens, the tax is the same as 
in Japan; for Singaporeans it is 15% because of their tax 
treaty. Dividend tax is usually a small consideration, because 
average yields are only around 0.5% of the share price. 

This simple tax picture may well change if proposals of the 
ruling Liberal Democratic Party are carried through parlia- 
ment. These consist of offering investors a choice of either 
paying a 20% copita pains tax at the end of the financial year 
or paying a tax of 1% of the gross sales value of the equity 
transactions. For most people, the latter will be considerably 
smaller. Both would be levied in addition to the securities- 
transaction tax and dividend-withholding tax. 

There is more than the usual uncertainty surrounding 
these proposals, because the government is mired in a share 
scandal at the moment (REVIEW, 21 July). The resulting em- 
barrassment may force the government to increase the prop- 
osed levies on share transactions. 

It should be noted that the scale of commission and taxes 
on bond transactions are lower than for shares. A ¥10 mil- 
lion convertible bond transaction incurs a 0.55% commission 
and ¥26,000 flat fee. The transactions tax is 0.26%. For 
straight bonds, the commission rate roe on the type of 
security, but all straights incur only 0.03% transaction tax. 
All bonds are currently exempt from capital-gains tax. 


The first in a series outlining the costs of operating and 


applicable taxes in Asia and the major world markets. Next 
month: London. 


71 





E 


WHERE TO PUT YOUR MONEY 


Zinc catches up 
with the metal boom 


By Ashley Ford in Vancouver 


hen world prices of base metals started to recover, 

mainly in response to strong demand from East Asia 
and a growing international automobile industry, zinc was 
left behind and branded the "poor cousin" of the industry. 

But now the metal, used extensively in the automobile 
and galvanising industries, is catching up. Zinc prices are 
34% higher than they were a year ago and the metal is cur- 
rently selling for around 53-60 US cents a Ib. It is still far from 
the record 80 US cents a lb 
reached in 1974, but most ana- 
lysts believe further price in- 
creases may be in the offing. 

The current recovery period 
for base metals started in 1983 
and zinc consumption grew only 
by a scant 1.6% annually from 
January 1983 until December 
1986, but in the past two years 
annual consumption has been 
growing 4.3% annually. 

Last year, the zinc price aver- 
aged 35 US cents a lb on the 
London Metals Exchange and 
was only averaging 45 US cents a 
Ib until mid-June of this year be- 
fore being hit by the price surge. 

The continuing high demand 
for automobiles and other gal- 
vanised products — 40% of 


ZINC’S ZOOM 


(London Metal Exchange closing prices) 








world zinc production goes into the galvanising industry — 
coupled with production problems at various mines has com- 
bined to put pressure on world inventories. In addition, 
the Soviet Union, China and India are placing heavy orders 
for the metal. | 

Non-communist world production is only expected to in- 
crease by 3.5% to 5.3 million tonnes this year. 

Klaus Goeckmann, vice-president for marketing and 
sales of Cominco, the leading Canadian producer, says the 
underlying market forces for zinc appear to be changing. 
Zinc has traditionally reacted to supply problems by simply 
rising in price and subsequently dropping back. This time 
there are no major supply problems and the prices are being 
fuelled by increased demand, he says. 

Markets in North America and Europe are firm, but it is 
the strong economies of Southeast Asia, especially Thailand 
and the region's other newly in- 
dustrialised economies such as 
Taiwan and South Korea, that 
are providing the main boost. 

Further helping boost de- 
mand, reports the London- 
based Metals & Minerals R 
search Services, is an end to su 
stitution in the automotive die- 
casting market and a better- 
than-average growth in galvanis- 
ing. 

It says demand by the non- 
communist world is expected to 
grow by 2.7% this year, com- 
pared with last year's 2.476, 
and analysts, who earlier pre- 
dicted an average price this 
year of less than 50 US cents, 
are now reappraising their posi- 
tion. 


REVIEWGRAPH by Barny Lee 





Edinburgh property — 
the Japan factor 


W hile residential properties in London look fully valued 
nowadays by international standards, prices in the 
Scottish capital of Edinburgh look cheap. Prices for all 
types of ua ee property have shown solid appreciation 
since 1983, though it is only in 1988 that a real takeoff has be- 
come apparent. 

Edinburgh is not exactly famed for its climate and there 
has always been a major price differential between north and 
south Britain. But special factors are attracting outsiders — 
including the Japanese — to Edinburgh in increasing num- 
bers. Edinburgh's traditional financial skills, especially in 
fund management, are being capitalised upon by the Japan- 
ese; British financiers, too, are p. to migrate north. 
The process is likely to accelerate as 1992 approaches and 
with it the full integration of Europe. 

Scottish solicitors have a legal monopoly on the legal 
side of house transfer — the conveyancing. In this respect, 
Scottish law is distinct from English law. A good solicitor will 
advise on price as well as selecting a surveyor to report on the 
structural condition of a property. Solicitors can also help 
arrange mortgage finance, repayable over 20-25-year terms 
to finance purchases. 

Buyers of Scottish property are usually obliged to partici- 
pate in a kind of blind auction. The vendor will specify a clos- 
ing date for offers and, on that day, the sealed bids will be 
opened by the solicitor handling the sale. 

These bids will generally be in excess of the asking or 
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"upset" price set by the vendor. This is unconventional by 
English standards but in a strong market, does have the ad- 
vantage of tying up the deal quickly and avoiding “gazump- 
" — where vendors suddenly accept a later, and higher, 
offer. 

Scottish lawyers also play an important part in the market- 
ing of properties. In poe to competition from estate 
agents, lawyers have clubbed together to form a proper 
centre which carries details of more than 3,000 Edinburg. 
properties on the market. — David Land 
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For the investor, the best way to ride the zinc boom 
is through the major zinc-mining stocks. Canada is the 
world's largest zinc producer and the metal's rising fortunes 
have already had a profound impact on earnings of Cominco 
— until recently the world's top producer. In the first quarter 
of this year, Cominco reported increased profits in its mining 
sector of C$59.8 million (US$49.5 million) on sales of 
C$259.1 million, which more than doubled the C$26.8 mil- 
lion it made in the same quarter a year ago on sales of 
C$204.9 million. 

Zinc was a major contributor to Cominco's performance, 
along with lead and copper, and seems to justify the com- 
pany's decision to go ahead with development of the Red 
Dog lead-zinc-silver mine near Kotzebue in the tundra of 
Alaska. Production schedules have been advanced and when 
It starts operating in 1990 the mine will be the largest base- 
metal mine in the world. Cominco shares have recently been 
selling at around C$22. 


he upturn has similarly been welcomed by Noranda, a di- 
versified mining and forest industry group which has de- 
sided to go ahead with a C$5 million expansion of its Cana- 
n Electrolytic Zinc plant, in Quebec. The return on in- 
Ament for the company's metal production has been stag- 
ant for the past three years at around the 1% mark. If zinc 
and other metal) prices hold up, the company expects to see 
hat return on investment climb above the 10-year average of 
% by the end of the year. The shares have recently been 
rading at around C$25.50 each. 

In Australia, CRA for years has been the first choice for 
nvestors wishing to get involved with the mining sector. It is 
ughly liquid and well known. CRA and fellow mining giant 
North Broken Hill Holdings (NBH)-Peko have recently 
ormed the world's largest zinc producer with the A$1 billion 
US$793.6 million) merger of their silver, lead and zinc as- 
ets. 

The new company, Pasminco, will produce 500,000 ton- 


Spanish stock with 
a bullish future 


Peter Du Bois in New York 

24-hour global trading ever becomes a viable game, the 
socks involved must boast broad appeal to investors in 
nany nations if they are to be core holdings in international 
»ortfolios. With the US dollar rallying, one name that keeps 
'oming up is the stock (traded in greenbacks in New York) of 
i telecommunications monopoly in a growing economy. 

Which one? Not Japan, Hongkong, Britain orthe US. Try 
»pain. 

Of all the issues listed on the New York Stock Exchange. 
he 18 million American depositary receipts (ADRs) of Tele- 
onica de Espana S. A. are among the most highly rated by 
lobal analysts and fund managers alike. Each ADR equals 
hree Spanish shares (each with a par value of 500 pesetas or 
JS$4.10). 

In some quarters, Telefonica is deemed much more at- 
ractive than Japan's Nippon Telegraph & Telephone (NTT), 
sritish Telecom or Hongkong Telecom. It sports a lower 
rice/earnings ratio, a higher yield, and is said to enjoy better 
rowth prospects over the next three years. 

Founded in 1924, Telefonica is the biggest and most liquid 
panish stock. It is the sole supplier of feleghione and data 
ransmission services in a growing economy where demand 
or these services is expected to rise strongly for a number of 
ears. Besides supplying domestic and international tele- 
hone services, the company offers integrated business com- 
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New York Stock Exchange: sunny 


nes of zinc annually and will also rank as the world's No. 2 
lead producer. 

While the merger of assets provides huge cost savings, the 
real clout will come if the Pasminco partners succeed in their 
stated objective of bringing in as an equity partner one of the 
big Japanese metal-trading houses. This would give Pas- 
minco power in the North American market and make it the 
first Australian company to penetrate the booming Japanese 
market. 

Analysts tend to favour investment in CRA, which is 
moving from strength to strength in other areas of its opera- 
tions as well and is tipped to produce record profits this vear. 
The shares recently have been trading near the year's peak of 
A$9.84. Earnings for NBH are likely to be down, due to the 
high costs involved in its earlier A$2 billion merger with 
Peko-Wallsend. The shares have traded recently around 
A$3.40, a little under the year's peak of A$3.70. 

Thailand is also a zinc producer, and the shares of the 
major miner Padaeng Industry (PDI) have soared in line with 
the international rise in prices. The shares have recently been 
trading in the Baht 800 (US$31.75) range, compared to the 
year's low of Baht 320. Brokers are expecting the company to 
show a 1988 profit of Baht 450-500 million, compared to Baht 
278 million in 1987. 

The company is a joint venture with Belgian firms 
Mechim and Société des Mines et Fonderies de Zinc de la 
Vieille-Montagne (22.37%). Thai shareholders include the 
Ministry of Finance (20% ), Krug Thai Bank (10% ), Industri- 
al Finance of Thailand (6.64% ), Bangkok Bank (5.9% ) and 
Mitsiam, the local vehicle of the Mitsui group (3% ). Foreign 
shareholdings are limited to 40%, and currently stand at 


“32%. 


PDI expects to produce nearly 70,000 tonnes of ingots 
from its smelter in Tak province in northern Thailand this 
year — 73% for the local market and the rest for export. It is 
also aiming to produce 5,000 tonnes of zinc alloy — half for 
export. "m 
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outlook on Spain. 





munications, mobile land and marine services and high- 
speed data transmission. 

The company (in which the Spanish Government holds a 
33% stake) is a proxy for the booming Spanish economy, 
which is i aah rapidly to prepare for 1992. In that year, 
Spain will become a full member of the EC, will host the 
Olympic Games in Barcelona and World Expo in Seville, and 
will celebrate the 500th anniversary of Christopher Colum- 
bus’ voyage to America, 

At year-end 1987, Telefonica had 10.2 million lines in ser- 
vice. It hopes to have 17 million in 1992. It will add about | 
million lines this year and 1-1.5 million in 1989. Meanwhile. 
average usage per line rose 8.276 in 1987 and is expected to 
keep growing at a good clip. 

Prior to 1 January 1988, Telefonica deliberately re- 
strained reported earnings growth. Reason: its taxes previ- 
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ously were 6% of revenues, and it could not earn more than a 
15% return (under Spanish Generally Accepted Accounting 
_ Principles or GAAP) on equity without penalty. Now, there is 
. no limit to returns on equity, and taxes in effect are 26% of 
pre-tax income. | 

This also bodes well for future dividend increases. With 
interest expenses previously non-deductible, Telefonica fi- 
nanced expansion with frequent rights offerings (while main- 
taining its dividend on the greater number of shares out- 
standing). Now that interest is deductible, the company will 
gear up by assuming more debt. The company has been pay- 
ing a dividend of P55 a Spanish share since 1982. With earn- 
ings rising strongly, the payout could begin to rise in 1989. 

For investors who keep score in US dollars, the amount of 
the dividend will fluctuate with the exchange rate for the 
peseta. The Spanish withholding tax on dividends is 20%. 

Telefonica reports earnings in two ways, under Spanish 
GAAP and according to US GAAP. Reason: On 11 June, 
1987, it sold 18 million ADRs in the US at US$20.875 apiece. 
They hit a high of US$29.50 in New York, fell to US$16in the 
crash of 1987 and recently were US$25. 

With 862 million Spanish bearer shares outstanding on 30 
April 1988, Telefonica stock is heavily weighted in Madrid, 
where it accounts for 11% of the local index in pesetas. It is 
also listed on five foreign exchanges — (London, Paris, 
Frankfurt, Tokyo and New York). The US ADRs trade in 
US dollars in London on the SEAQ system. 

That Telefonica is a truly global stock is shown by the fact 
that a US unit of Japanese broker Nomura Securities recently 
issued a strong buy recommendation in English. Nomura 
sees Telefonica's earnings rising from US$3.91 per ADR in 
1987 to US$5.50 this year, US$7.20 in 1989 and US$8.90 
in 1990. All estimates assume an exchange rate of 
P111.40:US$1. A Telefonica official is “comfortable” with 
these projections. Oo 


Barking up the 
right tree 


By Michael Bishara in Hongkong 


O: 15 March, the British Chancellor of the Exchequer, 
amid a growing clamour from conservationists, abolished 
tax concessions for investors to develop commercial wood- 
land areas in Britain. 

A week and a day later, he announced increases from 
£240 per ha to £615 per ha in grant allowances to plant out 
new areas of forest. Such is the determination of the incum- 
bent British Government to reduce its £5.8 billion (US$9.86 
billion) a year import bill for timber, conservationists or not. 
Income from the sale of timber remains tax free. 

It was a shot, then a shot-in-the-arm for brokers who have 
been peddling the more than 100 woodland lots they have on 
their books. 

From around £40,000 up an expatriate investor can 
choose from woodlands at varying stages of maturity. If you 
want to start from scratch, the new grants will cover up to 
about 60% of planting costs — say about £15,000 for an aver- 
age piece of land and the same again (net of grants) in the first 
five years for maintenance and planting. 

Sitka Spruce, which accounts for 28% of Britain's 
forested area, takes from 45-60 years to reach felling age, 
while the hardy oak with a gestation period of 120-160 years 
may make your great, great grandchildren rich, but offers 
little solace to someone looking for a tax-free income supple- 
ment in the foreseeable future. 

Income from a mixed woodland investment starts at about 
year 20, when "thinning" begins, says David Sillar, a director 
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Canada liberalises 
share ownership rules 


By Barry Critchley in Toronto 


O ne year after entry barriers were removed, the Canadian 
securities industry is more broadly based, more interna- 
tionally focused and operates with considerably more capital 
than ever before. 

Over the past 12 months, there has been an almost 
complete restructuring of the Canadian securities in- 
dustry. Under that restructuring, domestic financial in- 
stitutions — chartered banks, trust companies and in- 
surance companies — along with domestic non-financial 
corporations and foreign securities firms, were allowed 
to participate in the securities industry. One of the most 
liberal cross-ownership regimes in the world was estab- 
lished. 

Clients, especially large corporations, seem to be benefi 
ing from deregulation. Corporate clients are being sho 
more deals and more financing possibilities, while banfi 
have used their large branch networks to create a new grouf. 
of retail investors. 

The new rules on ownership of brokers came into effect 
on 30 June last year. At the retail level, the liberalisation had 
a less obvious impact than the deregulation of commission 
rates four years earlier, which led to the emergence of “dis- 
count” brokerages offering little else than low-cost execution 
of clients’ orders. At that time, banks also were allowed a 
limited role in securities trading. 

The banks’ desire to provide a broader range of financial 
services saw them as keen participants in the newly deregu- 







of Highfield Forestry, one of half a dozen British companies 
which deal in advice on and management of commercial 
woodlands. 

The trick for overseas investors is to buy a woodland that 
will provide tax-free income when it is most needed. Wood- 
land should be purchased from about 10 years on. If you anti- 
cipate little need of added income for, say, 15 years — buy a 
10 year old woodland, says Sillar. Obviously, the price is 
cheaper the more years the forest is away from providing in- 
come. 

For example, a good quality, mixed woodland in Wales v, 
about 64 ha planted out in 1962 will set an investor back 
about £200,000. Management fees and maintenance, less 
some thinning income, will cost another £7,000 during the 
first five years, then a tax-free income (based on current 
timber prices) will accrue £14,000 from 1993-97; £113,000 
from 1998-2002 and leap to £468,000 when felling starts in 
earnest from 2003-23. This takes into account the cost of re- 
planting with the new grants. In any event, the bare land, 
planted out, at current prices, would be worth around 
£120,000 if the owner elected to sell. 

Upfront legal fees and stamp duty cost about the same as 
purchasing a house of similar value. Management fees, how- 
ever, would give some of the more expensive funds a run for 
their money. Woodland managers charge up to 3% of prop- 
erty valuation (not purchase price) for the first year, which 
includes valuation of the property. For bare land the fee is up 
to 576. 

Supervision of the woodland for expatriate investors is 
negotiable for an annual fee ranging from £12.5-37 per ha. 
This includes payment of insurance and recommendations on 
required maintenance. Insurance covers loss by fire (at re- 
placement value) and windthrow (storm damage) but not 
disease. 

Historically, investments of this type, inclusive of man- 





ated securities markets. The dealers were attractive 
akeover candidates because, in the idyllic world before the 
Jctober 1987 stockmarket crash, they were generating huge 
'ommissions and huge profits. 

Marriages were quickly consummated. Bank of 
Montreal, acquired 75% of Nesbitt Thomson Deacon Inc. 
or C$275 million (US$227.5 million). The Bank of Nova 
scotia bought 100% of McLeod Young Weir for C$419 mil- 
ion, the Royal Bank of Canada acquired 67% of Dominion 
securities for C$385 million, and the Canadian Imperial 
3ank of Commerce snapped up 65% of Wood Gun y for 
“$190 million. 

Foreign-owned financial institutions, which had been pre- 
‘ented from owning 100% of a securities firm, also got into 
he act. Deutsche Bank bought 10095 of McLean McCarthy, 
in institutional broker; Security Pacific Hoare Govett Hold- 
ngs acquired a 30% stake in Burns Fry; Hongkong & Shang- 
tai Banking Corp., through James Capel, acquired a 35% 
take in Brown Baldwin Nisker, and the Banque of Indosuez 
hrough W. I. Carr, bought a 75% stake in Capital Group. 
n Australian group, Deak Morgan, now Jarden Morgan, 
Y its interest in Deacon Morgan McEwen Basson to 






from 10%. 
ome foreign firms have chosen to enter the securities in- 
ustry directly. The federal government has given the green 
ght to 20 firms. The biggest among them include, Goldman 
achs, Salomon, Nomura Securities, First Boston Corp., 
anyo Securities and Morgan Stanley. 

To facilitate the stock-trading activities of the foreign 
rms, the Toronto Stock Exchange, the leader among the 
anadian markets, auctioned off six additional seats in the 
immer of 1987. Those seats, which cost more than 
$360,000 each, were bought by Donaldson Lufkin & Jen- 
2tte Securities Corp., Drexel Burnham Lambert, Nomura 
ecurities International, Nikko Securities Co. International, 
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REVIEWGRAPH by Andy Tang 

'ement fees, have returned about 5% more than British in- 
ition rates. But the investment is not easily liquidated and 
ould not be relied upon for regular monthly income. To 
aximise profits, for example, it may be advantageous to 
all felling by a year or so. 

Woodlands investors also get concessionary treatment 
ith inheritance tax and capital gains tax. Woodlands qualify 
r a 50% reduction on Britain's standard inheritance tax 
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Toronto financial district: benefiting from deregulation. 
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S. G. Warburg Akroyd Rowe Pitman Mullens Securities and 
Yamaichi International Canada. 

Daiwa Securities, the Japanese securities house, paid 
C$361,000 to an existing member for its seat. 

Although the presence of the foreign brokers as floor 
traders gives them a more direct access to the Canadian mar- 
ket, the brokers themselves have focused most of their at- 
tention on developing their corporate and institutional busi- 
ness. The newcomers have concentrated on corporate fi- 
nance and mergers and aquisition operations, with little at- 
tention paid to retail business. They are producing little in 
the way of research materials on Canadian stocks. 

In part this is because of the high costs of retail operations 
and in part because the market is already well served by long- 
established Canadian brokers, several of whom have offices 
in Asia. Oo 


rate of 4076. While the land on which the trees stand is sub- 
ject to capital-gains tax of 25-40% (except for non residents 
who are not subject to capital-gains tax), the trees themselves 
are exempt. The land used for tree planting is usually of 
poorer quality or hilly terrain and does not attract much capi- 
tal appreciation. 

One aspect that bears investigation is the eligibility for 
planting and maintenance costs to be written off against 
other income in an investors’ home tax jurisdiction. It may be 
possible in some cases to claim direct planting and mainten- 
ance expenses at home and remain eligible for planting 
grants from the British Government. 

Uncovered risk appears confined to tree disease (a rare 
event in Britain) and the vagaries of government policy. 
While it is a brave investor who predicates investment on the 
whims of government policy, it is worth noting that, in the 
latest move when tax concessions were removed, the British 
Government allowed a five-year grace period to investors. 
Time enough to sell on at a profit to an investor for whom tax- 
free income and not current tax exemption was the priority. 

World timber supplies are currently running slightly be- 
hind world consumption and World Bank forecasts put the 
shortfall at around 30% by 2025. The figure is exaggerated 
according to commercial growers, as most of the projected 
deficiency will be in Third World countries where timber 
is still used as a fuel. Few, however, doubt that, in real 
terms, timber prices will double before the turn of the cen- 
tury. 

Similar schemes operate in the US and New Zealand but 
neither offers the incentives available in Britain. The New 
Zealand Government removed incentives three to four years 
ago and has since introduced an accruals income tax. The US 
has a variety of low-level incentives, most implemented on a 
state-by-state basis. Chile also offers investors incentives for 
planting radiata timber. o 
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Textile traders come 
back into fashion 


By Review Correspondents 


M» a fortune has been made in the mills and cutting 
rooms of Asia. The Hongkong ragtrade, for example, 
was one of the engines of the territory's export growth in the 
1960s and 1970s. With popular headlines focusing on the re- 
gion's emerging high-fashion designers, investors may be for- 
given for forgetting about publicly listed fabric and clothing 
manufacturers. 

Japan now imports more textiles than it exports and pro- 
duction of synthetic textiles has been falling for the past two 
vears. Falling production has been accompanied by falling 
prices; polyster thread, for example, was fetching ¥ 380 
(US$2.25) a kg in early July, compared with ¥400 a year ago. 
But raw materials have become more expensive, so manufac- 
turing profits are being squeezed. 

Investment interest centres on special situations within 
the industry itself, or on companies that are diversifying into 
other industries. An example of the former is Atsugi Nylon 
Industrial, the dominant maker of support-type panty hose. 
Support-hose accounts for 12% of womens’ hose consump- 
tion in Japan against 90% in the US. Japanese sales took off 
18 months ago as young female office workers began spend- 
ing lavishly on clothing. Atsugi's 90% market share means 
it can hardly fail to cash in as demand grows. 

Hongkong is one of the world's largest textile and gar- 
ment exporters, but the sector is weakly represented on the 
Hongkong stock exchange. Only one industry counter, Win- 
sor Industries, is a constituent of the Hang Seng Index. And 
most textile and garment stocks have diversified into prop- 
erty or share investments. 

Industry profits have surged strongly since 1986, but slow- 
ing US economic growth has clouded expectations this year. 
In the first quarter of 1988, textile orders-on-hand fell some 
5% and wearing apparel orders 4% as compared with the 
same 1987 period. Quota prices to the US have dropped 
sharply recently, particularly of ramie cotton products, 
which now have a negative value. 

The best textile stock is Winsor Industries, but 
Yangtzekiang Garment Manufacturing and Novel Enter- 

rises have proved steady earnings performers. Novel was 
isted in April 1987 in a 23.2 times oversubscribed issue. 
Yangtzekiang split its international textile and clothing busi- 
ness late last vear from its local operations and property de- 
velopment interests. 

The textile and clothing industry has also boomed in 
South Korea on the back of last year's export growth. How- 
ever, the appreciation of the won and wage rises of 20-25% 
have meant lower profits. 

Manufacturers of lower-cost apparel and fabric makers 
were particularly badly hit by the appreciation. But im- 
proved price competitiveness in relation to the Japanese yen 
and Európean currencies increased the value of last year's 
exports by 34.276, to US$11.7 billion. 

One of South Korean best textile Tongyang Nylon Co., 
the world's fifth-largest manufacturer of nylon-filament 
yarn. The latter controls about 56% of the domestic nylon fi- 
lament and 70% of the tire-cord market. 

By the early 1990s, the company wants its non-textile sec- 
tor to bring in 50% of total sales. During fiscal 1987, sales 
reached Won 40 billion (US$54.8 million), up 24.4% over 
the previous year, while net income decreased 24% to Won 
8.6 billion due to large special depreciation expenses. 

The Taiwan Stock Exchange lists 10 textile firms in its 
heavily traded A-category. With 24.5% appreciation of the 
NT dollar in 1987 and also rising labour costs, firms with 
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more of their production in upstream, synthetic fibres have 
proven better survivors. 

Far East Textile Co.'s vertically integrated structure will 
help it absorb the downturn in the labour-intensive garment 
industry. Far East owns 20% of Oriental Union Chemical 
Co. which makes ethylene glycol used in polyester textiles. 
Far East had earnings of NT$3.5 billion (US$120 million) on 
revenue of NT$18.5 billion. Analysts expect it will exceed its 
sales target of NT$20.3 billion for 1988. 

In Thailand, where textiles are the top export, they are ex- 
pected to earn at least Baht 60 billion (US$2.38 billion) this 
year — up from Baht 54 billion in 1987. The industry's 
strength, however, is not fully reflected in shares quoted on 
the stockmarket. On 15 February, the Securities Exchange of 
Thailand (SET) index stood at 336, and the textile index at 
524. On 13 July, the SET index had grown 38% to 465, while 
the textiles marker had moved only 21% , to 634. 

The SET has expressed concern about the lack of trading. 
so implying the ne of delistings. Another negative 
factor has been the increase in cotton prices and the cost of 
petrochemicals for synthetic-fibre production. 

Of the stocks frequently traded, those of the Saha Union 
group are the strongest. In the textile sector, these ^. 
Union Thread, Union Textiles and Union Pioneer Fabie. 
The group's major trading arm, Saha Union Co., is also 
listed. The group has a conservative reputation, according to 
Crosby Research director Helen Sutherland. 0 
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Convertible hybrids 


offer a defensive hedge 


By Nigel Holloway and Christopher Marchand 


EU this year, convertible bond is- 
sues enjoyed a burst of popularity, 
as investors sought assets with per- 
ceived hedge qualities in the volatile 
post-crash investment climate. 

Convertible bonds are hybrid instru- 
ments, being bond issues with the right 
to convert into ordinary shares at a fixed 
price. Their defensive qualities flow 
from their limited downside risk in a 
falling market, with yields rising to the 
levels of fixed-interest stock. 


Put-option convertibles, with the op- | 


tion usually exercisable after five years, 
have also gained in popularity in the 
current bear market climate. Puttable 
convertibles provide a floor to price 
falls, as the investor can require the 
bond's redemption at the option price. 

However, the right to convert to 
equity means the investor can capitalise 
on à market upswing by buying the 
shares. With stockmarket trends and 
exchange rates notoriously hard to pre- 
dict earlier this year, convertibles were 
seen as a defensive hedge. Whichever 
way the markets moved, the investor 
was seen to gain something. 

Many analysts believe world stock- 
markets are more likely to fall than 
rise in the next 12 months, and that 
could push up convertible vields. 
Theoretically, the best time to buy con- 
vertibles is at the yield peak, or when 
the equities markets' direction is excep- 
tionally uncertain. 

Some professionals, however, are 
still optimistic on the equity markets. 
Matheson PLC's Paul Tagg believes the 
US dollar bear market is over, while 
there are signs that US consumption is 
falling while savings rates are rising. 
However, rather than go too strongly 
into equities or bonds, investors may 
want to trade the chance of strong 
growth in the underlying equity for 
downside support. So Tagg thinks there 
could be plenty of action in the US con- 
vertible market. 

Japan's market for convertible 
bonds (CBs) is being saturated by a 
flood of new issues. The volume sold in 
the primary market is expected to reach 
a record ¥4.5 trillion (US$33.78 billion) 
in the six months ending September 
1988, 76% higher than in the same 
period last year. 

The Finance Ministry has told under- 
writers to slow down the rate at which 
CBs are issued. The secondary market 
is already suffering indigestion with the 
arithmetical average premium of issue 
prices over underlying share values fall- 
ing in recent weeks to only 5% com- 





pared with levels as high as 48% in the 
middle of 1987. 

The advantage of CBs for issuers is 
their cheap coupons, with terms more 
favourable than in the rule-bound mar- 
ket for straight bonds. Toyota Motor, 
one of the few current issues attracting 
investors’ interest, is offering X 300 bil- 
lion at a coupon of only 1.2%, com- 
pared wth a long-term prime rate of 
5.5% and AAA Euroyen bond yields of 
J 1% " 

Big firms which can command fine 
terms want to lock in cheap rates before 
interest rates begin to rise, as many in 
the bond market expect. 

Many of the biggest issues are being 
made by the Japanese banks which need 
to raise their capital-adequacy ratios to 




















meet international standards in 1992. 
CBs do not count as primary capital, but 
when converted into shares they do. 
Early this year, Yokohama Bank issued 
the first four-year CB and at least five 
other banks have followed suit with con- 
vertibles since then. 

These CBs have been attractive to 
investors because dealers say that lead 
underwriters have been pushing up the 
banks' share price to enable buyers in 
the primary market to convert their 
beads and then sell them at a profit. 

The trouble is that the amount of 
new issues has drawn cash away from 
the secondary market, says David 
Smitham, a CB trader at SPCI Sec- 
urities (Asia), and CB prices have 
weakened. The Tokyo stockmarket's 
bull run has also lost steam and share 
prices have been marking time for the 
past five weeks. Now investors are 
much more selective in their demand for 
new CBs. 

The weakness in the market will con- 
tinue until either the flood of issues 
slows markedly, or interest rates fail to 
rise as expected, or the stockmarket re- 
news its upward surge. None of these is 
likely for the moment. oO 












[BUSINESS AFFAIRS 


Japanese firms wheel and deal to top up coffers 


Corporate mone 


By Nigel Holloway in Tokyo 


M? Japanese companies are de- 
veloping a taste for zaiteku — the 
financial management of surplus cash. 
Such is the popularity of zaiteku, that 
before long a manufacturer or a trader 
might turn itself into a fully fledged 
financial-services company and stop 
dirtying its hands with industrial 
grime. 

At the moment, dealing in money 
would seem best left to banks and sec- 
urities houses. A big Japanese carmaker 
or shipbuilder would probably hesitate 
to turn its back completely on the fac- 
tories and dockyards that made it 
famous. But this may be the inevitable 
result of Japan's emergence as a post-in- 
dustrial power. 

Zaiteku has been practised by Japan- 
ese non-financial firms since 
the first oil shock in 1973-74 
slowed growth, weakened 
their appetite for capital in- 
vestment, boosting and their 
cash reserves. But zaiteku only 
received a lot of publicity when 
an obscure chemical company, 
Tateho Chemical, lost ¥28.6 bil- 
lion (US$214.2 million) in the 
government-bond futures mar- 
ket last September. Most of the 
non-operating income that is re- 
ferred to as zaiteku comes from 
far less spectacular forms of in- 
vestment. 

Car maker Toyota had the 
largest non-operating net income 
of * 150 billion in the most recent 
financial year (for Toyota, this 
ended in June 1987). It was the 
top zaiteku earner in Japan for 
the eighth year running. Of this 
sum, *83 billion was derived 
from interest on bank deposits 
and notes receivable, and the dis- 
counts it earned on the purchase 
of bulk supplies. The next biggest 
items were: dividends from 
equities (¥23 billion), and sales 
of stocks and bonds (¥19 bil- 
lion). Hardly the mark of a gam- 
bler. 

Wako Research Institute 
reckons that two-thirds of the 
non-operating income of the 
20 most-profitable corporate 
zaiteku operators came from 
interest, discounts and divi- 
dends. As David Jensen, an 
analyst at Wako said: "It doesn't 
take a rocket scientist to do 
zaiteku." 

With such lucrative, low-risk 
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sources of income, the big operators do 
not need to touch temperamental mar- 
kets like government-bond futures. In 
the year to last April, the share of trad- 
ingin yen bond futures accounted for by 
business corporations fell from a peak 
of 7.2% to 1.1%. Their interest in the 
market was declining before Tateho 
toppled. 

Not surprisingly, the firms with the 
biggest zaiteku profits tend to be large 
and international. Car firms, trading 
houses, electrical companies and oil re- 
finers are heavily represented at the top 
of the league. Corporations like Toyota 
and Matsushita produce a regular non- 
operating profit. 

Others turn on the tap only when 
needed. Steel firms’ zaiteku profits shot 


MANUFACTURERS MAKE 
MONEY OUT OF MONEY 
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up in 1986 when gains from their tradi- 
tional business slumped because of the 
rise in the yen. Isuzu went from 4 
zaiteku loss to a profit in the past twa 
years, offsetting a poor operating per- 
formance. And Nissan’s non-operating 
profits fell from ¥ 127 billion in the year 
to March 1987 to ¥89 billion in its latest 
year after returning to an operating pro- 
fit in the period. 

Nissan sold ¥86-billion worth of sec- 
urities in the year to March 1987. None 
were sold in the previous 12 months 
the US or Britain, such income f 
selling shares would have to be shown as 
an extraordinary gain as it is hardly a re- 
curring item, but this is not the case in 
Japan. Despite what might appear to be 
a sleight of hand, investors are probably 

happy to know that a company 
like Nissan has a war chest o! 
securities in which to dip wher 
times are bad. Many Japanese 
firms see their financial asset: 
as a form of insurance. 

The charm of making money 
make money is contagious. OJ 
the 993 non-financial companies 
quoted on the first section 
of the Tokyo Stock Exchange. 
527 made a profit from zaiteku 
in 1987, twice as many as five 
years ago. Overall, though, non- 
financial firms recorded a Y*1.€ 
trilion zaiteku loss last year. 
But this is a lot less, relative 
to recurring profits, tha 
few years earlier because f 
are retiring debt at a rapid raw 
and cutting their interest pay- 
ments. 

Japanese manufacturers 
equity ratio (shareholders' fund: 
divided by total assets) has dou: 
bled to 35% since 1973. One esti 
mate is that Japanese companie: 
currently hold cash, deposits anc 
securities worth the equivalen 
of 45 days' worth of sales. With 
in the next three to five years 
the entire non-financial secto! 
will probably be making zaitekt 
profits, not just half the com 
panies, if interest rates remair 
low. 

The first stage of zaiteku oper 
ations for most companies is tc 
establish a separate corporat 
treasury to manage their cash 
The next level of commitment i: 
the creation of a subsidiary fo: 
raising and investing money 
Kawasaki Steel has two suci 














entities, one in London and the other in 
Panama. All the big trading houses 
have finance subsidiaries. Japan Air 
Lines has established a finance and a 
leasing arm in the past three months. 
Privatisation has allowed — and forced 
— the airline to be more creative about 
finance. 

Some executives may begin to won- 
der why they should not devote them- 
selves entirely to the money game. This 
is more likely to happen in mature in- 
dustries where the returns from fixed as- 
sets are diminishing — such as con- 
sumer electronics. Sharp, whose vi- 
deo recorders and calculators are 
threatened by cheaper foreign rivals, 
made 73% of its recurring profits of ¥38 
billion from zaiteku last year. It has a 
securities dealing room of 10 people at- 
tached to its finance and accounting 


group. 


i" etailers Daiei and Seibu Saison have 
formed their own publicly listed 
lit operations. With Sears, Roebuck 

as a model, Seibu Credit wants to be- 
come Japan's first “consumer bank." Its 
turnover was ¥467 billion in the year to 
last January. Elsewhere, Hanwa has 
grown famous for trading financial in- 
struments as well as steel. 

Japan's city banks now lend less to 
their old corporate customers. They 
have turned to smaller firms and to the 
foreign securities markets instead, or to 
offering advice to corporate treasurers. 
The credit ratings of Japan's biggest 
manufacturers are so high they can com- 
mand the finest terms for their debt in- 
struments — sometimes better than 
banks. A good name is, in effect, a li- 
cence to print money. 

Toyota recently issued ¥300 billion 
worth of convertible bonds with a 
coupon of 1.276. If invested in large- 
scale time deposits or government 
honds, the proceeds will yield 4.6-5%. 

' trading houses have been among 
= biggest issuers of the recently intro- 
duced instrument of commercial paper, 
whose outstanding value has doubled to 
¥5 trillion in the five months to the end 
of June. Coupons for these are a shade 
under 4% , but still lower than the rate 
which can be earned when invested else- 
where. And then there are the tokkin 
and fund trusts worth around ¥30 tril- 
lion, about half of which are owned by 
non-financial firms. 

For the moment, healthy corpora- 
tions are unlikely to stray too far into 
the money markets. Moody's credit-rat- 
ing agency downgraded the long-term 
debt of two sogo shoshas (trading 
houses), Mitsubishi and Sumitomo, last 
August because it considered they were 
earning too much of their profits from 
zaiteku. They did not need reminding 
that their good names were derived 
from their ability in their traditional 
businesses. But smaller firms with less 
of a reputation to protect will soon start 
having second thoughts. Oo 
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TRADE 


China chafes on wheat 


US cuts to grain-export subsidies upset Peking 


By Tai Ming Cheung in Hongkong 


Loo is pou between China 
and the US over subsidies given to 
selected buyers of US grain. China, tak- 
ing advantage of the subsidies, vastly 
expanded its imports of US wheat last 
year. 

Now that market prices are rising — 
due to the severe drought affecting US 
grain growers and the subsidies are 
being trimmed — China has threatened 
to buy wheat elsewhere. US agriculture 
officials have responded harshly, accus- 
ing China of being "a fair-weather 
trader." 

Over the past few years, China has 
benefited from a buyers' market which 
has allowed it to import cheap grain. 
But with at least a third of the US and 
Canadian wheat harvests expect- 
ed to be lost this year, wheat 
prices have risen 30-50% on 
average. Hard red winter wheat, 
China's main import, was 
US$175 a tonne in mid-July, up 4 
US$5 on late June prices. 

Chinese trade officials re- 
cently began to hint that the in- 
creased prices of US wheat 
could force Peking to buy from 
other exporters. An official of 
the China National Oils and 
Cereals Import and Export 
Corp., the grain-buying agency, 
was reported in late June as say- 
ing that wheat imports from the 
US have been "unstable" in re- 
cent years. The official said 
China usually buys less US 
wheat when prices are high. 
Another official added: "We'll 
compare prices in the US with 
those in Australia, Canada and 
South America." 

The comments singled out the US 
rises, whereas Canada — which ac- 
counted for nearly half of China's wheat 
imports last year and where prices have 
risen 30% since May — went unmen- 
tioned. 

Analysts say that Peking's message 
to Washington is that grain sold to 
China should be kept cheap. Unlike 
Canadian or Australian grain sales, 
which are at commercial rates, US grain 
is significantly discounted under the US 
Government's Export Enhancement 
Programme (EEP). Who gets EEP sub- 
sidies and the size of the subsidy are de- 
cided by a mixture of political and com- 
mercial considerations, involving va- 
rious government departments. 

The EEP was set up in 1985 to assist 
US farmers to compete against dis- 
counted grain from other countries, in 
particular the European Community. 


(USS billion) 


*Forecast. 


China was offered 5.2 million tonnes of 
subsidised wheat last year, second in 
volume behind the Soviet Union. With 
subsidies of US$30-40 a tonne, EEP 
prices were then US$75-80 a tonne. 

The discount has helped the US to 
again become a major seller to China. 
For the marketing year July 1986—June 
1987, US wheat sales were just 272,000 
tonnes or 4% of China's total foreign 
purchases. Sales are projected to have 
climbed to between 31-35% for the 
1987-88 year — about 3.7 million tonnes 
— making the US the second-largest 
supplier behind Canada, leap-frogging 
Australia. 

The subsidies are being significantly 
trimmed this year, to US$15-20 a tonne 


ON THE RISE AGAIN 
(US agricultural exports to China) 
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or about half the common level last 
year, though this is not across the board. 
"Some politically favoured countries, 
such as Egypt, may continue to receive 
hefty subsidies," said Andrew Kelso of 
the Australian Wheat Board. China re- 
cently put in a bid for wheat still out- 
standing from last vear's EEP alloca- 
tions, asking for US$40 a tonne wed 
The US rejected the bid. This could 
mean, if the Chinese noises of buyin 
elsewhere are to be believed, that U 
sales will once again fall. 

Grain relations between China and 
the US have long been political in na- 
ture. Some industry sources believe the 
slump of 1986, when Peking bought less 
than US$235 million of wheat from the 
US compared with an average US$2 bil- 
lion a year between 1980 and 1983, was 
China's retaliation against US controls 
on Chinese textile exports. 





PROPERTY 


Strengthened foundations? 


Property trusts may revive the Kuala Lumpur property market 


By Nick Seaward in Kuala Lumpur 

alaysia’s languishing property sec- 
tor could be revitalised by the 
launching of a new investment instru- 
ment in the Kuala Lumpur financial 
markets — property trust funds. The 
funds are expected initially to raise a 
total of M$400 million (US$152.1 mil- 
lion) from investors, from which — 
after statutory liquidity requirements — 
some M$320 million will be available for 
direct investment in real estate. 

Three institutions are racing to be 
the first on to the market with their 
funds. The front-runner is the state- 
owned investment trust, Permodalan 
Nasional (PNB), but chasing hard 
are two merchant banks, Arab- 
Malaysian Merchant Bank, and Com- 
merce International Merchant Bank- 
ers. 

Property trust funds are currently 
unknown in Malaysia and guidelines on 
their formation and management were 
only issued by an informal committee, 
headed by the central bank, Bank Neg- 
ara, in February. The guidelines recom- 
mend an initial size for each fund of 
M$100 million, of which at least 20% 
must be held in the form of liquid 
assets. 

Although no one at PNB was availa- 
ble for comment, the REVIEW under- 
stands that the giant institution is plan- 
ning on offering units totalling double 
that. The two banks, meanwhile, are 
believed to be working on an initial of- 
fering of M$100 million each. Most of 
the money is expected to find its way 
into the commercial property sector, 
particularly in Kuala Lumpur, where 
three years of supply glut have brought 
office-space prices down to bargain 
levels. 

Stockmarket listings are envisaged, 
which means the funds will have to be 
close-ended, but executives familiar 
with the banks’ plans say that after list- 
ing, the funds will be allowed to expand 
via rights issues. These issues are ex- 
pected to be almost a certainty as, for in- 
stance, the M$80 million available for 
investment after liquidity requirements 
by one of the smaller funds will only 
buy two tower blocks even in today’s de- 
pressed market. 

The urgency surrounding the prepa- 
ration of the new funds has been 
heightened by unmistakable signs of 
foreign money coming back into the 
market. For instance, the Brunei In- 
vestment Agency is in the final stages of 
negotiations with state-owned Komplek 
Kewangan and Pelaboran Amanah Na- 
sional over the purchase of Menara 
Kewangan, an office tower block in 


Kuala Lumpur’s city centre Golden 
Triangle. The price is believed to be 
M$40 million. 

The hotel sector has shown the great- 
est signs of this renewed interest, how- 
ever. The Oriental Hotel, which has 
stood uncompleted for the past two 
years, is expected to be sold soon to 
United Industrial Corp.’s Oei Hong 
Leong for M$67 million cash. An offer 
has also been made by an unidentified 
bidder — strongly rumoured to be IGB 
te Tan Kim Yeow — for the long- 
established Regent of Kuala Lumpur at 
a price of some M$62 million. 

Meanwhile, the site of the aborted 
Okura Hotel has been acquired by 
State-owned Pernas 
Hotels after more than 
three years of enforced 
idleness and will be de- 
veloped into a 2l-storey 
five-star establishment. 
Pernas has acquired a 20% 
stake in the project from 
former partner Malaysian 
Kuwaiti Investment, giv- 
ing it a 7096 interest. The 
hotel will be managed by 
Mandarin Singapore In- 
ternational Hotels. 

Even if this sort of in- 
terest spills over into the 
commercial sector, how- 
ever, it will still be many 
years before prices and 
rental yields recover their 
1984 levels. In Kuala Lum- 
pur, purchase prices of of- 
fice space were down last 
year to M$200 a ft^, while 
rentals dropped by an esti- 
mated 9% to range at M$1.20-1.80 a 
ft?, inclusive of service charges. This 
compares with M$3.50 a ft for rentals 
in 1984. 


Ac to estate agent Deben- 
ham, Tewson & Aziz, the supply of 
office space in Kuala Lumpur is ex- 
pected to reach 28.3 million ft? by the 
end of this year. Estimates of the 
amount of unused space vary from 4-7 
million ft?, while the occupancy rate 
of some tower blocks is as low as 
30% . 

Official statistics have yet to reflect 
the very slight upturn that some de- 
velopers say they detected during the 
second half of last year. Figures do 
document a slowing in new construc- 
tion, which should at least stem the flow 
of properties coming on to a saturated 
market. The Treasury estimates that 
during the first half of 1987, bridging fi- 


K uala Lumpur construction site: slo wing down. 





nance from the commercial banks to the 
construction sector fell by 71% year-on- 
year to M$77.9 million. Similarly, the 
sales value of cement and concrete pro- 
ducts by a selection of manufacturers 
dropped by 8.4% over the same period 
and structural metal products fell by 
22.2%. 

For its part, the government has in- 
troduced several measures to help the 
property market. Foremost of these was 
the amendment last year to the real 
property gains tax, which provided for 
lower rates on property transactions 
and ended discrimination against for- 
eigners. In the past, foreigners had to 
pay a 40% tax on the profits from the 
sale of properties, irrespective of the 
length of ownership. The tax rate is now 
a flat 20% for both local and foreign sell- 
ers if the property is sold within two 
years of purchase, reducing on a sliding 
scale to 5% for sales after five years of 
ownwrship. 

City Hall has also tried to help | 
capital's commercial and retail sector o, 
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freezing until 1995 permits for the con- 
struction of “purely commercial” pro- 
jects along the important Jalan Ampang 
arterial route and in the Golden 
Triangle. However, there are ways 
around the ban. Projects with mixed 
usage, giving 70% of the space for resi- 
dential purposes, will be allowed to go 
ahead, even though there is a surplus of 
the condominum-style apartments ol 
the kind usually built on top of these 
commercial developments. Building 
projects with royal patronage are alsc 
going ahead. 

City Hall is waiving development 
charges for these hybrid-type of projects 
and will charge an annual assessment of 
4% for the first 10-15 years, instead ol 
the usual 8% for commercial land. 
After 10 years, the owner of the project 
is allowed to convert the building sc 
that 50% is used for commercial pur: 


poses. p 
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NOW AVAILABLE... 


The 1988 China Phone Book & 
Business Directory: July - December Edition 
completely revised and updated 





July — December Edition 


The only bilingual 
Telephone Directory for 
China published 
semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
place in China amongst both the domestic and 
foreign business and banking communities, the 
semi-annual frequency of The China Phone 
Book guarantees its users the most up to date 
and accurate listings available anywhere, of the 
most important contacts in China. 


Our database is constantly updated to bring you 
the latest listings you need, when you need 
them. 


| You can save 15% off the combined price by 
ordering both the current Autumn/Winter and 
the Spring/Summer editions now. Available in 
January '89 the Spring/Summer edition will be 
sent to you automatically the moment it becomes 
available if you order both now. 


Not only will you have the most up to date busi- 
ness listings in China at your fingertips . . . but 
you'll save money at the same time. 

1988/89 Editions 

Autumn/Winter — July — December '88 
Spring/Summer — January — June '89 


A vital reference for anyone interested 
in doing business with China. 


* Completely updated listings 
* Unique classified pages 
* Designed for maximum usefulness 
* Lists all foreign companies and joint ventures 
* Useful selection of Chinese firms 
* Categorized by major industry groups 
* New compact page layout 
* Indexed for easy use 
* Good for travel or office reference 
* Names and addresses in both English and Chinese 







Designed for Maximum Usefulness 


This directory is a comprehensive listing from our own China database of all 
relevant companies in China of interest to the businessman or tourist. It is 
specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 


The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

* Airlines * Business Services 

* Shipping Companies 


ORDER YOUR COPIES NOW! 
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To: The China Phone Book Co Ltd, GPO Box 11581, Hong Kong 
Please rush me copy/copies of the China Phone Book as indicated: 


* Computer Services 
* And many other business Categories 


Name: 
(Please print in Block Letters) 


Company EM TET = 
Address: 








Tel: 
L] China Phone Book 1988, Autumn/Winter Edition 
Price: Hong Kong: HK$375, Elsewhere: US$62 (inclusive of airmail postage). 
o_o 
L] China Phone Book 1988, Autumn/Winter and 1989 Spring/Summer Editions combined 
set at 15% savings. Send Autumn/Winter Edition immediately and Spring/Summer '89 
Edition immediately upon publication in January. 
Price: Hong Kong: HK$638, Elsewhere: US$105 inclusive of airmail postage) 
No. of sets: 


[] IL enclose 
Book Co Ltd) 


C] I prefer you charge 


in payment thereof (cheque payable to The China Phone 


to my credit card (tick one): 
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O American Express O Diners Club LJ Master Card O Visa 
The China Phone Book Co. Ltd is a wholly owned Card No: Exp. Date: 
subsidiary of Review Publishing Company Li- l 
mited, Publisher of the Far Eastern Economic Signature: TI 


Review, Asia's leading publication. 
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The Commerzbank report on German business and finance No. 7/88 





Environmental protection: 


West Germany leads the way in Europe 


The dangers posed by cur- 
rent pollution levels, under- 
scored by a series of spectacu- 
lar accidents, have spurred 
many Europeans to demand 
more and better environmen- 
tal safeguards. So far, public 
debate has focused on the 
more obvious kind of dam- 
age—namely that inflicted by 
industry, although the trans- 
port sector and private house- 
holds also contribute signifi- 
cantly to air and water pol- 
lution. 

However, many people 
have concluded that econ- 
omic growth and a healthy 
environment are now incom- 
patible-a seemingly logical 
view given the overexploi- 
tation of apparently inexhaust- 
ible, cheap natural resources 
inthe past. Indeed, prior tothe 
first oil-price shock, growth 
was not only energy-inten- 
sive; it also placed a heavy 
strain on the environment. 
Today, however, companies 
must realize that the environ- 
ment is not a free good which 
they can use with impunity. 
Strict adherence to the “pol- 
luter-must-pay" principle will 
lead to a significant decline 
in pollution. While firms' 
costs will be increased as a 
result, economic growth and 
environmental protection are 
not mutually exclusive. In 
fact, economic growth is the 
key to meeting the twin goals 
of a healthier environment 
and a higher standard of 
living. 

West Germany now im- 
poses some of the strictest 
pollution controls in the 


world. And the resulting 


financial burden on com- 
panies is quite substantial. 
Initially, of course, this also 
places them at a disadvantage 
vis-à-vis those of their foreign 
rivals who are subject to less 
stringent controls. 

As in other industrialized 
countries, pollution in West 
Germany is concentrated in 
ten industries accounting for 


1986—a 2596 rise over the 
previous year, making West 
Germany number one in 
Europe. Internationally, too, 
it is surpassed only by the 
U.S. As the already strict con- 
trols will become even tighter 
in the years ahead, West 
German firms will see their 
environmental outlays climb 
still further. 


Spending on environmental protection 
by selected industries 





iron and 
steel 


Utilities Chemical 


industry 
1985 figures 


just under 4096 of the gross 
value added of the producing 
sector as a whole. These ten, 


"which include the country's 


energy producers and its basic 
industries, are the source of 
nine-tenths of all West Ger- 
many's industrial air pol- 
lutants, generate four-fifths of 
its sewage and are responsible 
for three-quarters of all its 
industrial waste. At the same 
time, though, their spending 
on environmental problems 
represents no less than four- 
fifths of such expenditure by 
the producing sector. 
Altogether, such invest- 
ments totalled DM7 billion in 


Road 
vehicles 


Food and 
drink 


Mining 


About 70 % of their capital 
spending here goes into toxic 
emisson control, and almost 
2096 is spent on waste water 
treatment. By comparison, 
waste disposal and noise 
abatement are fairly negli- 
gible items, at 6% and 5%, 
respectively. 

No country can go on pro- 
ducing indefinitely without 


regard for its natural resource 
base. Yet the longer environ- 
mental protection is neglect- 
ed, the larger the ecological 
bill will eventually be. So in 
the medium term, at least, the 
burden of compliance with 
strict controls should give 
West German companies an 
advantage over their foreign 
competitors. 


Cost-effective solutions 
needed 


West Germany's promin- 
ent role in promoting envi- 
ronmental protection is giving 
it a sizeable edge as regards 
technical know-how. The 
countrys smaller firms, in 
particular, are developing 
technologies and processes 
for which there is mounting 
demand abroad. This com- 
petitive advantage is espe- 
cially strong where minimum 
standards have been pre- 
scribed, but not the precise 
means of achieving them—thus 
fostering the development of 
cost-effective solutions. 


While the degree of politi- 


cal commitment to environ- 
mental protection may differ 
from country to country, 
pollution knows no politi- 
cal boundaries. Consequently, 
European cooperation on 
such problems should b 
stepped up. As the Com- 
munity moves towards an 
integrated domestic market, 
the scope for such efforts will 
increase. Given the sheer size 
of this market and the close 
links between its members, 
there is little danger that 
national advantages will per- 
sist if standards are made uni- 
form throughout the EC. 
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Theattraction of a Singapore fling 


@ THE markets are placing sharply di- 
vergent interpretations on prospects 
for the Singapore and Hongkong 
economies. Singapore's stockmarket is 
trading on an average 23-28 times pros- 

ctive 1988 earnings, while Hong- 

ong's forward multiple is a lowly 10.8. 
Both are likely to post 8% or more eco- 
nomic growth this year, while Singapore 
has risen 64% and Hongkong 43% from 
their respective 7 December post-crash 
lows. 

Despite its more highly valued posi- 
tion, investor sentiment still inclines to 
Singapore. That reflects the boom in 
Malaysian plantation stocks, led by 
soaring rubber and palm-oil prices. Sin- 
gapore’s business upswing also has 

her to run, with shipping, property, 

‘| and retail stocks still to report vast- 
ly improved earnings. And structur- 
ally, Singapore looks better placed to 
Kackle capacity problems and sustain 
longer-term growth than does Hong- 

ong. 

While James Capel research analysts 
Carlton Poon and Christopher Chong 

redict a 17% Hang Seng Index gain to 

200 this quarter, and 4,000 next year, 
their colleague Stuart Cook was telling a 
Singapore seminar on 15 July to go un- 
derweight in Hongkong shares. Slowing 
exports and corporate profits, high in- 
flation, rising interest rates, and mildly 
negative politics, accentuated by the 
brain drain, portend short-term weak- 
ness in Hongkong, Cook argued. 

The investor can pick which of 
Capel's research teams to follow. But 
Singapore's boom defies those statisti- 
cal dogmatists who forecast the bear's 
dire nip, once the market had recover- 

% of its post-crash loss. The op- 

sts now talk of an assault on last 

year’s Straits Times Industrial Index 
nigh of 1,505.4, 

Such is demand that blue chips and 
Malaysian property stocks alike are 
being chased. No matter that vacancy 
rates in Kuala Lumpur's poshest prop- 
erties are very high. Selandor Properties 
rades on 170 times earnings, with 
seven-year-old property development 
"umours pushing it high in the volume 
ists: B. Raya is little better. 

In the present market stength only 
he intrepid would short sell Selangor. 
But with blue-chip Hongkong stocks on 
angle-digit multiples, fashion has over- 
'ome fundamentals as the driving force 
or foreign investors. For Hongkong, 
he consoling thought could be that the 
ess you rise, the softer you fall. 
€ TO believe Singapore's traders, 
hough, the boom died on 8 July. That 
lay the stock exchange introduced a 
tybrid computer/manual trading sys- 
em, which is intended to enhance the 
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ge SAS market’s competitiveness. 
The glitches and weaknesses of the new 
system will doubtless be ironed out in 
time. 

But a more crucial challenge to Sin- 
gapore's status could come from an 18 
July proposal by Malaysian Prime 
Minister Datuk Seri Mahathir Mo- 
hamad to follow Singapore's policy 
of allowing 49% foreign ownership of 
Malaysian brokerages. Singapore, how- 
ever, may be far enough ahead for such 
a p. not to have a serious effect. 

e second round of licence awards 
to foreign brokers to buy into Singapore 
firms is due in September. That has 
prompted some feverish talk as to the 
alliances which Singapore's few remain- 
ing independent brokers will make. 

US insurance company John Han- 
cock has already said it will buy into 
stockbroker G. K. Goh. For its part, 
Citicorp Scrimgeour Vickers is said to 
be talking to Cathay Securities. 
Barclays de Zoete Wedd is reputedly 
dealing with Pacific Union and Pruden- 
tial with Lim & Tan. 

James Capel may be ipe a joint 
venture with Keppel Corp., which is 
reactivating a Pan-Electric victim, E.G. 
Tan, as part of its growth into financial 
services. Hongkong's Bank of East Asia 
is reputedly stalking Lee & Co. 

Most intriguing are the intentions of 
Hongkong's largest retail stockbroker 
Sun Hung Kai (SHK), which was re- 
fused a seat in last year's foreign licence 
allocations. Talk is that SHK plans a 
venture with upmarket retailer Trans- 
marco which would compete with the 
Hongkong-based First Pacific group to 
buy into Alliance Securities. Trans- 
marco faces a possible loss of franchises 
as luxury brand makers start their own 
shops in Singapore, and is said to want 
to diversify its earnings base out of re- 
tailing. 

€ MARKET finesse has not been the 

recent forte of Temasek Holdings, the 
Singapore Government's investment 
arm. Temasek attempted on 1 July to 
place 40 million shares in Neptune 
Orient Lines (NOL), Singapore's na- 
tional shipping line. 

But the S$1.68 (82 US cents) a share 
placement price followed a run in the 
shares, which seemingly defied the logic 
of falling freight rates. Investors refused 
to bite and only 12 million shares were 
placed. Of the five brokers involved in 
the placement, James Capel reported- 
ly handed back its entire quota to 
Temasek. 

NOL foolishly said afterwards that it 
planned to place the other 28 million 
shares at a later date. That creates a 
share overhang which promptly pushed 
down NOL’s price. But brokers’ main 








anger was reserved for Temasek. Some 
said the Monetary Authority of Singa- 
pore should investigate the unusual pre- 
placement price activity. 

Others accuse Temasek of greed, 
noting that, as in last year's NOL and 
Sembawang Ws unus share place- 
ments, it wants all the profit for itself. 
That would be short-sighted of 
Temasek. Foreign investor support is 
needed as Singapore embarks on an am- 
bitious plan to privatise state assets. 
Temasek needs to rethink its privatisa- 
tion strategy to ensure a fairer deal for 
all. 

€ THE immediate casualty has been 
eer Singapore International Air- 
lines (SIA). Market rumour said 
Temasek planned to place SIA shares to 
reduce its holding 5% to 50%, and in- 
crease the complement for foreign 
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shareholders, once last month’s global 
investment roadshow was complete. 
SIA denied that, but placement talk 
now looks academic with SIA's share 
price, and the premium for foreign 
shareholders, both below the mooted 
S$13 offer price. In relation to Hong- 
kong airline Cathay Pacific, SIA now 
looks notably undervalued. 
€ WITH Malaysian conglomerate 
Sime Darby set on a path of rosy earn- 
ings growth, why has Malaysian Finance 
Minister Datuk Daim Zainuddin sold 
some 40 million Sime shares (or 
watched them be sold from his family 
trusts)? Daim has been a persistent sell- 
er. When S. G. Warburg and Barclays 


| de Zoete Wedd botched a share pm 


ment in London last month, 
Ca 


ames 
l had to do the job. 
aim is also believed to have sold 
additional Sime shares, raising some 
M$200 million (US$80 million). Singa- 
ore talk is that, with the assets of 
alaysia's ruling party frozen, Daim 
wants the money to keep the party 
machine rolling. 
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On the right track 


India Railways is proud of its huge expansion programme 


By Lincoln Kaye in New Delhi 

hen a crowded express train plung- 

ed into a lake in Kerala on 8 July, 
killing hundreds of passengers, the cru- 
cial if often unappreciated Indian Rail- 
ways was castigated. The Times of India 
newspaper accused the railway of a 
"preoccupation with selective status 
symbols fand) dubious priorities” in its 
current modernisation programme. 

Railways Minister Mahdav Rao Scin- 
dia, architect of the modernisation, of- 
fered to resign. Had the offer been ac- 
cepted, it would have ended the tenure 
of the longest-serving minister in Prime 
Minister Rajiv Gandhi's government. 
Scindia has survived 24 successive re- 
shuffles, and enjoys a reputation for di- 
ligence, intelligence and 
honesty that few current 
ministers can match. 

Scindia’s retention 
signals an implicit en- 
dorsement of the mo- 
dernisation programme, 
which railwaymen insist 
is not a luxury, but a 
neccessity if the system 
is to cope with a pro- 
jected doubling in the 
next 13 years of the al- 
ready huge demands 
placed upon it. 

India’s railway sys- 
tem is engaged in its 
biggest overseas spend- 
ing spree in two dec- 
ades. More than US$560 
million worth of im- | 9 
porter equipment is to | Shun 

e bought within the 
current five-year plan (1985-90). The 
shopping list includes electric and diesel 
locomotives, light-weight coaches, capi- 
tal equipment, wheels, axles and 
bogies. Order-starved Japanese, Euro- 

ean and US suppliers have been flock- 
ing to Rail Bhavan, the seat of the Rail 
Ministry. 

The last time India tapped the inter- 
national rail bazaar, it acquired the pro- 
totypes for its current rolling stock to- 
gether with the knowhow and some of 
the machinery to replicate these de- 
signs. Since then, India has been able to 
meet indigenously its own burgeoning 
needs for rolling stock — no mean feat, 
given the network's size and diversity. 

India's 61,813 km of rail make it the 
world's second-longest rail network 
(after the Soviet Union) under single 
management. It runs on three different 
rail gauges, legacies of India's varied to- 
pography and the 100-odd independent 
colonial-era railways that were merged 
into the national system. 
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ting yards: implicit endorsement of modernisation. 


In a land of crumbling infrastructure 
and rampant waste, the railway stands 
out for its reliability. It somehow copes 
with demands of a magnitude and vol- 
atility beyond anything faced in the de- 
veloped world. Its trains carry, on aver- 
age, more than 10 million people a day. 
Safety statistics had been showing 
marked improvement before the Kerala 
disaster. Even with record traffic levels, 
the 1987-88 toll of 644 accidents was 1.1 
accidents per million train-km, the low- 
est in the railroad’s history. The cause of 
the latest tragedy has yet to be deter- 
mined by an investigating committee. 

Last year, the railway handled a rec- 
ord 318 million originating-tonnes of 


its 1.7 million workforce makes it the 
country’s biggest employer, the railway 
has so far escaped the labour indisci 
pline which afflicts much of India's publi 
sector (REVIEW, 14 Jan.). “You still fine 
motormen who have spent all their live: 
caring for some ancient steam engine 
with a positively religious sense o 


| dharma [duty]," rail historian Bill Ait 


kin said. More than half the locomotive: 
are steam driven. 

Obsolete in design terms, the systen 
has still coped with a five-fold rise ir 
freight traffic and a 350% increase ip 
passenger-km since 1950. Both are ex 
pected to double again by the turn of th« 
century. High hopes are pinned on ar 
enhanced communications network 
jxartly based on fibre-optics and satellite 
inks. That would also make possible 
computerisation of freight and trai» 
movements to match the already well 
advanced computerisation of passenge: 
reservations. 

But these efficiency-boosting n 
sures will not be enough for the 
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freight. A lot of tonnage was emergency 
freight: grain to meet food shortages 
and coal to supplement hydro-electric 
power generation in drought-hit dis- 
tricts, and ordnance for border flare-ups 
and counter-insurgency in the Punjab. 
India tops world leagues in efficiency in- 
dicators. 

A ride on an Indian train presents an 
anachronistic tableau of 1960s-vintage 
equipment working almost like new. A 
lot of it is new, despite its antiquated 
look. Railway-run factories each year 
turn out about 100 electric locomotives, 
150 diesel locomotives and thousands of 
coaches and wagons. But that still 
leaves a lot of equipment that genuinely 
needs to be pensioned off, but is lov- 
ingly maintained and efficiently oper- 
ated. "We may not be the world's - 
equipped railway, but we are one of the 
best-run,” says railways board chairman 
R. K. Jain. 

Part of the credit must go to the rail- 
way's 135-year service legacy. Although 
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jected loads. New roll 
ing stock is necessary 
Except this — tim: 
around, India has no in 
tention of buying arx 
cloning off-the-shelf de 
signs. It plans to impor 
prototypes it needs fron 
several competing manu 
facturers. Only after ex 
tensive in-service trial 
will India make the fina 
selection. 

For instance, thi 
railway has signed for I. 
thyristor-controlle« 
electric locomotive 
from . Hitachi an 
another six from ASEA 
of Sweden,  whicl 
should begin trials thi 
year. It is also reviewin; 
European and Japa 
bids for up to 40 more electric loco 
tives using the alternative technology & 
a microprocessor-based power system. 
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C ritics have derided this selection pro 
cedure as costlier than straightfor 
ward one-off tenders used previously 
But the railway's executive director ii 
charge of stores, J. P. Char, replies tha 
this way India can augment its over 
stretched fleet in the short term whil 
'aining first-hand experience with the 
ull panoply of the world’s most ad 
vanced railroad technology. 

The process means an eclectic crasl 
course for the railway's in-house en 
gineers, who will then be expected t« 
use newly acquired technology as i 
springboard for continuing indigenou: 

evelopment. “For the next generation 
of technology, we hope we won't nee 
to go abroad again," said railway boar 
member V. C. V. Chenulu. 

For that, more than just knowhow t: 
needed. Engineers must focus on whok 
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systems, rather than particular 
hardware items. The key to absorbing 
new technology is the railway's Re- 
search Design and Standards Organisa- 
tion (RSDO). Jain announced plans to 
spend Rs 2.5 billion (US$179.9 million) 
over the next decade on new 
laboratories and test facilities at the 
RSDO's Lucknow campus. To encour- 
age the necessary arl pei een 
pon ng appro; Jain has set 
SDO four performance-based mis- 
sions. By the 1990s, the Lucknow faci- 
lity must develop the technology to run: 
» Double the average peed of stan- 
dard-size (4,500 tonne) freight on mixed 
traffic routes. 
» Heavy haul freight trains (pulling up 
to 18,000 tonnes) at 75 km/h. 
» Passenger trains at up to 160 km/h 
on mixed routes and 200 km/h on dedi- 
cated routes. 
» A modern metre-gauge track to re- 
place the antiquated metre-gauge sys- 
1 that now comprises nearly 40% of 
network on which largely stream- 
driven locomotives are used. 

The revamped metre-gauge network 
offers an ideal proving ground for 
technologies developed in pursuance of 
the other three missions. To accomplish 
these goals, RSDO will develop three- 
phase 8,000-10,000 hp electric locos 
with microprocessor-based overhead 
power distribution systems to match; 
fuel-efficient 4,000 hp diesel locos; 
high-speed wagons and coaches; heavy- 
duty tracks and bridges, and solid-state, 
computer-aided control and signalling 
systems, 

The immediate objective is import 
substitution, but these items could have 
export potential, too. R. Partha 
Sarathy, managing director of the rail- 
way's consulting arm, Rail India Tech- 
nical and Economic Services (Rites), 
said that if India were to export 1% of its 
projected rolling stock production capa- 

^, it could emerge as a major power 
he international railway market. 

India, he said, had a better grasp 
than OECD or even East bloc suppliers 
of the problems faced by the developing 
countries, which will be the most active 
railroad builders in the next century. 
Rites has already handled projects in 26 
countries of Asia, Africa and Latin 
America. With a turnover last year of 
Rs 347 million, nearly half in foreign ex- 
change, Rites ranks among the world's 
busiest railway consultants, Partha 
Sarathy said. Even busier is the Indian 
Railway Construction Co. (Ircon), 
which earned Rs 235 million in foreign 
exchange last year on jobs in six South 
and West Asian countries (total turn- 
over was Rs 1.7 billion). 

Rites completed a comprehensive 
study of comparative costs and traffic 
flows on alternative modes of transpor- 
tation in April. The punchline was a set 
of break-even distances for a range of 
key commodities beyond which rail be- 
comes more economical than road 
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transport. The trend is towards higher 
break-even distances (meaning more 
competitive highway transport), but the 
thresholds are still considerably lower 
than elsewhere. For example, the 
break-point for road transport of cotton 
is 706 km compared with 530 km for rail; 
for livestock it is 233 km compared with 
rail’s 328 km. 


E: so, old-line socialists like former 
railway minister Madhu Dandavate 
are alarmed at the encroachment of 
private truckers into markets that used 
to be the exclusive preserve of the state- 
controlled railways. "They're picking 
up all the best-paid freight," he said, 
leaving the railways to move bulk com- 
modities and to unremunerative passen- 
ger lines. 

Not that the railway should shun 
these public-service roles, he said; in- 
deed, the network should be expanded 


as shown by the howls of protest that 
greeted this angl railway budget which 
announced fare and freight rises to raise 
an extra Rs 2.4 billion from freight rates 
and Rs 3.6 billion from passenger fares. 

If politics constrains the railway's 
revenues, its costs are driven by state- 
controlled prices for crucial inputs such 
as steel, coal and electricity. Wages, 
which make up 45% of operating ex- 
penses, are linked to inflation. For the 
past few years, the Rail Ministry has 
sought a more managerial, rather than 
financial, role in urban transport. The 
railway will no longer undertake incre- 
mental urban transport investments un- 
less state and municipal governments 
share the funding. 

The yearly railway budget also con- 
tains an estimate of the cost of “social 
obligations” such as uneconomic pas- 
senger and freight lines and below-cost 
rates for some commodities. This cost 
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to outlying areas, such as his own moun- 
tainous home district. The emphasis of 
the modernisation is wrong, he main- 
tained, focusing as it does on the “gold- 
en quadrangle” of trunk routes connect- 
ing Bombay, Delhi, Calcutta and Mad- 
ras. Instead of bullet trains for the rich, 
Dandavate would have the railroad lay 
on more no-frills janata (people's) ex- 

resses. But to afford to do so, he said, 
it would need licensing protection from 
“unfair” arc road competition on 
lucrative freight routes. 

This philosophy already permeates 
the railroad's pricing policies, makin 
for implicit cross-subsidies between dif- 
ferent opes of passengers, freight and 
regions. But there is a limit to how much 
"taper" the tariff schedule can sustain. 
Any move towards more realistic pric- 
ing, though, meets with stiff resistance, 
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the railways Rs 17.6 billion last year. 

Although nationalised, the railway 
submits its budget separately to parlia- 
ment. The current year's budget is Rs 
96.4 billion, equivalent to about an 
eighth of the Indian national budget. 
Last year, government funds covered 
only about a third of the railway's deve- 
lopment expenditure. The rest came 
from internal resources. Plans are afoot 
to capitalise on the railway's rich Raj-le- 
gacy landbank, leasing office space in 
new high-rise urban rail terminals. 

In the few years since it began tap- 
ping capital markets, the railway has is- 
sued Rs 9.6 billion worth of bonds. 
Much of the current foreign buying 
= is financed by loans from the 

orld Bank and Asian Development 
Bank, and so far the railway has not bor- 
rowed commercially abroad. o 








“Fhe boom of 1985, the bust of 1986 

and the confusion of 1987 has under- 
scored the need for a radical restructur- 
ing of the securities industry in India. A 
National Securities Board has been set 
up to oversee the functioning of the 
stockmarkets. But crucial policy 
changes are necessary to ensure that the 
Indian stockmarket does not slip back 
into the obscure cocoon in which it had 
hibernated for four decades after the 
end of World War II. 

Unfortunately, if the various reports 
of so-called "expert" and "high-power- 
ed" committees are any indication, 
policymakers do not have a clear under- 
standing of the causes and conse- 
quences of the biggest deficiency in 
India's stockmarket system, which is the 
lack of liquidity. 

To appreciate the magnitude of this 
problem consider the frequency of stock 
trading in 1984, the latest year for which 
such data is readily available. Out of the 
2,000 stocks listed throughout the year, 
only 207 were traded daily, 347 traded 
two to four times a week, 538 traded 
once a week, 396 traded once a 
fortnight, 954 traded once a month, 959 
traded once only in the whole year and 
481 did not trade at all. Thus a liquid 
market existed in only 576 of the total 
stocks listed in the stockmarket. 

This lack of liquidity has severely 
shaken the confidence of Indian indi- 


larly those who bought new issues as 
their first investment in the stock- 
market. At the height of the boom in 
1985-86, many new issues were sold to 
inexperienced but eager investors who 
thought of the stockmarket as the cave 
of Aladdin. Today, three-quarters of 
the stocks that were issued in the boom 
years are unsaleable. 

This suggests that the listing require- 
ments and procedures in the stock- 
market are inadequate and need to be 
revamped. That, however, will not be 
enough. Of crucial importance is the 
need to increase the supply of good 
quality stock in the market if in the long 
run the stockmarket is to become a 
prominent avenue of investment and an 
important source of funds for corporate 
enterprises. 

There are two major impediments to 
this, which are not recognised by 


Deep Kapur is a research student in 
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India’s stockmarket needs 
more liquid stocks 


vidual investors in the market, particu- | 


stockbrokers and policymakers. First of 
all, there is in India an over-dependence 
on debt finance vis-a-vis equity. For a 
sample of 535 large private-sector firms, 
total borrowings in 1984-85 were more 
than 15 times their paid-up capital. This 
aversion of corporate treasurers to 
equity finance and the consequent dis- 
torted capital structure is the result of 
the government's tightly controlled and 
ill-conceived interest rate and credit al- 
location policies. 

For firms whose stock is potentially 
of good quality and the issuance of 
which would increase liquidity in the 
market, equity holds little attraction. 
To understand why this is so, a cursory 
glance at the structure of interest rates 
is enough. The virtually state-owned 
banking system provides long-term fi- 
nance at the prime rate of 14%. The 
ceiling rate on corporate-bond issues is 
1576. These interest costs are tax deduc- 
tible and with 50% company tax rates, 
the effective cost to a firm of debt funds 
is only 7% or so. With inflation running 
at more than 8% on average, this repre- 
sents a negative real interest rate. 

Against this, the cost of servicing 
equity capital seems inordinately high. 
Risk-free interest rates for investors in 
India range between 10-13.5% in instru- 
ments such as government-guaranteed 
bonds, National Savings Certificates 


and post office and bank deposits. Con- | 


sequently, an appropriatelv high yield 


TELECOMMUNICATIONS 


Crossed wires 
over cable TV 


A Hongkong Government 
decision raises questions 


By Michael Westlake in Hongkong 


Mer questions about Hongkong’s 
telecommunications policy were 
raised than answered by a government 
decision to approve a second telecom- 
munications network with exclusive 
rights to carry cable TV (REVIEW, 21 
July). 

The 12 July decision of the Executive 
Council (Exco, the Hongkong gover- 
nor’s top advisory body) predictably 
disappointed Hongkong Telecommuni- 
cations (HKT). Apart from holding the 
franchises for telephone communica- 
tions in Hongkong (until 1995) and all 


has to be offered for investors to sub- 
scribe to equity issues. Indeed, the di- 
vidend payout ratio (as a percentage of 
paid-up equity capital) of 535 large 
firms ranged between 12-14 during 
1982-85. Since this expense is not tax de- 
ductible, this represents a cost which is 
double that incurred on servicing debt 
instruments. 

Secondly, firms cannot price the 
issue of new stock at some realistic level 
the market will bear. Under govern- 
ment regulations, the issue of new stock 
has to be at face value: at most a small 
premium of 10-20% can be charged 
after months of wrangling with the con- 
troller of capital issues. Even for a well 
run and highly profitable firm, new 
stock has to be sold at a price far below 
its current market value. When such 
stock is issued, investors scramble to 
buy and the stock has to be ration 
among a very large number of apr 
cants. If this regulation is done away with, 
the whole economics of stock issue vis- 
à-vis bond issue will change and the sup- 
ply of better-quality stock will increase. 


|" recent years, however, policy 
changes have failed to take these solu- 
tions into account. While stockbrokers 
in Bombay and their regulators in New 
Delhi periodically moan that too much 
money is chasing 200-odd stocks, leav- 
ing the other 5,000 in the lurch, almost 
nothing is done or even suggested that 
will resolve the problem. Strange sug- 
gestions, like forcing private firms to list 
on the stock exchange under threat of 
denial of access to funds from the bank- 
ing system, are doing the rounds. 

There is a clear failure to appreciate 


external communications (until 2006), 
HKT is the leading partner in the Cay 
Television Hongkong (CTHK) grou, 
It had hoped to win both network and 
programming rights for the new cable 
TV service. 

HKT's main rival in the battle for 
cable TV rights, Hutchison CableVision 
(HCV) was jubilant. Led by Hongkong 
tycoon Li Ka-shing's Hutchison Wham- 
poa group — with British Telecom as a 
partner — HCV is now the frontrunner 
to set up the new network and cable TV 
services. This would enhance the grow- 
ing business of sister company Hutchi- 
son Telecommunications in areas not 
covered by the HKT-held franchises. 

The Exco decision to bar HKT from 
using its network for cable TV and limit- 
ing it to a 15% stake in any company 
bidding for the new network, made 
HCV the favourite. But the government 
also specifically opened up the bidding 
to foreign companies. Despite recent 
moves to limit foreign ownership of 
broadcast TV stations, government offi- 
cials were far from clear how much of 
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that the problem is not of running up a 
large list of stocks available for trading 
but of increasing the supply of stocks 
from well-run and profitable firms. India 
already basks in the dubious glory of list- 
ing more than 5,000 stocks, making it, in 
terms of the number of stocks listed, the 
largest stockmarket in the world. 
eanwhile, stockbrokers have man- 
aged to persuade the government that 
tor reasons of promoting liquidity in the 
market, the present system for the set- 
lement of transactions in blue chips 
should be allowed to continue. Actu- 
ally, transactions which do not result in 
lelivery of stocks were banned by the 
Indian Government in 1969, but in re- 





6 The aversion of corporate 
treasurers to equity finance and 
the consequent distorted capital 
structure is the result of the 
government's tightly controlled 
and ill-conceived interest rate 
and credit allocation policies. ? 





zent years the government has turned a 
Jind eye to the prevalent practice. 
Under this system, if a buyer is in- 
erested in a blue chip, he will have to 
»uy what is effectively a futures contract 
n the stock and enforce delivery on set- 
lement day, which is usually every two 
© three weeks. He may roll over the 
»osition into the next settlement period 
»y paying a carry-forward charge. It 
nust be emphasised that the financial 
nstrument traded is not a stock but 
iomething which is a unique curry of 
orward, futures and options contracts. 
The usefulness of futures and op- 
ions markets in the spreading and shar- 
ng of risks and in hedging is well known 


new network foreign companies 
—uld be allowed to own. 

The only obvious option now for the 
'ontinued existence of CTHK, which 
1ad hoped to provide cable TV over an 
*nhanced HKT network, is to seek a 
oreign partner with which to bid for the 
10W separate network and programme- 
iupply franchises. Teaming the network 
)perator with the programme supplier 
s inevitable because each must know 
he other's costs to arrive at a price to 
‘harge eventual cable TV consumers. 


A US-based company, the giant Bell- 
South Corp., has already expressed 
nterest in helping to set up the HK$2-3 
x»llion (US$256-384 million) network, 
ind others are expected to follow. Bid- 
ling opens in September and a decision 
s expected by March next year. 

Both CTHK and HCV have consis- 
ently maintained that cable TV is a 
ong-term business, with no instant pro- 
its. The Exco decision makes this cer- 
ain. CTHK and HKT would have had a 
‘onsiderable advantage because up- 
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and appreciated. These are the only 
reasons why a futures market in stocks 
should exist at all in India, or anywhere 
else for the matter. However, hedging 
in the stockmarket in India beyond a 
time horizon of two weeks involves the 
payment of carry-over charges as well as 
à brokerage commission for drawing up 
a new contract. As carry-over charges 
fluctuate, hedgers cannot even calculate 
in advance the transaction costs in- 
volved in their hedging operations. All 
this impedes the futures market from 
fulfilling its most important function. 

What is worse, there is no cash mar- 
ket in blue chip shares in Bombay, Cal- 
cutta and New Delhi, the three Bien 
stock exchanges. The idea of hedging in 
the futures market is ridiculous in the 
absence of a physical market in stocks. 
It is also impossible to understand how 
the existence of a futures market in 
stocks will increase liquidity in the phy- 
sical market when, strictly speaking, the 
physical market does not have an inde- 
pendent existence. 

This system of stock trading, where a 
futures market exists without a corres- 
ponding physical market, is at least par- 
tially responsible for the recurrent pay- 
ments crises, booms and busts recorded 
in the Indian stockmarket since 1861. 
Since a margin of only 3% is payable on 
the net position of a trader at the end of 
the day, huge positions can be opened 
with very little cash outlay. With such 
low margins, traders to get carried away 
and indulge in speculation. 

There is a clear case for raising these 
margins, establishing a separate cash 
market in which the blue chips can be 
traded and extending the settlement 
period in the futures market from two 
weeks to three months. This last reform 
will substantially reduce transaction 


grading the existing telephone network 
with optical fibre cables and digital ex- 
changes has been going on for several 
years and should be completed by 1992, 
Enhancing the network to carry cable 
TV would thus have been a relatively 
marginal expense compared with set- 
nt fe an entirely new network, — — 

f HCV had hoped to use the setting 
up of a cable TV network as the thin 
edge to prise a wedge into HKT's tele- 
phone monopoly — a popular theory 
among observers — the decision to 
leave untouched the existing franchises 
makes the bid a very long-term and ex- 
pensive exercise. The government's 
token liberalisation only touched non- 
franchised services, such as data, fac- 
simile, video and private leased lines. It 
affects HKT's business only marginally. 
HKT still has the chance to make a 
strong marketing drive to undercut e 
future competition the new networ 
might offer before it is even in place. 

Worse still for HCV, despite Hong- 
kong’s international telephone rates 
being among the lowest in the world, 


costs involved in hedging operations as 
hedgers will not have to pay every 
fortnight either the carry-over charge or 
the commission to draw up a new con- 
tract. Only if cash and futures markets 
in blue chips are separated can the fu- 
tures market improve liquidity in the 
cash market, ‘Soren through arbit- 
rage between the two. 

In summary, lack of liquidity is con- 
sidered to be the crucial problem in the 
Indian stockmarket. The suggested solu- 
tion is removal of controls on pricing 
of new stock by market leaders and a 
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Bombay brokers: periodic moans. 


thorough review of the structure of in- 
terest rates that has generated among 
Indian firms an over-dependence on 
debt finance vis-a-vis equity. The pro- 
motion of what effectively is a futures 
market in blue chips in the absence of a 
physical market in the same stocks will 
not contribute towards improving the 
liquidity position. Thus policy reforms 
will have to be accompanied by struc- 
tural reforms oriented towards estab- 
lishing a cash market in blue chips sepa- 
rate from the existing futures market, Ll 


they still effectively subsidise the 
domestic telephone system, which 
allows HKT's subsidiary Hongkong 
Telephone to charge only for line 
rentals while domestic calls remain 
free. 

Any competitive domestic services 
in non-franchise areas to be offered by 
the new network operator will thus have 
to be on a similar basis. And any new in- 
ternational services will have to be 
routed through HKT's external links 
and so incur an out-of-company ex- 
pense. This would limit the new 
operator to business not already cov- 
ered by HKT until at least 2006, if the 
new network is to make economic 
sense. 

Revenue for the new network will 
thus have to be based almost entirely on 
selling cable TV services at an estimated 
HK$70-100 a month to as many of 
Hongkong's 1.5 million households as it 
is economic to reach, In the short-to- 
medium term, the economics of laying a 
new network would confine it to high- 
density urban areas. o 
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Deflated outlook 


Low inflation points to a falling NZ dollar 


By Colin James in Wellington 


urrency markets have begun to 

have doubts about the likely 
strength of the New Zealand dollar later 
this year following a sharp fall in the 
country’s rate of inflation. Dealers ex- 
pect the Kiwi unit to stabilise around its 
current level of NZ$1:US$0.65 in the 
short term, but the likelihood of an in- 
terest-rate cut in the wake of lower infla- 
tion throws its longer-term stability into 
doubt. 

Some economists had argued that 
strong commodity prices — New Zea- 
land is an exporter of pastoral products, 
aluminium, steel and pulp wa ias — 
could support the Kiwi dollar. But more 
common have been predictions that it 
will fall over the next six months. The 
improved inflation outlook has rein- 
forced these forecasts. 

The quarterly inflation figure of 
0.8% for the three months to June, an- 
nounced on 14 July, surprised financial 
and foreign-exchange markets. The in- 
flation figure was the lowest since De- 
cember 1969, apart from the period of a 
price freeze in 1982-84. The year-on- 
year rate was 6.3% and for the year to 
Spent is expected to be about 
5.5%. 


The Kiwi dollar dropped imme- 
diately after the announcement, fall- 


ECONOMIC RELATIONS 


ing toa low of 63.7 US cents in trading in 
US markets on 15 July. By 19 July it had 
rallied above 65 US cents. But that was 
still down about 10% from its peak of 
around 73 US cents on 20 June and 7% 
on the trade-weighted index. 

The fall was good for the stock- 
market, with strong foreign interest in 
leading industrial stocks, such as 
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Worrying blockages 


Asian nations want Gatt to examine bilateral trade deals 


By Frances Williams in Geneva 


n the midst of the Uruguay Round of 

multilateral trade talks, there is rising 
anxiety quete Sings exporters over the 
growing number of regional and bila- 
teral deals between the world's trading 
nations. 

The US-Canada Free-Trade Agree- 
ment (FTA) is only the latest in a list of 
about 40 such arrangements notified to 
the General Agreement on Tariffs and 
Trade (Gatt) in Geneva. The number of 
bilateral pacts, including preference 
schemes for poor countries, runs into 
hundreds. On one informed guess, well 
over half the merchandise trade of the 
Gatt's 96 members (which together ac- 
count for nearly 9096 of world trade in 
goods) is now conducted on special 
terms rather than on the “most-favoured 
nation" non-discriminatory basis on 
which the Gatt system rests. 

The Gatt's rules on FTAs are fuzzy 


and outmoded, drawn up, like most of 
the General Agreement, in the late 1940s 
when FTAs appeared to be of limited 
economic importance. Rules designed 
for the likes of the Belgium-Luxem- 
bourg Economic Union have proved 
hopelessly rait Em to regulate such 
powerful trading blocs as the European 
Community (EC) or even, on a smaller 
scale, the US-Israel FTA signed in 1985. 
Now a number of countries, includ- 
ing Japan, South Korea and India, are 
ressing for a re-examination of article 
4 of the Gatt as part of the Uruguay 
Round. Article 24 expressly permits 
customs unions and FTAs, as long as 
they do not entail raising barriers to out- 
siders. In principle, they are seen as 
trade-expanding, with potential bene- 
fits for all. But none of the existing 
FTAs — or for that matter the EC cus- 
toms union itself — has emerged from 


Fletcher Challenge. The Barclays index 
of 30 leading vie. id reached a 1988 high 
of 2,085.23, 28% above its trough on 29 
February, though still 39% below its im- 
mediate pre-crash level and 4776 below 
its peak of 18 September 1987. 

One important factor for interest 
rates and the exchange rate is the amount 
of foreign money held in short-term in- 
struments. If these funds take sudden 
flight because of a sharp drop in interest 
rates, and this is not matched by invest- 
ment in other securities, it could pre- 
cipitate a steep fall in the exchange rate. 

According to Craig Stobo, debt sec- 
urities manager for DFC New Zealand, 
Asian investors hold about NZ$8 bil- 
lion, mosty in short-term bank bills of 
seven to 90 days. They do not stand to 
make a capital gain out of falling interest 
rates as do those who are in government 
bonds or securities. They are thus likely 
to withdraw if the yield gap over Austra- 
lia and the US shrinks too much. 

Currently, New Zealand 90- 
bank bills are about 15%, compared 
with about 13% in Australia and 8% in 
the US. Overall, Stobo picks the dollar 
to fall over the next five or six months, 
to 60 US cents or below if the yield gap 
continues to narrow. 

In the past, when interest rates and 
in consequence the Kiwi dollar have 
begun to fall, the Reserve Bank has 
promptly tightened liquidity. So far. 
this time it has not done so, 

Economists now argue that two prin- 
cipal reasons for holding interest rates 
up — to stop a precipitate fall in the cur- 
rency and to stop another surge of infla- 
tion, such as happened in late 1986 — do 


Gatt scrutiny with a clean bill of health. 
That has not stopped them going ahead 
with, at most, marginal changes to 
satisfy other countries’ misgivings. 

The signing of the US-Canada agr 
ment, with hints that Mexico could 
low suit to form a North American free- 
trade area, and the EC's drive for an in- 
tegrated market bY the end of 1992, 
have heightened the worries of third 
countries that they will be left out in the 
cold. "We're anxious that our trading 
interest could be adversely affected," 
says Ky Jhung, South Korea's represen- 
tative at the Gatt. He fears that new anc 
more sophisticated obstacles to trade 
could be put up, for example, in the 
form of harmonised European stan- 
dards, presented to South Korea and 
others as fait accompli at short notice. 
Willy de Clercq, the EC trade commis- 
sioner, said recently that existing na- 
tional restrictions on imports of Japan- 
ese cars might be extended on a com: 
munity-wide basis. 


A. 24, which was basically draft. 
ed with customs unions in mind, fo: 
cuses mainly on tariffs which are now € 
far less important barrier to trade thar 
non-tariff measures. South Korea, foi 
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as much weight as before. 

With inflation down near acceptable 
levels and the economy in recession, 
prices are not thought likely to rise sig- 
nificantly even if the Kiwi dollar falls 


another 10%. A tariff reduction pro- 
gramme now under way and rationalisa- 
tion of the retail market, partly as a re- 
sult of the entry of the Australian chain 
Coles-Myer, are thought likely to con- 
‘ain any inflationary impact from im- 
ort price rises if the dollar's fall is not 
00 great. The impact is thought more 
ikely to be felt in unemployment, al- 
'eady nearly 8% of the workforce and 
‘ising steeply. 


[ene Reserve Bank has over the past 
month argued that wholesale interest 
ates have been too high in relation to 
'conomic fundamentals and has backed 
his 4 issuing inte bills into pri- 
nary liquidity to keep the yield gap be- 
^ n government bonds and commer- 

bills between 1.5-2.5% (it has 
anged up to 576 at times in the past). 
^e bank did not do this on 18 July, 
ven after the sharp fall in the Kiwi dol- 
ar late the previous week. 

In any case, internal demand may be 
V enough to keep interest rates from 
alling too far to frighten away the short- 
erm foreign money. Coming up over 
he next two months are borrowings to- 
alling more than NZ$1 billion by state- 
wned enterprises such as Telecom 
‘orp. and the Electricity Corp. to repay 
ebt to the government on assets trans- 
erred to them when they were con- 
erted from government departments in 
\pril 1987. 


xample, wants the rules redrafted to 
over these non-tariff obstacles and to 
ive countries a chance to look at agree- 
1ents before they come into force. At 

ent, Gatt working parties are set up 
Ovi: arrangements become effec- 
ve. 

Japan, too, has said it wants some 
1eans to ensure third countries have an 
dequate say in Gatt negotiations con- 
erning free-trade deals. 

Whether significant reform can be 
chieved in the 
Jruguay Round is 
nother matter. 
Neither the EC nor 
he US, politically as 
ell as economically 
he two most power- 
ul blocs in the Gatt, 
as an interest in 
dugher rules. The 
JS has even hinted 
t a free-trade pact 
nth Japan, if the 
iultilateral — trade 
egotiations fail to 
roduce the desired 
2sults. 

Japan has not 
iid publicly how it 
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In addition, private-sector corporate 
borrowings in Eurokiwi and Yan- 
keekiwi bonds totalling about US$1.4 
billion are due to mature in August and 
September. If they are refinanced on 
the local market, as some corporations 
have indicated they may be, that could 
hold local interest rates up — which may 
in turn balance any fall in the Kiwi dol- 
lar resulting from the repatriation of the 
debt. 

The financial markets seem already 
to have built into their calculations 
that the 28 July budget will have a finan- 
cial deficit — before asset sales — of 
about the same as last year's. Thus the 
budget is unlikely to have a significant 
impact. 

A greater uncertainty is the wage 
round due to begin in September. State 
Services Minister Stan Rodger has de- 
clared the government will not fund any 
increase in state wages and Finance 
Minister Roger Douglas has issued 
some stern warnings against excessive 
wage claims. 

The union movement seems to have 
taken them on board and has made job 
retention a high priority. Thus a wage 
round of 3-5% looks increasingly likely, 
offering the possibility that low inflation 
will be cemented in. 

With a lower dollar, exporters, who 
have improved productivity during 
three years of a high currency, could 
generate an export-led recovery next 

ear. The main market for New Zea- 
and manufactured goods is Australia 
and against the Australian dollar the 
Kiwi unit has depreciated by some 
12.2% since it peaked on 3 February. [ll 


might respond to such an invitation. At 
the same time, tentative ideas cir- 
culating in Japan and elsewhere for 
some form of economic integration in 
the Asia-Pacific area are a long way 
from realisation. Jhung points out 
that the Asian countries do not even 
present a united front in the Gatt. 
Asean, which does work as a grou 
within the Gatt, has not made muc 
rogress in reducing trade barriers 
etween its members, though its ef- 
forts could be given 
extra impetus by 
the impending Aus- 
tralia-New Zea- 
land free-trade 


pact. 
Jhung sees moves 
towards economic 


integration in Asia 
as a mainly defen- 
sive reaction to pres- 
sure from the US 
and the EC. “If they 
choose to be lenient, 
there will not be an 
economic commu- 
nity in Asia for the 
foreseeable future," 
he says. o 
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Now in its 24th year the CHINA TRADE 
REPORT which is published monthly by 
the Review Publishing Company Limited 
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dividends later in saved time, energy and 
money. 
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MINING 


Moving the mountain 


Time to start exploiting a huge Papua New Guinea copper find 


By Michael Malik in Port Moresby 


I? the heart of the isolated Star Moun- 
tains in the jungled interior of Papua 
New Guinea (PNG), miners are strip- 
ing off the last of the golden dome of 
t. Fubilan. The final phase of the vast 
Ok Tedi mining operation, started in 
1984, is about to begin; the switch to a 
single process of producing copper/gold 
concentrate. 

At the same time, about the end of 
September, Ok Tedi Mining (OTM) is 
to start large-scale exploration in the re- 
gion. The existing gold processing plant 
will be mothballed in the hope that new 
finds will make it worth reopening. Ex- 
perts believe there is probably more 
gold and copper in the area, but accessi- 
bility will be a vital factor. 

The remarkable forma- 
tion of Fubilan presented 
OTM with a beautiful 
geological and financial 
symmetry: the gold on top 
produced the high cash flow 
needed to pay for the monu- 
mental engineering task of 
reaching and exploiting the 
deposit. With this invest- 
ment in place, the less profit- 
able copper concentrate will 
become cheaper to mine. 

The first stage investment 
totalled US$1 billion — with 
a further US$400 million ex- 
penditure for stages two and 
three, now coming to an end. 
Despite these huge sums, 
Ok Tedi's copper is costing 
about 40 US cents a Ib to pro- 
duce compared with about 70 
US cents in many other mines 
(and against the current 
world market price of around 
90-95 US cents). 

In order to exploit present 
good copper prices and to in- 
crease its market share, OTM is step- 
ping up its copper production. In 1987, 
it produced about 70,000 tonnes of 
metal: this year, it plans an output 
of about 150,000 tonnes, a figure 
that OTM wants to hold at least until 

1992. 

OTM can keep its costs low because 
of the presence of high-altitude water 
which has made a hydroelectric-power 
station feasible. Labour costs in the re- 


gion are also low and, with the copper 


concentrate pipeline connecting the 
mine to the river port of Kiunga on the 


Fly River established, there is cheap 


water transport. 

The transformation of Mt Fubilan is 
remarkable. Only 30 years ago, this 
area, lying less than 20 km from the bor- 





REVIEWMAP by Andy Tang 


der with the Indonesian province of 
Irian Jaya, was marked “unexplored” 
on maps of the area. An expedition 
which made the first contact with the 
local people in 1963 also found traces of 
copper in the local streams. 

ubilan's ore deposits were discov- 
ered in 1968 by the US Kennecott Cop- 
per mu which started a feasibility 
study. The problems were immense. 
The Fly River is navigable to Kiunga, 
but the mountain lies in heavy jungle 
more than 100 km beyond. A party was 
dropped at the foot of Fubilan by 
helicopter to clear an airstrip at what is 
now Tabubil, a town of 6,000, and 
which then was a small flat clearing in 


JUNGLE TREASURES 


the jungle. To build the road down to 
Kiunga, bulldozers were airlifted and 
literally cut their way out — downhill all 
the way. 


he area is one of the wettest in the 
world, with an average of 8 m of 
rain a year and only about 13 days of the 
year when rain does not fall. Mountains 
and low cloud make it a nightmare for 
light planes, which form a vital link with 
the outside world. Five planes were lost 
with a cost of about 20 lives during the 
onpas construction phase. 
ere were other problems too. 
Kennecott backed out of the project 
after being unable to agree on terms for 
the exploitation with the newly inde- 
pendent PNG Government. 


Cross section of Mt. Fubilan — June 1988 


Source: Ok Tedi. 


The concession was taken over by 
Broken Hill hie ‘nia Co.(BHP) in 
1976. OMT was then established, bein 
a consortium of BHP (30%), the PN 
Government (20%), Amoco (30%) 
and a group of three West German com- 
panies with 20% between them. 

There were, in the early days, mis- 
calculations and cost overruns, govern- 
ment mining officials say. Some prob- 
lems were attributable to unexpectec 
ground conditions; some to bad luck 
such as a drought which dried up the Fly 
and meant transport planes had to be 
used to bring in construction materials. 

Even after production started ir 
1984, all was not well. BHP wanted te 
m out because of low sopper prices 

ut was held to the terms of its contrac 
by the government. After this, BH] 
took over management and thing 
started to improve. 

Now, as long as copper prices remaii 
reasonable, the project should gov "' 
The US$1.16 million invested i 
52 MW  hydroelectric-power plant 
which came into operation ii 
April this year, cuts the cos 
o Í gin’ for the mine from ' 
US cents per kWh to a 
amazing 0.1 US cent. This 
unfortunately, is at th 
merc of rainfall and the ol 
diese porer station may b 
needed for up to thre 
months a year to augment c 
replace the power supplies. 

The government paid th 
US$50 million for th 
Kiunga-Tabubil road. Ne) 
year, OTM will start paying 
toll under a complex arrang: 
ment which was devised t 
minimise costs during th 
construction stage. 

Thanks to bouyant coppt 
prices, OTM is looking to in 
prove on its 1987 A$120 e 
ion (US$15.7 million) 
profit this year and plans t 
step up radically its produ 
tion once the gold operatic 
is over. The last gold ingo 
— which actually are 70° 

old, 20% silver and 10° 
lead — will be produced about the er 
of September. 

The expected 150,000 tonnes of co 
per a year should contain about 3,500: 
of gold, which purchasers can extra 
from the concentrate. Long-term co 
tracts with Japan, South Korea ai 
West Germany account for about 80 
of expected production over the ne 
eight years. 

At this sort of production level, t 
mine is estimated to have a life of or 
about 16 or 17 years, compared wi 
original estimates of 30 years. About 
million tonnes of material — ore ài 
waste — are expected to be gouged o 
of Fubilan a year until the peak disa 
pears completely, leaving a 400-m-de 
crater. 
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One step closer 


The creation of a Hongkong central bank becomes more likely 


By Christopher Marchand in Hongkong 


perite strenuous denials, the Hong- 
kong Government has taken a key 
step to creating a central bank. New ac- 
counting procedures between the 
Hongkong and Shanghai Banking 
Sad and the Hongkong Government's 
Exchange Fund, which holds the terri- 
tory's foreign-currency reserves, give 
the authorities an important lever in 
controlling money supply. 

Hongkong's biggest local bank is also 
keen to wind down its profile as the ter- 
ritory's quasi central bank. The bank 
has its eyes fixed west to a possible 
takeover or merger with Midland Bank, 

British clearing bank in which it has 
« wllnority stake. 

Under the new rules announced on 
15 July, the bank becomes a mere agent 
for the Exchange Fund. Theoretically, 
the Hongkong Bank loses its power to 
manipulate interest rates and to create 
money in the territory. 

The Exchange Fund becomes the ul- 
timate provider of liquidity to the inter- 
bank market, hence setting the level of 
interest rates needed to support the ex- 
change rate peg of HK$7.8: USS1. Most 
important, the fund will be seen to be 
acting clearly on its own account. 

The Hongkong Bank will open an ac- 
count with the Exchange Fund, and will 
endeavour to keep this account's ba- 
lance equal to the net clearing balance 
(NCB) in the Hongkong banking sys- 
tem. The Hongkong Bank acts as 
clearer for all banks operating in the ter- 
ritory. 
The Hongkong Bank will pay the Ex- 
Omm Fund interest on any shortfall 

ween its fund balance and the NCB. 
The rate will be the higher of Hongkong 
prime or Hongkong interbank-offered 
rate. 

The stockmarket's response was that 
the Hongkong Bank's loss of the use of 
NCB interest-free overnight funds 
would sharply impact on earnings. Bank 
spokesmen insisted that this was not the 
case, and the question hinges on the size 
of the daily NCB. This has averaged 
about HK$1 billion, on some days going 
as high as HK$2 billion. As from Sep- 
tember, the government will publish the 
figures daily. 

However, assuming a 5% yield, the 
Hongkong Bank's annual profit on in- 
terest-free NCB funds averaging HK$1 
billion would be some HK$50 million a 

ear, hardly significant in relation to the 
ank's HK$4 billion profit. 

The problem in the past was that, 
when the Hongkong dollar was strong, 
the bank could offset the government's 
actions by on-selling to clients Hong- 
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kong dollars which the government was 
feeding into the interbank market. That 
would unhelpfully offset looser inter- 
bank market conditions. 

The Hongkong Bank is now free to 
take foreign currency positions, and is 
less restrained in conducting client busi- 
ness which does not conflict with mone- 
tary policy. This should allow the bank 
to recoup some lost profit. 

Under the new rules, if the Hong- 
kong Bank buys Hongkong dollars for 
its customers, causing the NCB to fall 
when the government wants it to rise (to 
combat a strong Hongkong dollar), the 
bank would borrow the Hongkong dol- 
lars in the interbank market. This pre- 
serves the NCB at the government's 


Hongkong Bank: lower profile. 





target, but also gives the Hongkong 
Bank more freedom of action. Hong- 
kong's other banks are not affected by 
these manoeuvres. 


M ore profound are the new policy's 
implications for the government's 
defence of the peg and the creation of a 
more coherent monetary policy in Hong- 
kong. That suggests that the govern- 
ment has set events in motion which lead 
inexorably to creating a central bank. 
Deputy Secretary for Monetary Af- 
fairs Joseph Yam insisted that the new 
measures will merely boost the govern- 
ment's arsenal in its defence of the peg. 
If the peg worked properly, the im- 
pe of falling interest rates when the 
ongkong currency was strong would 


permeate through to retail rates. Such a 
process did not happen earlier this year, 
as the banks were worried about erod- 
ing profit margins. There should also be 
more extensive use of arbitrage be- 
tween the Hongkong dollar's market 
rate and the guaranteed HK$7.80:US$1 
bank note exchange rate. 

In the past, the government has re- 
sorted to scare tactics to tackle the peg's 

roblems. This time appears little dif- 
erent. Earlier this year came the threat 
of negative interest rates on net short- 
term positions of more than HK$10 mil- 
lion. Now comes the promise of firm 
government action in monitoring liquid- 
ity. 

“Basically the government is playing 
the stability and confidence card,” said 
a banker who asked not to be identified. 

Some bankers believe that, as the 
market will gain more faith in the gov- 
ernment's will to hold the peg, US and 
Hongkong interest rate differentials will 
decline as arbitrage increases. That 
could be mistaken. Foreign currency 
markets are a speculative game, the vol- 
atility of interest rates reflects this, and 
the stakes have been raised. Indeed, the 
assurance that the Hongkong Govern- 
ment will fling the territory's Exchange 
Fund reserves into the last trench in the 

eg's defence, might well induce specu- 
ation on the principle that he who com- 
mits enough to à position, wins. 

For their part, bankers see the new 
procedures to regulate liquidity as 
merely the first step. They say addi- 
tional measures are needed, such as the 
Exchange Fund opening accounts with 
banks like the Bank of China and Stan- 
dard Chartered to demonstrate the 
fund's independence of the Hongkong 
Bank. In addition, the Exchange Fund 
could take over note issuing, and start a 
Treasury bill market to mop-up liquid- 
ity and establish a discount window. 

The next stage could be to develop a 
market in government paper, perhaps 
when the government's HK$1 billion 
five-year bond issue expires in April 
1989. To what degree Hongkong can 
develop a bond market, given the terri- 
tory's political uncertainty and rela- 
tively high inflation rate, is moot. Most 
likely, any bond market would concen- 
trate on short-term issues. 

Once the government obtains effec- 
tive control over liquidity, the tempta- 
tion is much greater to design more 
sophisticated monetary policy objec- 
tives than merely upholding the peg. 
Control of inflation is an obvious case. 

The problem is that the government 
might then pursue two irreconcilable 
objectives: an interest rate policy to 
control inflation and an exchange-rate 
pouy to hold the peg. The end logic, 

owever, of acquiring tighter control 
over liquidity is that reliance on the peg 
is reduced. If the Hongkong Govern- 
ment holds a broader range of instru- 
ments to regulate liquidity, the need for 
the peg itself can be queried. A | 
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A warm welcome in Nepal 


A new investment climate attracts foreign interest 


By Lincoln Kaye in Kathmandu 


epal has as liberal a foreign invest- 
ment policy as any country wanting 
to attract overseas capital — at least on 
aper. Up to 100% foreign equity is al- 
owed for companies capitalised above 
US$150,000, dividends and 75% of 
salaries can be repatriated, and other in- 
centives offered include simplified pro- 
duction and import licensing, foreign 
exchange and credit allocations, and va- 
rious tax holidays and concessionary 
utility rates. 

For investors from India, however, 
this welcome is likely to be extended 
with that chill of formal politeness that 
so often characterises relations between 
unequal neighbours. 

These liberal policies were enacted 
as early as 1981, about the time free- 
market dogmas were sweeping the mul- 
tilateral aid institutions which set the 
tone for Nepal's aid donors. Dependent 
upon foreign aid for nearly 4376 of its 
budget, Kathmandu has little choice but 
to pay at least lip service to whatever 
creed is in vogue among Western 
donors. 

Nepal continued to win polite ap- 
plause from aid donors for its 1983 in- 
dustrial policy, designed to streamline 
investment procedures, and its 1985 
pledge to privatise parts of the econ- 
omy. Yet, so far, many of these initia- 
tives have been agonisingly slow in im- 
plementation and few sizeable foreign 
firms have invested in Nepal. 

That may be starting to change. 
Laws and policies are gradually acquir- 
ing the needed regulatory underpin- 
nings to speed bureaucratic decision- 
making. Nepali entrepeneurs, for their 
part, have learned to frame more realis- 
tic project proposals. Many of them are 


novice industrialists, whose fortunesy 


were made in trading and smuggling, 
rather than in manufacturing. In the 
1980s, they are better at identifying 
promising markets, whether domestic, 
overseas, or in their giant neighbours — 
China and India. 

Instead of waiting for potential 
partners to come to them, Nepali busi- 
nessmen increasingly venture out on in- 
vestment-promotion missions. Recent 


Carlsberg beer will soon flow from a 
joint-venture brewery and San Miguel is 
negotiating a similar deal. The Vaidya 
family, which holds the local concession 
for Toyota, is discussing a mineral water 
venture with Perrier and a winery with 
French partners. 

The Vaidyas have also set up the first 
Sino-Nepali joint venture a brick kiln, in 
partnership with a Shanghai company. 
Chinese firms are looking to set up two 
more brickworks and a window-glass 
factory to support their burgeoning con- 
struction business in Nepal, said Liu 
Dongkuei, commercial counsellor at 
the Chinese Embassy in Kathmandu. 

Businesswoman Nilam Panday 


plans a partnership with South Korean 
interests for a charcoal factory to help 
alleviate Nepal's fuel-wood shortage. 





Bumper 
budget tabled 


The government allocates 
funds for irrigation projects 


By Kedar Man Singh in Kathmandu 


She has also teamed up with Taiwatr 
garment makers eager to take advan 
tage of Nepal's relatively underutilise 
US market quotas. This was pioneeret 
by Indo-Nepali joint ventures, but Pan 
day feels she can do better with Eas 
Asian designs, machinery and market 
ing support. 

Prabhakar Sumsher Rana, a hote 
magnate with business and family link 
to Nepal's royal family, feels the riches 
near-term prospects for joint venture 
may lie in the resort development o 
Nepal's Himalayan hinterland. In addi 
tion, he is keen to prospect for minerals 
including petroleum, cement an 
gemstones, and to develop higher 
value, low-volume agro-industries sucl 
as tea, flowers and seeds. 

He is also looking at a truck assembl 
joint venture with Tata of India. The 
plant's tap orm could prove cost-com 
petitive in China (the trucks transporte 
cheaply overland via Lhasa) and i 
India itself since Nepal-made T 
trucks, unlike their Indian county. 
parts, could include some money-savin; 
Chinese parts. 


his enthusiasm is contagious amon; 

industrialists and diplomats from aid 
donor countries. Many hope that the in 
itial inertia has finally been overcome 
allowing private investment and foreigi 
joint ventures to gather momentum 
Binod Chaudhuri, whose family com 
panies collaborate with Panasonic oi 
electronics and Wai Wai of Thailand oi 
food processing, foresees as much as R 
10 billion (US$416.7 million) of joint 
venture investment in Nepal by th: 
1990s, comprising nearly a fifth of th: 
country's total industrial capital. 

Others are not so sanguine. Despit 
the claims of Nepal's glossy brochures 
"one-window" project approval is stil 
far from a reality, admits S. N. Shrivas 
tava, joint secretary in the Foreign I 
vestment Promotion Division cire 


tribute Rs 8.89 billion of the planne 
Rs 13.36 billion expenditure on deve 
lopment. 

Pradhan said an estimated Rs 11.8 
billion would be raised from internz 
resources and tax measures, such a 
plugging the leakage in tax collectio: 
and improving the efficiency of rev 
enue administration. 

Total allocation for agriculture wa 
Rs 3.09 billion (15.8%), of which R 


1.74 billion has been earmarked speci 
fically for irrigation works — to im 
prove agricultural production am 
minimise the adverse effect of the mon 
soon — while another Rs 1.35 billio: 
has been set aside for agriculture ii 
general. Agriculture accounts fo 
53.2% of Nepal’s GDP of Rs 68.1 bil 
lion, and 93% of the country’s 17.) 
million people live in rural areas. 


delegations have visited India, Southeast 
Asia and Europe. Individual Nepali en- 
trepeneurs also travel extensively seek- 
ing co-investors abroad. 
All this globe-trotting has paid off in 
the widest range of projects and the 
reatest diversity among collaborators 
in Nepal’s brief industrial history. Ja- 
panese trading giant Mitsui has just 
come in on a new hotel project and 
Pullman of France is looking at another. 


P. raising and transport develop- 
ment are the two major priorities 
of the Nepal budget spending estimate 
of Rs 19.52 billion (US$813.3 million) 
for the fiscal year 1988-89. 

The budget tabled by Finance 
Minister Bharat Bahadur Pradhan on 
8 July, was 42.7% bigger than the pre- 
vious year's. Bilateral and multilateral 
foreign aid and loan assistance will con- 
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Businessmen have long cla- 
moured for a stronger FIPD. 
They urge various ministries, 
to depute officials to FIPD 
expressly for investment ap- 
provals. The FIPD approval 
committee should be required 
to rule on projects within a set 
time of receiving proposals, 
argue the businessmen. Once 
made, its decision should be 
binding. 

Legislation is already draft- 
ed to do this, but intra- 
bureaucratic rivalry may 
thwart its passage in parlia- 
ment. To embark on a private 
investment-based industriali- 
sation programme, "the first 
thing you need is the political 
will," said Begh Bahadur 
Thapa. Thapa is a former fi- 
nance minister and Nepalese 

bassador to the US, who 
heads the UN Develop- 
nt Programme's office in Sri Lanka. 

Well-placed industrialists freely re- 
count — off the record — assurances 
“from the highest levels of authority” 
that Nepal is committed to privatisation 
and keen for foreign investment. But 
doubts are raised by such contretemps 
as the recent retraction of the govern- 
ment's offer to auction off a controlling 
stake in a state-owned cement company 
when the highest bidder turned out to 
be a Nepali of Indian descent. 

The episode highlights Nepali am- 
bivalence about Indian investment, 
whether from across the border or by lo- 
cally settled marwaris (Indian business- 
men). Currency convertability makes it 
easier for Indians to invest in Nepal than 
in other countries. Wise to the tortuous 
ways of Subcontinental bureaucracies, 
Indians also have a far easier time 
adapting to Kathmandu's business cul- 
wre than would European and South- 

Asian investors. 


Es 


The transport sector budget alloca- 
tion was Rs 2.39 billion (12.2%). 
Major es involve the con- 
struction of the Kohalpur-Mahakali 
sector of the 1,040-km_ national 
Mahendra highway running parallel to 
India’s Bihar and Uttar Pradesh states, 
and the Dadeldhura-Baitadi north- 
south road in west Nepal. Also planned 
lis a 140-km road between Hile (Dhan- 
Kuta) and the Arun Valley near Mt. 
Everest where a 402-mW hydropower 
plant is to be built from 1990. There 
was also money for the completion of 
the terminal at Tribhuvan Interna- 
tional Airport in Kathmandu. 

Budget outlays for social services — 
such as education and health — were 
Rs 3.54 billion, which was included 
under development expenditure. The 
government operating budget estimate 
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MOUNTAINOUS DEFICITS 


(Nepal's trade figures 1975-88) 





REVIEWDIAGRAM by Andy Tang 


Kathmandu nurses a fear of eco- 
nomic dependence on its giant southern 
neighbour. India still 
roughly half of Nepal's total recorded 
trade. Unrecorded trade across the por- 
ous border could be two or three times 


the official figure, said N. P. Panday of 


the Commerce Department's trade 
romotion wing. The official trade ba- 
ance is 3:1 in India's favour. 


he dilemma posed by the new in- 
vestment-promotion initiatives, ac- 
cording to a multilateral agency adviser, 


is “how to set explicit, even-handed 
policies and yet treat some investors as 
‘more equal" than others?" The type of 
Indian investor Kathmandu hopes to 


exclude are those that profit from dis- 
crepancies between Indian and Nepali 
taxes, subsidies and administered 
prices. 


Still, a dozen well-known Indian 
firms are involved in joint ventures 


was Rs 6.15 billion. One-fifth of this 
amount has been allocated for the na- 
tional defence and police forces — an 
increase of slightly more than 21%. 

Pradhan told a press conference 
that GDP growth was 7% in the last fis- 
cal year. He said agriculture grew by 
18.1% despite adverse weather, while 
foreign-exchange reserves grew to Rs 7 
billion, equivalent to six-and-a-half 
months of imports. Money supply in- 
creased 24% and Pradhan acknow- 
ledged that he had failed to meet last 
year’s pledge to bring down inflation to 
a single digit. 

Several members of parliament 
criticised the budget. Senior legislator 
Rabindra Nath Sharma urged a scaling 
down of the development budget by at 
eu gia to reduce the Rs 1.33 billion 
deficit. 


accounts for 


ranging from hotels to ciga- 
rettes to mining. H. S. Tan- 
don, secretary of the Punjab 
Haryana Delhi Chamber of 
Commerce, said Nepal seems 
receptive to the prospect of 
more Indo-Nepali joint ven- 
tures, especially if they in- 
clude buy-back plans for the 
plants' output. 

Access to the Indian mar- 
ket is the sinecure for almost 
any industrial venture in 
Nepal. The domestic market, 
with a largely impoverished 
population of 17.8 million, is 
seen as too thin to support 
economically scaled plants. 

Neighbouring China has 
yet to become a viable alterna- 
tive: the sole road to Lhasa is 

rone to closure by snow or 
andslides. Although some in- 
dustrialists see potential in ex- 
panding the officially sanction- 
ed barter trade along the Tibetan bor- 
der into a full-fledged overland counter- 
trade, most Sino-Nepali commerce now 
goes through the port of Calcutta. That 
subjects it to the same hard-currency 
constraints, high shipping costs and 
logistic headaches that beset landlocked 
Nepal's trade with the rest of the world. 

Goods enroute to Calcutta — the 
worst of India's inefficient ports — have 
to be transhipped from Nepali trucks to 
Indian trucks or railcars at the border. 
Kathmandu complains about the high 
costs, but New Dehli refuses to consider 
access to any other port, saying control 
over leakage of merchandise is alread 
hard enough. India also denies Nepali 
goods transit across the narrow corridor 
which divides Nepal from Bangladesh, 
effectively cutting access to Chittagong 
port. 

Such obstacles can be enough to 
scare off many Western investors. In- 
stead, Nepal targets its pitch at emerg- 
ing East Asian industrial countries, 
which tend to take a longer-term view of 
investment and are less worried about 
risks than Western investors. South 
Korea could be a prime candidate. So 
could Taiwan, provided China raises no 
objections. Even Asean countries could 
be tapped, suggests an FIPD source. 

Nepal has much to offer investors. 
Start-up costs are modest due to the 
small scale of most ventures along with 
low land and labour costs. It also has the 
rare combination of low South Asian la- 
bour rates and temperate climate, cru- 
cial for some agro-industries. The newly 
installed telecommunications system is 

rhaps the best in the Subcontinent. 

nternational air links are improving as 
the national carrier negotiates more 
bilateral aviation agreements. 

Access to Indian markets is possible, 
though the investor must target his pro- 
jects carefully. Products comprising at 
least 80% raw materials originating in 
India or Nepal can be imported into 





India without tariffs or quotas, under 
the current trade agreement. Nepal has 
long pressed for a lowering of this pro- 
portion or a switch to a formula based 
on value-added rather than raw material. 

Still, as many as 64 Nepali items are 
legally traded in India under the current 
formula, and the list is steadily grow- 
ing. New Delhi would probably 
draw the line, though, at products 
bearing internationally known-brand 
names, regardless of their local con- 
tent. 

Even so, as much as 30% of Nepali 
manufactures finds a ready market illeg- 
ally in India, in the estimate of a leading 
Kathmandu industrialist, with brand- 
name items made under licence heading 
the list. And Nepal’s own domestic mar- 
ket, too, has more spending power than 
the US$160 per capita GDP would imply 
because of undeclared incomes. 

What is more, disposable income is 
likely to rise as the country starts to 
realise its hydroelectric-power genera- 
tion potential in coming decades. “Es- 
tablishing yourself here now could 
prove as smart a move as getting a 
foothold in the oil sheikhdoms back in 
the 1960s," said a Kathmandu-based 
diplomat. “After all, the country is sit- 
ting on 2% of the world's hydroelectric 
potential right next door to a huge and 
chronically power-starved industrialis- 
ing country." 
































Bi unlike oil, hydropower cannot 
be shipped in tankers. India provides 
the only realistic market for Nepal's 
generating potential — once more giv- 
ing New Delhi the whip hand in bilateral 
negotiations. The development of such 
huge projects as the proposed 8,000 mW 
Karnali dam has been stalled for nearly 
two decades by Kathmandu’s reluc- 
tance to concede India’s leverage. 

Foreign investors who offer ways out 
of this dilemma can count on a warm 
welcome in Nepal. In the short run, 
while waiting for a breakthrough in the 
Karnali negotiations, Nepal will have to 
develop smaller hydroelectric projects 
in the 50-500 mW range. “And they'd 
rather do it in cooperation with anybody 
but us,” an Indian diplomat admitted. 

In the long run, the best hope for 
breaking India’s stranglehold lies in ex- 
porting hydropower not as electricity 

ut rather as energy-intensive products. 
Processing bauxite into aluminium of- 
fers one such option (possibly using im- 
porte bauxite since Nepal has no 

nown deposits), said former finance 
secretary Kulshekar Sherma, who now 
heads one of the country's think-tanks. 
Recent downward revisions of the esti- 
mated per-unit cost of Karnali power 
improved the feasibility of such a 
scheme. 

Nepal's economic lift-off ultimately 
depends on bringing its hydropower on 
stream. Until then, its industrial deve- 
lopment can be no more than a sideshow 
of, by and for the tiny middle class. f 















































COMPANIES 


Bond on his Bell lap 


By Michael Malik in Sydney 
T Bell-Bond vag nap soap opera 
as 


has come to its last episode — at 


least in this series. Alan Bond was left in 
virtual control of Bell Group (BG) and 
former star Robert Holmes à Court 
made an unexpected guest appearance 
in a slightly mysterious role. 


The signal for Bond to move in and 


complete his raid on BG — and con- 
sequently its asset-rich subsidiary Bell 
Resources (BR) — came on 13 July. On 
that day, the National Companies and 
Securities Commission (NCSC) ap- 
proved his A$2.70 (US$2.13) a share 
general offer for BG and also p 
him to buy shares on the mar 

vance of acceptances. 


et in ad- 


Bond moved quickly to increase his 


stake from the original 19.9% he bought 
from Bell chairman Holmes à Court in 


April (REVIEW, 12 May) to some- 
where near 4096 even before the 
general offer comes into effect on 


27 July. 
BG was trading at about A$2.50 be- 
fore the NCSC approvals. Sub- 


sequently, the price moved to A$2.63 a 
share as millions of shares were traded. 
Many shareholders obviously reckoned 
that money in hand with the market 
showing bullish tendencies was well 
worth sacrificing 7 A cents a share in view 
of the delays involved in dealing with a 
general offer. 

Thus Bond is already in a command- 
ing position and attention is now switch- 
ing to his future plans for BG, BR and 
his Bond companies, Bond Corp. and 
Bond Media. It is widely expected that 
he will move quickly to launch an “all- 
in-the-family" takeover of his debt- 
troubled Bond Corp. by cash-rich BR. 
He may also use BG to make a bid 
for Bond Media, according to analy- 
sts. 

BR has always been the pot of gold at 
the end of the takeover rainbow. BR 
has held about 10% of Broken Hill 
Proprietary's (BHP) shares estimated 
ie be worth somewhere near A$1 bil- 
ion. 

Another Bell subsidiary, J. N. Tay- 
lor, which Bond will also control, 
has another estimated A$180 million in 
cash which Bond badly needs to lower 
his high gearing. 

Holmes à Court, still BR's chairman, 
made a special appearance in recent 
events when he unexpectedly started to 
sell the BHP stake. He dumped about 
half of BR's holding, or million 
shares, so strategically that he drove the 
price up from below A$8 to around the 
A$8.60 mark. 

Holmes à Court then switched tac- 





The final act of an Australian takeover saga produces a surprise 


tics, backed out of a deal for the remain- 
ing shares and announced that he would 
not sell any more “in the short- or 
medium term." 
was seen simply as a strategy to keep the 


This announcement 


price up enabling him to wait for it to 


rise even higher before cashing in the 
rest of the shares. 


This was classic Holmes à Court 


share dealing. Many analysts surmised 


that the old fox's declared intention to 
retire to his stud farm after the batter- 
ing he took in the October crash 
and his  sub- FINANCIAL THES 
sequent bailing 
out from BG is 
most unlikely for 
any prolonged 
period. 

The  motiva- 
tion for the BHP 
sales has been 
widely debated. 
Market experts 
have generally 
settled for a sim- 
ple explanation: 
Holmes à Court 
saw the right mo- 
ment to get a 
good price for an 
asset which Bond 
has indicated will 
not be considered | Ho/mes à Court. 
of strategic im- 
em. once he gains control o 





Suggestions that Holmes à Cour 
acted in the interests of BHP are di 
counted. He badly scared the com 
with a prolonged takeover battle | 
year and the rion would not wa 
to see yet another restless entrepreneu, 
such as Bond, with a large stake. 

BHP sources agree that they are gla 
to see the shares go to institutional ir 
vestors and the reduced BG holdin; 
The BG holding, sources believe, ha 
been a disincentive for overseas inves 
ors who have seen BG as a potential 
troublesome BHP shareholder. .Bi 
analysts agree that Holmes à Court dos 
not owe BHP any favours and certain 
has not been involved in any discussior 
with BHP on the disposition of the shai 
parcel. 

As for Bond, his spokesmen refuse 
to comment on the BHP sales except ! 
say that while having indicated a desi: 
for BR to retain certain assets, includir 
the Perth newspaper West Australic 
and a holding in Weeks Petroleur 
Bond has not expressed any opinion ¢ 
how the BR board dealt with : 
assets. 
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ECONOMIC MONITOR MALAYSIA 


But how much growth? 


oo prices are going through 
the roof and Malaysia's exports of 
manufactured goods are up nearly 30% 
on last year. The question now is not 
whether the official forecast for 5.3% 
real GDP growth this year will be ex- 
ceeded but rather by how much. Some 
economists are suggesting an overshoot 
of as much as two percentage points. 

The reason for their optimism is not 
just the drought in the US and its effect 
on palm-oil prices. Economists hope 
that the recent half-a-percentage point 
cut — to 7% — in commercial banks’ 
base lending rate will add impetus to 
the long-awaited turnaround in private 
domestic-based investment which 
an in the first part of this year. 

vidence of this pick-up in local in- 
tment is found in the level of applica- 
tions for manufacturing licences. Latest 
figures for the first third of the year — 
released recently by Minister of Trade 
and Industry Datin Paduka Rafidah 
Aziz — contained the welcome news. 
There were 255 applications for licences 
in the first four months of 1988. These 
covered a total capital investment of 
M$4.04 billion (US$1.54 billion). The 
figures for the same period last year 
were 109 with a total proposed capital 
investment of M$805.30 million. Most 
of the increase was due to foreign 
money, the minister admitted. 

The latest survey of business condi- 
tions by the semi-official Malaysian In- 
stitute of Economic Research (MIER) 
appears to confirm that a trend has been 
established. An encouraging 44% of the 
manufacturing companies surveyed re- 
ported increased investment in new 






| REE’ COMPANY RESULTS 


Net % change % change | Dividend 
aie cero 2 RR 
Y31 Mar. | ¥18.8b *128 | ¥768.6b +5 Japan's largest maker of electric wires and cables forecasts 
(US$140.8m) (US$5.8b) higher group profits in 1988-89. 
Godfrey Y31 Dec. | Rs8.7m +26 Rs 2.7b +32 i 
Phillips (US$621,429) (US$192.8m) 
: —À 


Company 


Sumitomo 
Electric 


Far Eastern 
Textiles 


Benguet P104.6m 
Corp. (US$5m) 


Insular Life Y31 Dec. | P107.2m 
Assurance (US$5.1m) 
Philippine 


General 
Corp. 
Y=yearended. H= half-year 
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H30 June | P806m +143.8 | P22b 
National Bank (US$38.4m) (US$104.8m) 
Y31Jan. | -M$16.4m M$137.5m 
(US$6.2m) (US$52.3m) 


plant and machinery during the second 
quarter of this year. This compares with 
35% during the first quarter. MIER re- 
ports that 60% of the rubber-products 
manufacturers surveyed reported new 
capital investment, while 40% of the 
chemical sector also reported positively. 
The MIER survey reported capacity 
utilisation levels that suggested there 
will have to be a rush of additional in- 
vestment in the near future. More than 
40% of the manufacturers surveyed re- 
orted that they were operating near- 
y at full capacity. Only 18% of the 
companies said they were operat- 
ing below 60% of their capacity. 


OPTIMISTIC MANUFACTURERS 


-i 
— | 04 


zz Decrease in investment 
GB Remains unchanged 
SS Increase in investment 








25% 
(15%) 





P948.9m 
(US$45.2m) 


3 
Y 31 Dec. | NT$3.5b *116 NT$18.5b 8.2 |NT$1.50/3"| Taiwan textiles firm rode cotton-blended yarn boom, but 
(US$122.4m) (US$646.9m) (NT$1/2) | increased costs expected to squeeze polyesters. 
2 


+28 
+22 





Philippine miner's higher profits attributed to improved 
efficiency and higher metal prices. 


a. Improved Philippine business environment helped produced 

marked gain in profits. 
State-owned institution maintained recovery from losses 
in 1985. May be privatised. 
Diversified Malaysian group plans a rights issue of M$50m 
8% convertible unsecured loan stock. 

M$4.8m +9.1 M$49.4m +6.4 Kwok brothers’ group company diversifying from property 

(US$1.8m) (US$18.8m) into hydrated lime and rubber thread. 

ended. 


Q = quarter-yearended. ^ "Cash dividend/stock dividend atpar. tvsloss PO0.Bm. ftvs loss M$2.7m. 


The results of the survey seem to be 
borne out by the trade figures for the 
first four months of this year. The Trade 
and Industry Ministry reckons that ex- 
ports rose by 27.8% to M$16.8 billion 
compared with the same period last 
year. At the same time, imports were 
also sharply up by 39.4% at M$12.8 bil- 
lion, of which M$4.9 billion was taken 
up by imports of y e goods. 

These growth figures — especially 
on the imports side — are considerably 
higher than those forecast by the central 
bank, Bank Negara (BN), in March. 
However, the net change to BN's 
forecasted surplus in the current ac- 
count of the balance of payments will re- 
main small as BN had assumed that im- 
ports would grow twice as fast as exports 
this year anyway. 

BN was forecasting a net surplus in 
the current account of M$4 billion, 
based on a surplus of M$13.6 billion in 
the merchandise account. The latest 
trade figures imply a year-end total 
merchandise surplus of M$15.3 bil- 
lion. 

The increased level of trade will un- 
doubtedly widen Malaysia's traditional 
deficit in the services account, due to 
larger shipping bills. But in parliament 
on 5 July, Deputy Finance Minister 
Farid Ariffin said the 1987 net surplus 
of M$5.9 billion is expected to be 
maintained or even improved upon this 
year. 

Farid also told the Senate that the 
federal government's fiscal deficit is ex- 
pected to drop from 8.4% of GNP last 

ear to 7.8% this year. He said this was 
ecause the government was now ex- 
pecting total revenue of M$21.2 billion, 

compared with M$17.8 billion last year. 
— Nick Seaward 


Indian cigarette maker planning to diversify into real estate 
and leasing. 









| EFFECTIVE EXCHANGE RATES 


ee Weighted = us oe with nthe countries shown plus the US and Canada and 14 European countries. Figures are for the week ended 16 July. 
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ECONOMIC INDICATORS — SELECTED ASIAN COUNTRIES. 









Economic Growth % (real) (1) 




















































































1987 4.6 9.4 13.6 : 3.5 4.2 
1988 123 7-7.5 5-7 1.50 3-4 3.5-4.5 
International Reserves (5) | 
Latest US$10.50b US$18.15b na, US$5.33b US$5.09b US$86.16b 
(Apr) | (Mar.) (Apr.) (Jan. (Apr) 
Year earlier US$8.41b | US$11.78b na. USSE. 50b US$3.57b US$68.50b 
Trade Balance (total merchandise) 
Latest 3 months *À US$0.26b —US$1.24b - | - US$1.13b —US$1.15b +US$3.54b *US$19.25b(6) 
es a (Oct.- -Dec.) (Mar.-May) (Dec.-Feb.) i (Jan.-Mar.) (Mar.-May) 
Previous 3 months i ~ US$0.7 1b +US$0.24b ^US$1.52b -US$2.71b *US$16.91b 
Year earlier | USED. 2 76 —US$3.0b - US$0.53b -US$1.52b *US$1.51b *US$22.05b 
Exports (7) 
Latest 3 months ay ae US$13.41b US$13.86b US$3.03b USS4,80b US$65.59bí(6) 
% change previous 3 months +35.8 +5.6 £3.0 -1.4 +79 
% change year earlier + 1 1 A +40.4 +22.4 +26.6 + 27.2 + 44.3 
Imports (8) | 
Latest 3 months US$8.35b US$14.65b | US$14.99b gis a US$1.27b as Ai in 
% change previous 3 months -03 +38.4 * 16.4 —41.4 
% change year earlier | * 10.3 *16.7 * 26.5 * & s —44.0 * 51 ° 
Consumer Prices 
Base |j July mcn 81-100 | Sept. ro 1986100 (Oct. aH BS = 106(2) 1960 = 100 Apr, 77-Mar. 78= 100 1985-100 
Latest 3 months index average 7.96 751.67 307.98 100.8 
(an, Mar, ) (Sept -Dec.) (Mar. “May! (Jan.-Mar.) (Apr.-June) (Feb.-Apr.) 
% change previous 3 months 70.1 Wed ort. — do 0 ww 0.1 1. Q 
% change year earlier ie à +20 | 7.2 
Money Supply (3) 
Latest A$126.75b(10) | Rmb 775.48b HK$325.72b 
| Apr.) (Sept,) (May) 
ye change previous month *0.4 75007007 | e 0.5 
change year earlier *12.7 431.2 24.8 
MALAYSIA PHILIPPINES - SINGAPORE SOUTH KOREA TAIWAN THAILAND 
Economic Growth % (real) (1) 
1987 4.7 5.05 8.8 12.2 11 6.6 
1988 5-6 j 5.5-6.5 6-8 8-10 6-8 6.3-9 
International Reserves (5) 
Latest i US$7.01b USSO. 73b US$15.23b USS7.64b US$74.26b US$4.56b 
(Mar.) (Apr) (Dec.) (Apr) | (Apr.) | (Apr) 
Year earlier US$6.45b U5$1.67b US$12.94b US$3.45b US$57.49b US$3.42b 
Trade Balance (total merchandise) 
Latest 3 months ^US$0.78b(4) ~ US$0.16b ~ US$0.90b +USS1. S6b(6} +US$3.21b ~US$0.52b 
(Nov.-Jan.) (Feb.-Apr.) (Mar.-May) (Feb.-Apr.) (Apr.-June) (Apr.-June) 
Previous 3 months *US$0.61b -USs$0.21b ~ US$1.03b *US$1.82b +US$1.34b ^US$0.64b 
Year earlier * US$0.45b - US$0.23b -US$0.79b *US$1.04b * US$4.85b ~ US$0.36b 
Exports (7) 
Latest 3 months US$4.08b(4) US$1.65b US$8.87b US$13.51b(6) US$15.50b US$3.73b 
% change previous 3 months ^2.8 +44 +3.4 ~O.6 + 12.0 +9.2 
% change year gartier ESTA 30.9 +29.9 *32.0 +12.0 +32.0 
imports (8) 
Latest3 months US$3.30b(4) US$1.81b use. 77b SENT "rai US$12.29b US$4.25b 
% change previous 3 months ^23 1.4 *1.8 —0.8 44.7 
% change year earher +312 +245 + 27.6 + ay 0 +38.0 +33.2 
Consumer Prices 
Base 1980 = 100 1978 = 100 June sy 83-100 1985 100 1986 100 1976:-100 
Latest 3 months index average 129.3 397.2 04.03 : ; 08. 
(Dec.-Feb.) (Apr.-June) (Mar -May) (Feb.-Apr.) (Apr.-June) (Feb.-Apr.) 
% change previous 3 months * 1.4 * 1. 40.3 43.0 *0.6 +14 
% change year earlier +14 +09.3 i 41,7 +78 41.3 +42 
Money Supply (3) 
Latest M$85.04b P 159.22b $$36.47b Won 40.38t NT$4.34t Baht 832.9b 
(Nov.) jg ) (Apr.) (Apr.) (Apr.) (Mar.) 
h change previous month -0.5 ; ~O7 -0.12 +1,5 41.1. 
% change year earlier ^57 ; + 2d. 7 +15.5 +18.5 422.9 418,3 





11) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price index A (3) M2 or currency plus bank deposits (4) Peninsular Malaysia only — (5) IMF definition of reserves minus gold 
»xceptfor Singapore (6) Customs basis — (7) fob a cif de € xcluding. petroleum products (10) M3 (11) % change over past 3 months Source: Official statistics, 

















Bulls were in the majority 


. Australian and New Zealand markets reached new post-crash highs, while gains were also made in Taiwan, 


Singapore and Malaysia. Tokyo and Hongkong were unsettled, ending the period down. 


| AUSTRALIA: After a mid-week lull, 


the market soared on favourable local 
and US indicators to a new post-Oc- 
tober high for the second consecutive 
week. Industrials were in heavy de- 
mand. Turnover was again dominated 
by Bell Group as Bond Corp. boosted 
its stake. ANZ led the banks, rising to 
A$5.08 (US$4), and CSR gained to 
A$4.93 on record world sugar prices. 


NEW ZEALAND: The lowest unregu- 


lated quarterly inflation figure for 19 
years and a consequent fall in interest 
rates and the NZ dollar combined to 
push an already slowly climbing mar- 
ket to a new year’s high. Fletcher Chal- 
lange ended the period up 12 NZ cents 
(8 US cents) at NZ$4.12. Brierley was 
up 8 NZ cents at NZ$1.62. Volume was 
58.4m and value NZ$77.15m. 


SINGAPORE: Continued problems 
with the new computerised trading sys- 
tem kept trading at unnaturally low 
levels for most of the period. Volume 
exploded after the weekend push- 
ing the daily average to 31.9m shares. 
valued at $$56.3m (US$27.4m). Prices 
continued to rise with DBS Land put- 
ting on 14 S cents to $$1.33 and Fraser 
& Neave 50 S cents to S$9.70. 


KUALA LUMPUR: Buyers came back 


into the market, encouraged by ad- 
vances on Wall Street. Interest was 
centred initially on tin stocks after the 
price of the metal breached the M$19 
(US$7.22) a kg mark but industrial 
blue-chips took over the running. Sime 
Darby jumped 18 M cents to M$4.36. 
Volume averaged 22.74m shares a 
day, valued at M$45.3m. 


BANGKOK: investors remained 


cautiously bullish, driving the SET 
index near the 470 mark before letting 
it settle back to 463.51, up 6.47 from 
the previous week. Banks and finances 
were off in general, while industrials 
moved upwards. Tin counter Aokam 
Thai was up 16% to Baht 470 
(US$18.43) with sister Tongkah Har- 
bour up 12% to Baht 526. 


MANILA: Prices closed mixed on 
slower trading. Gains by favourites 
PLDT which rose 6.5% to P198 
(US$9.43), San Miguel-B which in- 
creased 4.5% to P210, and Lepanto-B 
which climbed 6.7% to P0.48, helped 
push the Manila Composite Index 
slightly higher by 3.57 points at its 
closing 852.38. Volume averaged 1.15b 
shares day, valued at P47.7m. 




















HONGKONG: Stocks maintained a 
downward trend with the US trade fig- 
ures failing to strike achord. Hongkong 
Telecom lost 10 HK cents (1.3 US 
cents) to HK$6.80 because of doubts 


over the government's telecommunica- | ^ 


tions policy. Hongkong & Shanghai 
Bank lost 20 HK cents to HK$6.15. 


Total turnover was 2.8b shares, worth m " E y "T : 


HK$5.21b. 


TOKYO: Shares lost gains made inthe ae ^  — ^7 
previous period as the US dollar |. 
reached an eight-month against the |^ 


yen. Financials fell sharply with 
Sumitomo Bank down ¥220 
(US$1.65) to ¥3,200. Department 
stores and trading houses also lost 
ground with Marubeni declining ¥36 
to ¥645. Turnover was 1.8b shares a 
day worth ¥1.8t. 


SEOUL: The market plunged 29 
points on thin volume, as investors 
fretted over the impact of a wave of 
rights issues scheduled for the end of 
the month. Daewoo Investment and 
Finance lost 8% and Shin Dong-Ah 
Fire and Marine Insurance lost 11.276. 
Trading fell back to an average turn- 
over of 4.7m shares on daily volume 
worth Won 80.5b (US$111.80m). 


TAIPEI: Share prices moved broadly 
higher, boosted by rumours that 
Premier Yu Kuo-hwa would resign 
after the Nationalist Party Congress. 
Doubts about the prospects of For- 
mosa Plastics’ proposed new naptha 
cracker pushed industrials down. Vol- 
ume was up. at NT$24.9b (US$870.6m). 
United Microelectronics gained 
NT$13.50 to NT$106.50. 


BOMBAY: Equities, moving within [7777 7^7 


narrow limits in thin trading for most of 
the period, surged when the new ac- 
count began on 18 July. Lower carry- 
over charges boosted sentiment. Great 
Eastern Shipping gained Rs 1 (7 US 
cents) to Rs 29.50 and Gujarat Fertili- 
sers Rs 9.50 to Rs 133.50. Textiles 
weakened with Bombay Dyeing the 


biggestloser, down Rs9.00to Rs109.50 bud (SONO JFMAMJ. " 


NEW YORK: Favourable US trade fig- 
ures lifted the Dow Jones Industrial 
Average to 2,129.45 points before wor- 
ries about an upturn in oil prices 
weakened prices, though the index 
ended the period at 2,117.89, up from 
2,111.31 at the end of the previous 
week. The Morgan Stanley Capital In- 
ternational Index edged down 6.5 


points to close at 444.6 points. 
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does the Corporate Treasurer explain a loss? 


You know that foreign exchange rates are 
notoriously fickle. And can turn profit into 
loss overnight. 

Yet to hedge fully is not necessarily the 
right solution. Whichever way you turn there’ 


risk involved. 


Thus it makes sense to turn to NatWest. 


Pes Risk Management is our business. 


And this is how it can work for yours. 


Well assign vou an Account Executive. 


Hell help you draw up a strategy tailor-made 
to your needs. 

To stabilise the exchange risk he'll propose 
an imaginative financial package. 

His hedging vehicle could involve the use 
of currency baskets. 

He can provide options against an abrupt 
reversal of your projections or an aborted 
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489585 . Netherlands 50641 Numrapore- 2544 ont 
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overseas contract. 

With Forward Exchange Facilities he can 
cover you against long term risk. 

Few banks, if any, can deal from such a 
position of strength. 

But then, it does help to be AAA rated, 
have an asset base of over US $160 billion and 
a network dealing in the key financial centres 
of the world. 

Discover how Risk Management can help 
put your mind at rest. Call National Westminster 
Bank PLC. Roger Lacey, 23rd Floor, 1 Exchange 
Square, 8 Connaught Place, Hong Kong. Tele- 
phone 852 5-247071. Or Mike Brigden, Chief 
Manager, 5th Floor, Shell Tower, 50 Raffles 


Place, Singapore 0104. Telephone 65 2204144. 


Risk Management by NatWest & 


The Action Bank 
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vilae information about 






and potentially profitable stockmarkets - e 


Each issue of AMM 
contains... 
@ Highlights of market trends 


€ Highlights of the results of 
significant and 
medium sized companies 

@ informed analysis and 
opinion and much, much 
more 





SPECIAL 
SAMPLE ISSUE 


OFFER 

@ Although AMM is sold 
only on subscription 
now you can sample a 
single issue by sending 
US$15.00 along with the 
completed coupon. 
Discover for yourself just 
how great the dividends 
can be from being a 
regular subscriber to 
AMM. 





Review Publishing Co. Ltd. publisher of The Far Eastem Economic Review. i 


Now for a limited time you can sample a single issue of Asian Markets Monitor for the low low 
price of US$15.00, including airmail postage and packaging. 

Asian Markets Monitor is usually available only by subscription, But because we are so confident 
that once you've read one issue and experienced for yourself why AMM is so highly regarded by 
individual and institutional investors alike that you will want to become a regular subscriber we 
are making it possible for you to receive a single value packed issue. Let's take a look at every- 
thing you'll get in each issue of AMM. 

Concise Coverage of Asia’s Stockmarkets 

Each weekly issue of AMM contains concise, comprehensive coverage and analysis of Asia’s 
fast paced stockmarkets. The kind you need to help you assess your current portfolio and to plan 
your future moves. 


AMM Can Help Eliminate Uncertainty 


While AMM can't guarantee you success and profit, it can help you to eliminate some of the un- 
certainty you might otherwise experience. In short, you will be better prepared by being better 
informed to make investment decisions now and in the future. It is always recommended how- 
ever before investing that you seek professional advice. 

A Heritage Second To None 

AMM is prepared and published by National Fair Ltd., awholly owned subsidiary of Review Pub- 
lishing Co. Ltd., publishers of the highly regarded Far Eastem Economic Review, Asia's recog- 
nized authority on the regions’ political, economic and financial affairs. Our Company's consider- 
able experience goes into making AMM an authoritative source of market information. 

A Investment 


patina less than the cost of a weekly lunch at a good 
restaurant, AMM could well prove to be the least expensive investment you make this year. It 
might also prove to be the one of the wisest. seen ene er i i 
your next investment decision. 


Unqualified Money Back Guarantee 

If for any reason after you've received AMM you wish to cancel your order you may do so at any 
time and receive a full refund of the unused portion of your payment. 

Order now while you’re thinking about it and begin receiving the kind of information you want and 
need about the HONG KONG, SINGAPORE, MALAYSIAN, PHILIPPINE, TAIWANESE, THAI, AND 
KOREAN stockmarkets. 








By Rey een RDUM wae: spaces bg ied amet trends 


To: Publications Div., Dept. AMM, Review Publishing Company, Ltd., 
GPO Box 160, Hong Kong. 
C] Yes! Please enter my order to Asian Markets Monitor immediately so that ] can begin to benefit 
from the investment intelligence | will receive each week, | prefer 
C] 1 issue — US$15.00 
[ 26 issues — US$327.00/£198/HK$2,550 
[3 52 issues — US$599.00/£363/HK$4,670 
You may forward payment in equivalent local currency 
C) fenciose mee i payment thereof (cheque payable to Review Publishing Company Ltd.) 
Or, please er my credit card (tick one): 
L] AmericanExpress [ DinersClub ( MasterCard C] Visa 
Card Na eee eee ne eee cca ance t RM 
(please print in block letters) PP: Date 
Name onnen a a A, 


Address 





Tel. 


=., Type of IN nc a a c ee iu 
B Title | -" RO728AMM 















MARKETING SERVICES 
MANAGER 


Asia’s most respected publishing company 
is seeking a marketing services manager to be 
based in Hong Kong. The successful candi- 
date will be a thorough professional with an 
excellent command of English, and full 
familiarity with media research, marketing 


ABSOLUTE BEST INVESTMENT 


Health/itness equipment manufacturing facility plus corporate ` 


offices. Well developed product line; 2.5 mil. income: 3-4 mil. 
for fiscal year 1988. Newly developed and patented products 
not included in above yearly figures. Phenomenal and unli- 


mited sales potential with over 1,000 existing outlets. New 1.3 | 


mil. facility in prime commercial/industrial location in beautiful, : 
historical Saratoga Springs, NY. President’s home overlooking 
one of the U.S.A.’s oldest and most prestigious Golf & Polo 
clubs; family golf club membership included. Well established 
firm; family retiring. Please — only serious buyers with 
adequate capital. F.A.X. 518-584-0039 or write P.O. Box 
1258, Saratoga Springs, NY 12866. 


and promotion. The position will involve the 
eS of research, the preparation of pre- 
Mentations and reports, and liaison with ad- 
vertising agencies. Full range of benefits in- 
cluding medical insurance, provident fund, 
annual bonus and leave. Salary commensu- 
rate with experience. 


If you are looking for an exciting post with 
Asia's most dynamic publishing company, 
please reply with full details to: 





2astern Economic Gener al Manager 


E m | 
REVIEW Far Eastern Economic Review 


G P O Box 160 
NOTICE 








HONG KONG 








vt: 
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p COPYRIGHT REPRINTS 


combined efforts of the Far Eastern Economic Review's large and highly 

illed editorial team have made it the premier source of information for those 
who do business. or have an interest, in or with Asia. 
As a testimony to the publication's editorial quality, many Review articles have, 
over the years, been reprinted in newspapers, magazines, educational textbooks. 
aewsletters etc throughout the world. 
Should vou as an editor. publisher or on behalf of an organisation, educational 
2stabhishment etc wish to enquire about our reprint and copyright charges. please 
address your correspondence to: 
Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong | : 
Tel: 5-293123 Fax: 5-8656197 Telex: 82804 REVMD HX 
We welcome enquiries from all interested parties and assure you of our prompt. 
ndividual attention. 


Readers are recommended 


o make appropriate enquiries and take appropriate advice be- 
ore sending any money, incurring any expense or entering 
nto a binding commitmentin relation to an advertisement. The 
“ar Eastern Economic Review shall not be liable to any person 
or loss or damage incurred or suffered as a result of his/her 
accepting or offering to accept an invitation contained in any 


idvertisement published in the Review. - 7 
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WELCOME TO THE 
MULTI-BILLION DOLLAR 
ARAB WORLD MARKET 


if your organisation has pro- | 


ducts to show or sell, 
technology to introduce, ser- 
vices to offer, then you are 
invited to participate in the 
coming International Fairs 


from Oct 5 to Dec 23, 1988 at 


Sharjah/Abu Dhabi, UAE. 

Contact: Advertiser Box 001, 
c/o Far Eastern Economic 
Review, GPO Box 160, H.K. 








PROPERTY 


HAWAII 
DOWNTOWN HONOLULU 
OFFICE BUILDING FOR SALE 


Leased 42,900 sq ft. Gross 21- 
year ground lease remaining. 
1988 Net Operating Income 
estimated US$395,500. 
Asking price US$4-Million. 
Offers by July 29, 1988 to: 


HENRY ALEXANDER, INC. 
900 Fort Street Mall, Suite 1777 
Honolulu, Hawaii 96813, U.S.A. 
Phone (808) 531-4378; 

Fax (B08) 536-7646. 





This space is reserved for 
Classified Advertisements 


Reservations should be 
addressed to: 


International Classified Manager 
Far Eastern Economic Review 
15th Floor, 80 Gloucester Road 
GPO Box 160, Hongkong 


Te 5-293123 Telex: 62497 REVADHK 
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Importers Wanted! | 
We deliver E 
Daimler Benz, BMW, 
Porsche, automobiles 
and spare parts. 
Contact: 
Dietze & Straub 
West Germany 
Im. — Export since 1975 
Telex 68608 dskfz 
Fax 9305-8333 














If you have something 
tosay...sayit 
in the Classifieds! 





LOS ANGELES, CALIF. | | 
301,000 sq ft office bldg. Fortune | 
500 company  triple-net-leased. - 

US$79-Million. Over 5 acres with = 
water view. CENTURY 21-YOH 1 

ASSOCIATES, 133-18 41st Rd., 
Flushing, New York 11355, USA 
Phone (718) 886-8020, ask for 
Mr. Healey. 
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THE 
DIPLOMAT HOTEL 


2 CHESHAM STREET 
BELGRAVIA 
LONDON SW1X 8 DT 
TEL: 01-235 1544 XB 
TELEX: 941 3498 EXECUT G E s 
FAX: 259-6153 E 
Single: £49.95 + VAT 
Double/Twin: £69.95 + VAT | 
All rooms with private facilities, col- 1 
our television, direct dial telephone, f 
 hairdryers, coffee and tea makers. | 
Substantial breakfast served in | 
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Making a beautiful quilt takes patience, imagination and hard work. 
In the same way, life is what we make it. 

At Komatsu, we build tools for a better life. Around the globe, Komatsu 
robots, excavators, bulldozers, presses and laser machines are working to create 
the world of our dreams. Carefully. Patiently. Piece by piece. 

We don't know how the world will look in a century, or even a decade. 
But we hope that Komatsu can add beauty to the great pattern of life. 


Tools for a Better World 


ete KOMATSU 


Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107, Japan 
Telex: J22812 Phone: (03) 584-7111 Cable: KOMATSULTD 
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Harrier II — the latest version of the world's first 
and only successful V/STOL combat aircraft. 


Rapier — the world's most successful combat-proven 
low-level air defence system. 


Hawk 200 — single-seat fighter version of the 
world's best selling advanced jet trainer — 
strike aircraft. i 


a 


IDS Tornados of the Royal Saudi Air Force. Tornado 
is Europe’s largest military industrial programme. 


JUST SOME OF 
OUR PRODUCTS... 


British Aerospace today 

designs and builds more types of civil 
and military aircraft, missile systems, 
defence weapons and space systems, and. 
has more collaborative agreements with 
more countries than any other company 
in the world. Ei 0 NAE 


British Aerospace pic, 11Strand, London.. 
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Singaporean views 


As one of the 99 who wrote to the clerk 
of parliament on the Team MPs bill, I 
am most disappointed to see that the bill 
has now been passed by parliament 
without my views having been taken 
into account. 

My view does not stop at saying that 
minority representation through Team 
MPs is not genuine as the Singa- 
pore Malay National Organisation has 
done, but it explores and lays bare 
the sham of such representation. It 
shows the fallacy in the argument that 
through Team MPs minority represen- 
tation is assured. For if the premise that 
the people are voting along racial lines is 
true, it follows very logically that the 
more a minority race candidate is pre- 
pared to sacrifice the rights of the 
minority races, the greater are his 
team's chances of winning in such con- 
stituencies by Chinese votes. 

Such a candidate will do more to in- 
gratiate himself with the Chinese than 
to speak up for his own community. For 
instance, such a candidate may try to 
speak in Mandarin during an election, 
send his children to school to learn 
Chinese rather than his mother tongue 
and let this be known publicly, and at 


LETTERS TO THE EDITOR 


the same time advocate the learning of 
Chinese by all Singaporeans irrespec- 
tive of race. He may even marry à 
Chinese not for love but with this same 
selfish motive in mind. All this will en- 
sure votes from the Chinese majority for 
his team, though the minority races 
themselves would shun him. 

So such representation can end up 
being just a camouflage and a disservice 
to the minority races and it would be far 
better not to have this deceptive facade. 
For a true representation the minority 
race MPs must be voted in by the minor- 
ity races themselves. I see no alternative 
to this. 

But First Deputy Prime Minister 
Goh Chok Tong, I understand, feels 
that such genuine representation could 
lead to political parties taking on a ra- 
cially extreme approach. But the minor- 
ity races feel that this denial is to enable 
the majority race to practice racial dis- 
crimination unchallenged as the 
Chinese will then always be the only 
ones to enjoy genuine representation by 
virtue of their overwhelming majority. 

Because of this, the Malays have 
been discriminated against in the armed 
forces; first, I believe, surreptitiously 
under the guise of meritocracy and, 
later, openly under the excuse that they 
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could not be trusted in case of a conflict 
with Malaysia or Indonesia, forgetting 
that the same question of loyalty will 
arise with the Chinese if the attack were 
to come from communist China. 

Policies on eugenics which smack of 
racism and the overt classification of 
those coming from Hongkong, Taiwan, 
Macau and South Korea as traditional 
sources of labour while not according 
the same status to those coming from 
India and Sri Lanka, who were the tra- 
ditional sources of labour during the col- 
onial days, are other instances of such 
biased thinking. 
Singapore Manuel J. Pakianathan 
Now that Devan Nair has broken ranks 
with Lee Kuan Yew, would he confirm 
that Tan Wah Piow's alleged rioting 
the premises of the Primary Industries 
Employees Union in 1974 was a political 
frame-up concocted by Phey Yew Kok 
and his cronies? 

Why isn't the Singapore Govern- 
ment making serious attempts to bring 
Phey back to stand trial? If they could 
trace Peter Tham and the 'Abalone 
King' for their misdeeds, why not Phey? 
He could not have flown to the moon or 
Mars, or is he conveniently being kept 
away for reasons known only to the Sin- 
gapore Government? 

Phey's case is definitely more impor- 
tant to Singaporeans than those of 
Tham and ‘Abalone King’ as it involves 
political and moral principles. 

Do not forget that Tan and two 
others had to serve their terms in jail 
even though they had claimed in court 
that they had not rioted, There were 
witnesses who said this. 

Was Tan framed because he knew 
Phey was milking the funds from t 
unions and from the retrenchment be- 
nefits of workers? 

Were Nair and other members of the 
Singapore Government privy to this in- 
formation at that time? Let’s have the 
truth, Devan, after all you said in your 
open letter to the prime minister that 
“what will ultimately prevail is the sea- 
son of truth” — and that also applies to 


people like Tan. 
Singapore ‘Former NUS Student’ 
| Separate systems 


In reference to Chang Jen Hsieh's letter 
about the “one country, two systems” 
experiment [23 June], I found difficulty 
understanding his way of thinking. We 
live in a culturally segregated world, as 
social human beings. To “open up” a 
heretofore socially isolated region 
should not mean cultural exclusiveness 
(as his letter suggests, but I do hope I’m 
wrong). If Chang is a citizen of an Asean 
member country, I think he would be 
able to see this point. 


Bandung, Indonesia Mudiharto 





When Datuk Seri Mahathir Mohamad 
became prime minister in 1981, the ma- 
jority of Malaysians thought it was the 
dawning of a new era for Malaysia. 
Here was a man, a locally trained doc- 
tor, who was likely to understand the 
needs and aspiration of the average 
Malaysian. Here was a man who wrote a 
book and dared to tell off even bumiput- 
ras for being slow and unprogressive. 
Malaysians thought they now had a 
leader who would listen and act wisely, 
and administer by consensus. We 
thought he would fulfil his promise of a 
clean, efficient and trustworthy govern- 
ment. An open government, where 
freedom of speech and democracy 
would prevail. 

It was rumoured that Mahathir and 
his deputy Datuk Musa Hitam were of 
mixed blood and thus would be able to 

derstand the fears and feelings of 

n-bumiputras. Together the 2Ms 
would unite the nation, bring progress 
and prosperity and prepare the nation 
to meet the challenges of the 21st cen- 
tury. 

Malaysians had so much confidence 
in the new 2M administration that oppo- 
sition leaders were believed to be un- 
necessary. This was reflected by the 
1982 general elections where the oppo- 
sition Democratic Action Party was 
soundly defeated even in urban, 
Chinese-dominated constituencies. 

Four years down the road and many 
scandals and failed policies later, this 
same prime minister had to threaten the 
people to return to power in the 1986 
general election. His famous quote, 
“there will be chaos if Barisan Nasional 
loses,” was probably what won him his 
second term as prime minister. 

Now Malaysia seems to be in yet 
another era, an era of fear and suspi- 

m, the road to dictatorship. It started 
„aen Mahathir tried to cover up the 
BMF scandal, but Tan Sri Ahmad Nor- 
din got in the way. So Mahathir 
threatened Ahmdd with a law suit and 
that got him out of the way. Then Maha- 
thir tried to throw out a couple of for- 
eign journalists. Unfortunately the 
judiciary got in his way; they decided in 
favour of the journalists. — 

When Umno’s internal political 
problems got out of hand, Mahathir di- 
verted attention by putting away oppo- 
sition leaders, those of social-interest 
groups, religious leaders and Chinese 
school headmasters under the Internal 
Security Act (ISA). Unfortunately, the 
judiciary got in his way again, they de- 
cided in favour of Karpal Singh in his 
habeas corpus suit. The judge freed 


Karpal but he was rearrested. 

And while we're at it, why not close a 
few local newspapers. This would si- 
lence anybody who has anything to 
say that Mahathir does not want to 
read. 

In order to remain as president of his 
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Y and thus 
out party dissidents and yet again the 
judiciary got in the way. They decided 
against Mahathir. 

So what would an aspiring dictator 
do? Oh yes, sack the lord president, that 
would send a chilly message to every 
member of the judiciary. Further humi- 
late the lord president by getting his 
juniors pass judgment upon him. This 
would certainly get all judges to make 
“right” decisions when it comes to cases 
involving the prime minister. 

Once the lord president is removed 
and the next lord president subjugated, 
then Malaysia is only two steps from 
total dictatorship. The penultimate step 
is to suspend the general election — be- 
cause the electorate is not able to make 
the right choice from Mahathir’s point 
of view. It pays to remind the last few 
people in Malaysia who may be able to 
change the course of Mahathir’s path to 
absolute power, that Mahathir was the 
person in the midst of the constitutional 
crisis of 1983, which would have re- 
moved the power of the king to prevent 
the passing of legislation by refusing to 
grant royal assent. 

For foreign investors reading this let- 
ter, do not despair. Malaysia is a country 
full of natural resources and a large pool 
of trained and skilled manpower. We 
have 30,000 unemployed graduates, 
many good people doing nothing, some 
better ones detained under the ISA and 
the best waiting to come home. In gen- 
eral the average Malaysian is peace lov- 
ing and hardworking. Get your invest- 
ment dollars ready. This letter was writ- 
ten in Malaysia, by the time you print 
this letter (if it is worthy of being 
printed), the writer will be safely resi- 
dent in Australia. 
Kuala Lumpur 


Undeserved slur 


I refer to the article Singapore Inc.’s 
corporate security service [STH COL- 
UMN, 30 June], in particular the para- 
graph; “The ISD [Internal Security De- 
partment] has informers in every gov- 
ernment department and is said to keep 
tabs on all senior civil servants and most 
cabinet members. It is also liberally 
represented in the media, including The 
Straits Times and the Singapore Broad- 
casting Corp. However, its main worry 
seems to be religious and political or- 
ganisations, judging by its crackdown 
on these groups over the past year.” 
That was a cheap shot. I have no 
reason to doubt the integrity of all my 
colleagues; they certainly do not de- 
serve the slur. The onus is on you to 
prove what you stated as a fact. Name 
the ISD informers or agents. Your fail- 
ure to do so will show just how low you 
are prepared to stoop in your campaign 


Philip Ho 


against Singapore. Leslie Fong 
| Editor 
Singapore The Straits Times 





prime minister of 
alaysia, Mahathir attempted to kick | 


.* Ii is common knowledge amon 


| former president is referred to as. 






most Singaporean journalists that Th 
Straits Times, and other Singaporea 
media, are infiltrated by the ISD. Wha 
we have stated in the article is therefore a. 
matter of fact. We are, however, not pre- 
pared to disclose the identity of the (well- | 
known) informers within your organisa- | 
tion as it is our concern that to do so will | 
result in the REVIEW being prosecuted by | 
the Singapore Government or subjected | 
to actions, legal or otherwise, which will | 
be taken by the ISD on the informers in 
question. In fact, Leslie Fong does not 
deny the existence of ISD informers | 
within his organisation. 
On another question of fact, Fong | 
states in The Straits Times of 12 July that 
the “latest issue of the Far Eastern Eco- | 
nomic Review breathed not a word | 
about the white paper" which details alle- | 
gations about Nair. This is a lie. The 
issue of the REVIEW, published on 7 July | 
and cover-dated the 14th, rehearsed the: | 
white paper's allegations in an article en- | 
titled Delving in the mud. The following | 
week we printed Nair's response in our | 
LETTERS column. 5d 
















The pirated edition of the REVIEW is the- 
only media event to look forward to in 
the stultifying stupor into which the Re- 
public of Singapore has sunk. The local: 
media has become stridently sycophan: 
tic, with the television news dominated 
by diatribes against any group or person 
who questions the "Lee-way." The 
"Devan" denying him even the common 
honorific of "mister." Any questions 
posed in parliament by the lone opposi- : 
tion member are met with orchestrated | 








abouts are telecast in excruciatin 
tail. ; BE 
Perhaps the saddest aspect of the | 
whole sorry mess is that the regime has |. 
been successful in emasculating the | 
younger, educated Singaporeans. The = | 
typical reaction of a Singapore yuppie is | 
that it really does not concern him and |. 
"all said and done, Singapore is still a ..| 
safe and stable place." How long will it. |. 
be before this ostrich-like attitude is | 
changed? If people do not begin to as- 

sert themselves, Singapore’s future is: 

infinitely more clouded than Hong- 

kong's, 1997 notwithstanding. fe 
Singapore Philip Smith - 


No, this is me 


After reading the intriguing and consis- | 
tent misspelling of my name in your re- | 
cent article [Let's go visit China land, |. 
21 July], I toyed briefly with the idea of |- 
superscribing the line “Dean L. Glitter | 
presents . . .” above the "China, USA" 
title of my theme park. Upon reflection, 
however, I have decided to keep the | 
surname bequeathed me by my father. 

New York Dean L. Gitter 
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On April 28, 1988, Peking made public the most important 
concrete development affecting Hong Kong's future yet: the first 
draft of the Basic Law. The Basic Law is the mini-constitution 
that will govern Hong Kong once the Union Jack is lowered for 
the last time on June 30, 19977, and the territory's 5.6 million 
people are looking at it closely to see whether it guarantees the 
precious rights and freedoms spelt out in the Sino-British Joint 
Declaration four years ago. 


This book is the first to deal with the implementation of the 
Sino-British Joint Declaration and the Basic Law. Seven 
prominent members of the Hong Kong community raise critical 
issues for Hong Kong's future that will come under increasing 
public debate as the countdown to 1997 continues. 


The foreword is by David Bonavia, former Peking correspondent 
for the Far Eastern Economic Review and now a columnist for the 
South China Morning Post. Mr. Bonavia is author of several 
books, including Hong Kong 1997: The Final Settlement. 
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ikhail Gorbachov's July 1986 policy statement at Vladi- 
vostok that the Soviet Union was seeking a constructive 
role in the Asia-Pacific region was greeted with scepticism by 
many observers. But Gorbachov's Asian initiative has since 
acquired substance. Correspondent Sophie Quinn-Judge 
reports from Khabarovsk and Tynda that Moscow's moves 
are geared to a new emphasis on trade and economic ac- 
tivities in the region as it grapples with developing the vast 
resources of its own Far East territories. In Urumqi, Robert 
Delfs looks at the revival of the traditional Sino-Soviet 
cross-border trade, while Tai Ming Cheung analyses 


changes in the Soviet military posture in the Pacific. 


Page 24. 


Cover photographs by Novosti (Baikal-Amur Railway) and Associated Press (inset). 
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Page 12 
rmese leader Ne Win retires from 
' chairmanship of the ruling party 
during a party congress which called 
for sweeping economic changes. But 
he could continue to pull the strings of 
power from behind the scene. 





Page 13 
Cambodia's warring factions and in- 
terested regional parties sit down to 
talk at the long-awaited ‘informal 
meeting' near Jakarta, while not far 
away Prince Sihanouk makes his own 
moves. 


7 ge14 

lurry of exchanges between Pyon- 
gyang and Seoul brings relations be- 
tween North and South Korea to their 
warmest in more than two years. 


Page 16 

Thai Prime Minister Prem appears set 
to serve a fourth term in the country's 
top post following nationwide elec- 
tions. 


Page 17 

Malaysia's Supreme Court turns 
down its suspended lord president's 
last legal argument against moves to 
dismiss him. 


Page 22 

Singapore's ruling PAP nervously 
draws up new election rules and 
heads off the threat of possible oppo- 
sition gains in parliament. 


Page 23 

President Zia's announcement of 
non-party elections confuses the op- 
position in Pakistan. 





Page 44 

Opposition domination of the South 
Korean National Assembly is forcing 
the government to rethink the state's 
strong links with and favourable treat- 
ment of big business. 


Page 45 

A cabinet reshuffle in Taiwan places 
key economic portfolios in the hands 
of generally younger, reform-minded 
technocrats. 


Page 46 

Benguet Corp., the Philippines’ 
biggest gold producer and oldest 
mining company, casts off the trou- 
bles of the past few years. 


Page 48 

Chinese economists warn that con- 
sumer spending on electrical goods 
and non-staple foods is eating up 
scarce resources and distorting eco- 
nomic development. 


Indonesia’s failure to clamp down on 
illegal mining in foreign concession 
areas threatens to take the steam out 
of the country’s gold boom. 


Page 52 

Li Ka-shing, Hongkong’s richest en- 
trepreneur, appears to have regained 
his touch with a string of dazzling 
deals. But doubts remain about his 
autocratic style of management. 


Page 59 
Hongkong’s World-Wide Shipping 
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group accuses South Korean giant | 


Hyundai Heavy Industries of breach- 
ing a US$120 million contract to build 
three tankers. 


Page 60 

The sharp fall in Japanese share 
prices after moves to end the Gulf War 
revived fears of higher oil prices, un- 
derlines the fragility of sentiment on 
the Tokyo market. 
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REGIONAL 


Philippines and US 
suspend bases talks 
Philippine Foreign Secretary 
Raul Manglapus has an- 


nounced the suspension of 
talks reviewing the 41-year-old 
Philippines-US Military Bases 
Agreement (MBA). The re- 
view, which began on 4 April, 
has highlighted differences 
between the two sides about 
bases operations, nuclear 
weapons and compensation, 
“Right now the positions are 
so far apart that I do not think 
we can resume,” Manglapus 
said on 26 July. Although 
the US panel on the same day 
said it did not consider the 
talks suspended, postponing an 
MBA review agreement until a 
new US administration takes 
office next year has increasing 
appeal to both sides. 

— James Clad 


Burmese rebel armies 

fight over border trade 
Fierce fighting has broken out 
between Mon and Karen anti- 
Burmese Government rebels 
at Three Pagodas Pass on the 
Thai-Burma border. Several 
hundred heavily armed Karen 
troops attacked the Mon posi- 
tions near the pass on 23 July. 
Casualties are still unknown, 
but more than 30 rebels are be- 
lieved to have been killed. 

The two insurgent armies 
appear to be fighting for con- 
trol over the taxation of the lu- 
crative black-market trade be- 
tween Thailand and Burma. 

— Bertil Lintner 


India's Gujarat state 
disarms police 


Paramilitary forces and troops 
have replaced policemen in 
India's Gujarat state who went 
on a statewide strike marked 
by shooting, arson and general 
violence on 25 July. Although 
the revolt had been brewing for 
months, matters came to a 
head when the policemen 
backed the refusal of some of 
their colleagues to go to ter- 
rorist-infested Punjab. 

— Salamat Ali 


Vanuatu's Lini expels 
rival from parliament 


Vanuatu Prime Minister Wal- 
ter Lini's 25 July expulsion of 
pu rival Barak Sope and 
our of his supporters from par- 
liament has sparked a military 
alert and a full-scale constitu- 
tional crisis. Sope, accused by 


10 


Lini of inciting anti-govern- 
ment rioting earlier this year, 
challenged the action in court, 
and though one petition 
against his expulsion was re- 
jected, judgment on a second 
was reserved. The second peti- 
tion challenges the speaker's 
ruling that a quorum was con- 
stituted by the 23 of the 46 
members present in parliament 
— one less than usually ac- 
cepted. — Michael Malik 


Kanak leader fails to 
sell deal with France 


Jean-Marie Tjibaou, the leader 
of the Kanak Socialist National 
Liberation Front (FLNKS) 
separatist movement, has 
failed to sell a new deal with 
France on the future of New 
Caledonia to the militant mem- 
bers of his movement. 

Tjibaou — whose task was 
not helped by the ready en- 
dorsement of the agreement by 
the rightwing settlers’ Rally for 
HAMISH McDONALD 
my 





Tjibaou: deal rebuffed. 


New Caledonia in the Republic 
— was told by his supporters to 
seek changes in the agreement, 
under which a vote on self- 
determination would not come 


for 10 years. — Michael Malik 


Taiwan oppositionists and 
police clash at airport 

In what appeared to be a signal 
for the resumption of anti-gov- 
ernment demonstrations, hun- 
dreds of opposition party mem- 
bers and riot police clashed vio- 
lently on 24 July at Taipei air- 
port when immigration offi- 
cials blocked the entry of Chen 
Wan-chen, a US-based dissi- 
dent advocating Taiwan's inde- 
pendence. 

About 1,000 Democratic 
Progressive Party (DPP) mem- 
bers were welcoming home 
Hong Chi-chang, a DPP nation- 
al assemblyman, when they 
learned of Chen’s attempt. 
Hong faces questioning over 
the bloody 20 May anti-govern- 
ment riots. — Shim Jae Hoon 


BUSINESS 


Insider traders to 
face sanctions 
New Zealand Attorney-Gen- 
eral Geoffrey Palmer on 21 
July introduced tough insider- 
trading legislation into parlia- 
ment which will enable disad- 
vantaged investors to seek 
hefty damages. The bill also 
provides a framework for the 
regulation of the futures indus- 
try to curb fringe brokers who 
Palmer said were responsible 
for losses of more than NZ$20 
million (US$13.4 million). 

— Colin James 


Foreign ownership of 
cable TV restricted 


The Hongkong Government 
has decided to restrict foreign 
ownership of a cable TV broad- 
casting licence to 49% and no 
single foreign partner will be 
allowed more than 10% equity 
— identical to restrictions on 


wireless TV broadcasters. 
Separate licences will be 
ranted for broadcasting and 


or installing the network. No 
ownership restrictions will 
apply to the network licence. 
ross-holdings between cable 
and wireless TV or radio 
licencees may not exceed 1576. 
— Christopher Marchand 


Singapore's UIC nearer 
control of Roxy 
Malaysia's Foreign Investment 
Committee and Bank Negara 
(central bank) have approved 
Singapore's United Industrial 
Corp. (UIC) acquiring up to 
60% of the enlarged capital of 
Roxy Electric Industries 
(Malaysia). Roxy, meanwhile, 
has received approval for its 
one-for-one rights issue, which 
UIC will underwrite. UIC still 
needs two other official ap- 
provals before it can acquire 
control of Roxy via the rights 
issue. With control of Roxy 
comes control of the Develop- 
ment and Commercial Bank. 

— Nick Seaward 


Taiwan broadens 

indirect trade 

Taiwan’s Board of Foreign 
Trade on 20 July sire in- 
direct imports from China of 20 
key industrial and agricultural 
raw materials. They were 
added to 30 others already on 
the list. The long-awaited an- 
nouncement is expected to 
stimulate local industries which 
may now buy cheaper raw ma- 
terials from China, provided 
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they pass through a third terri- 
tory, such as Hongkong. The 
newly approved items include 
iron ore, steel, coal, wool, cot- 
ton and silk. — Jonathan Moore 


Indo-Nepal trade 
treaty extended 
The trade treaty between India 
and Nepal was extended for 
another three months on 24 
July pending new talks be- 
tween the two governments, 
the second extension since the 
treaty gos on 24 March. 
A Nepal Foreign Ministry 
spokesman said India's Central 
ommerce Secretary, A. N. 
Verma, will meet Nepalese 
counterpart Damador Gautam 
in Kathmandu in late August to 
conclude new treaties on tra 
and transit rights for lan. 
locked Nepal. | — K. M. Singh 


South Korea allows 

beef imports 

South Korea will import 14,500 
tonnes of beef this vear in an ef- 
fort to defuse trade tensions 
with the US, Australia and 
New Zealand. South Korea 
suspended beef imports in 1985 
in the wake of a domestic glut. 
But the US is expected to press 
ahead with its demand for the 
setting up of a Gatt panel on 
Seouls quotas, which the US 
regards as an unacceptable vio- 
lation of international trade 
agreements. — Mark Clifford 


China frees prices 
on top-brand tobacco 
China has decontrolled prices 
of quality famous-brand ci- 
garettes and tobacco in a t 
to stimulate production and 
reduce black-market activity. 
Ironically, the announcement 
was made at the same time as à 
State Council statement that 
there would be no major price 
decontrols for the rest of the 
year. The measure, effective 
from 28 July, will push up 
cigarettes and tobacco prices. 
— Louise do Rosario 


New Japanese stock 
indicator in London 

The International Stock Ex- 
change (ISE) in London, in 
conjunction with Nihon Keizai 
Shimbun | newspaper, has 
launched a new index based on 
Japanese shares. Known as the 
ISE-Nikkei 50, the new index is 
based on prices for 50 leading 
Japanese shares and is linked 
to the Nikkei 225 Index. The 
Japanese equity market in 
London allows European in- 
vestors to deal in their own 
time zone. — Anthony Rowley 
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SINO-KOREAN BANK 
Executives from the Bank of China 
met in Hongkong with the president 
of Ssangyong Securities, which is 
affiliated with one of South Korea's 
largest business groups, to discuss 
setting up a joint-venture bank. The 
bank, which would be based in 
Hongkong, would facilitate growing 
Sino-South Korean trade. The 
meeting followed a high-powered 
South Korean mission to China in late 
June and early July, which included 
Daewoo group chairman Kim Woo 
Choong. 


NORTH SEA EQUITY 


Idemitsu Kosan, Japan's largest 
private oil importer, is planning to 
'est in oil production in the North 
a, probably through an equity 
stake in an existing producer in the 
Norwegian sector. The plan forms 
part of a move by companies in 
the downstream sector of Japan's oil 
industry to become more heavily 
involved in the upstream sector. 
Investment in the North Sea is seen as 
being politically safer than investment 
in a Middle East country. 


TOURIST TOUTS 
The Shenzhen Special Economic 
Zone (SEZ) may soon suffer the riots 
and social unrest seen recently in- 
Hakou, capital of the newly formed 
province of Hainan island, after it was 
deluged by unemployed youths 
seeking jobs. In Shenzhen, 
unemployed youths from the 
provinces are swamping the SEZ- 
Hongkong railway customs - 

ieckpoint, hotels and other major 
«,urist centres trying to earn quick 


BURMA 

Burmese rioters looted and burned build- 
ings in defiance of a curfew and ban on public 
gatherings, it was reported (20 July). Martial 
law was declared in the northern city of 
Prome after six days of rioting (22 July). Bur- 
mese strongman Ne Win submitted his resig- 
nation as head of the ruling party after 
months of riots (23 July). Hard-liner Sein 
Lwin was elected to head the ruling party re- 
placing Ne Win (26 July). 


INDIA 
Security men bodily picked up 15 Indian 
oliticians and threw them out of the Gujarat 
state Assembly for demonstrating against a 
proposed tax. A group of suspected Sikh 
militants shot and killed 11 people including 
eight Sikhs in Punjab (22 July). Police in 
Gujarat were disarmed and armouries seized 
, to prevent a revolt after their leaders 
| were arrested, it was reported. Sus- 


money on black-market currency 
exchanges and other services. Touts 
also offer customers at the 
checkpoint's taxi-stand a bargain 
price for abortions at HK$350 
(US$45.16) — plus the taxi fare — at 
a local hospital. 


CONTEST NARROWS 





Hongkong's Cathay 
A | Pacific Airways has 
4 | dropped the McDonnell 


| ZZ Douglas MD11 trijet 
|Cathay Pacific, | from its list of potential 
replacements for its 
Asian regional fleet of 14 Lockheed 
L1011 TriStars. Still in the running 
are the twin-engined, and thus 
more economic, Airbus Industrie 
A330 with up to 328 seats and a 
projected and possibly rewinged 
version of the Boeing 767 with 
up to 342 seats, both of which could 
be available in late 1993. Cathay 
expects to make a decision late this 
year. Its choice has been delayed 
'ecause of its wish to stick to 
Rolls-Royce engines, which power 


| the 285-seat TriStars and its 15 


Boeing 747s, and which have only 
recently become options on all three 
contenders. The price of each aircraft 
is expected to be about US$70-80 


million. Cathay is also ordering a 
| third 747 freighter to join its fleet in 
late 1989. 


ILLEGAL TRADE 

Burmese Ambassador to Bangkok 
Nyunt Swe is understood to have 
made a number of unpublicised trips 


| inrecent months to observe border 
smuggling along Thailand's 


northwestern frontier with Burma. 


pected Sikh separatists killed one of their 
own faith's high priests (25 July). Four cen- 
trist parties announced a merger to challenge 
the Congress party (26 July). 


MALAYSIA 

The Supreme Court lifted a temporary 
order restraining a government-appointed 
tribunal set up to investigate the country's 
top judge, Tun Mohammed Salleh Abas, 
from sending its report to the king (22 July). 
The Supreme Court will hear an appeal on 8 
August by 11 politicians against a High 
Court ruling that the United Malays Na- 
tional Organisation was illegal (27 July). 


| NEW CALEDONIA 


Independence-seeking Melanesians re- 
fused to ratify a Paris-backed accord for 
peace in the territory and demanded it be 
drafted to include decolonisation measures 
(24 July). 
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troops on full alert ( 





Strong recommendations were | 
subsequently forwarded to Rangoon 

to legalise the illicit trade, which fora | 
long time has been under the control | 
of various anti-government ethnic -1 
rebel groups, so that much-needed 

tax revenue could be extracted. The . | 
idea was supported by the Thais and | 
could well be part of the economic- 
reform package being worked out by 

the Rangoon authorities following 
recent unrest. However, one major 
stumbling block is that the Burmese 

will have to counter the rebels’ 

influence to establish secure trading 
points. 


ASEAN AWARENESS 


Philippine President Corazon 

Aquino has responded to diplomatic 
pressure to mend fences with Asean. | 
by reinstating an oft-postponed plan . | 
to visit Brunei. However, a planned 
visit to Malaysia has yet to eventuate. 
Comparisons have been made zu 
between her recent travel elsewhere 
in the region and in Europe, and her © 
government's earlier rhetoric about 
becoming a “team-player” in Asean.. 
Apart from a current deterioration in - 
relations with Malaysia over : 
conflicting claims in the Spratly 
Islands, fishing zones and the q 
resolution of the long-standing Sabah- 
claim, other recent events have also ~ 
earned her government few kudos for 
Asean awareness. These include : 
Aquino's lavish praise for her hosts 
during her April visit to China, and 
Indonesian dismay at visiting E 
Portuguese President Mario Soares _ 
taking advantage of a June conference 
in Manila to raise the East Timor — 
issue. 





PHILIPPINES cF 

Talks with the US on a review of the Mili- a 
tary Bases Agreement were suspended (26 |. 
July). 


TAIWAN 

The ruling Kuomintang party announced 
sweeping changes to the cabinet that brought | 
more younger leaders into the government o| 
(20 July). F 


THAILAND de 
Muslim separatists set fire to nine rural 
schools and two people died in a grenade at- |. 
tack in violence during the general elections | 
(24 July). GE 


VANUATU 
Prime Minister Walter Lini sacked his. 
main rival from the ruling party, Barak. 
Sope, and placed pole and paramilitary 
5 July). 


















-- By Bertil Lintner in Bangkok 


W hen the emergency congress of the 
ruling Burma Socialist Programme 

Party (BSPP) began on 23 July, its 
| chairman, founder and sole guiding 
light, Ne Win, surprised the delegates 
with an unprecedented opening speech. 
Not only was he going to resign, but five 
other top party leaders were going to as 
well: Vice-Chairman San Yu (who is 
also the president of the republic), Gen- 
eral Secretary Aye Ko (also vice-presi- 
dent), Joint General Secretary Sein 
Lwin (secretary to the State Council), 
| Kyaw Htin (minister of defence) and 
: Tun Tin (minister of planning and fi- 


|. nance). 


f. Far-reaching reforms were also 
| suggested. Ne Win stated that "the cur- 
I. rent congress is requested to approve a 
|. national referendum . . . [to answer] the 


|. question . . . [whether we should have] a 


a multi-party or a single-party system." 
|. Moreover, it was proposed that the pre- 


: <- sent state monopoly on trade and indus- 
|. try should be lifted, except in strategic 


‘sectors, such as arms, teak forestry, 
mining, and petroleum. 

|. Most observers were taken aback, 
Jj almost believing that the recent, wide- 


| spread unrest in Burma had forced an 


|| end to 26 years of one-party rule. 
‘| But when the three-day congress was 
| over on 25 July, surprisingly little re- 
|. mained of all these revolutionary pro- 
| posals. The congress approved the res- 
.| ignations of Ne Win and San Yu — but 
ok: the other four leaders were requested to 
| stay on. The plan to hold a referendum 
-|; was scrapped, since, in the words of one 
delegate, “the 1974 referendum already 
has approved the present constitution," 
[| whose Article 11 stipulates that the 
| BSPP “is the sole political party and it 
shall lead the state." The emphasis will 
be on economic reforms so “we need na- 
tional unity" which only *the one-party 
system can guarantee." 

As for Ne Win’s own future position, 
analysts recall the speech he made in 
November 1981 when he relinquished 
the presidency in favour of San Yu, but 
retained his post as BSPP chairman. He 
said then: “Though I will not be in the 
Pyithu Hluttaw [parliament] or the 
| councilofstate, I shall be watching from 
.| the party and when I give advice where 
{| needed, do things with discretion. I 


-| shall continue to do things, but all those 
«b who would be directly concerned with 


the practical aspects of the work should 


.| exercise utmost caution." 


Today, Ne Win holds no official po- 


^] sition, but his stature in Burmese society 

















is still strong enough to "give advice 
where needed." There is actually no in- 
dication that he has finally given up the 
absolute power he has exercised since 
his coup in 1962. "When the smoke has 
cleared again, we'll probably find that 
Ne Win is still there, powerful as ever, 
but ruling from behind the scenes," 
commented one diplomatic source. 
Another observer compared Ne 
Win's new role with that of Deng Xiao- 
ping in China, who maintains a similar, 
hazy role as a senior adviser, above both 
the state and the party. On 26 July, in a 
surprise announcement, the congress 
appointed hardliner Sein Lwin as the 
new party chairman. Ne Win will be 


able to manipulate the new chairman 
from behind the scenes, as both are of 
the same mould and will resist political 
liberalisation. 


Axes the heads that actually had to 
roll at the congress in addition to that 
of San Yu — who, despite his high posi- 
tion, was never considered strong 
enough to succeed Ne Win in any case 
— were those of: prime minister Maung 
Maung Kha and attorney-general Myint 
Maung. The purged prime minister had 
earlier been considered by analysts as a 
likely successor to Ne Win. 

On the eve of the congress, Min 
Gaung, the minister of home and religi- 
ous affairs, and Thien Aung, the head of 
the People's Police Force (PPF) in 
Rangoon were also dismissed in con- 
nection with the officially admitted 
deaths by suffocation of 41 people who 
had been kept in a police van for 





Ne Win is replaced as party chief by hardliner 


| 
| 











several hours during the March riots. 

However, observers point out that 
the PPF was hardly involved in the sup- 
pression of these riots — a task which 
was delegated to the lon htein, or the 
riot police — and Min Gaung's role in 
the same affair was also negligible. The 
main culprit, according to Rangoon- 
based diplomats, was Sein Lwin. Ana- 
lysts seem to agree that both Min Gaung 
and Thein Aung were little more than 
scapegoats for the bloodshed during the 
recent unrest. 

In a reference to possible future d 
turbances, Ne Win said in his opening 
speech: “I have to inform the people 
throughout the country that when the 


I TENK IT 
4 SAFE TO GET 
OFF NOW? 
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army shoots, it shoots to hit; it does not 
fire in the air to scare . . . therefore, I 
warn those causing disturbances that 
they will not be spared in the future 
when the army is brought in to control 
disturbances.” i 

Perhaps not surprisingly, the con- 
gress was unanimous in denouncing 
former brigadier-general Aung Gyi, an 
outspoken critic of the government's 
policies. His open letters to Ne Win are 
widely believed to have inspired the 
protest movement which preceded the 
congress and indirectly influenced the 
recently announced reforms. 

Ne Win, in his speech, accused Aung 
Gyi of being responsible for the blowing 
up of the Rangoon students’ union 
building in 1962 — an act most histo- 
rians say the strongman himself or- 
dered. Other delegates said that Aung 
Gyi was “disloyal” and they even 
questioned his patriotism — an im- 
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portant issue in xenophobic Burma. 
So what does all this amount to? 
There seems to be little doubt that 
the congress was carefully orches- 
trated. Cautious observers say BSPP 
meetings always are little more than 
rubber-stamp functions approving deci- 
sions Ne Win has already made — and 
the proposals and counter-proposals 
were part of the show, with the dele- 
gates simply reading out speeches which 
had been written for them beforehand. 
Analysts seem to agree that the final 
outcome of the congress was in tune 
with Ne Win’s old policy of wielding 
both the stick and the carrot. He pro- 
mised economic reforms to please the 
public. At the same time, he made it 
clear that if people still want to protest, 
there will be no mercy. And there will 
be no fundamental change in the top 
leadership of the country. 
What remains is the promise of eco- 
~ mic reforms, and even here there are 
veral question marks, according to 
observers in Rangoon and Bangkok. In 
order to implement these reforms effi- 
ciently, competent and experienced 
ersonnel are needed; it is not enough 
Just to legalise and collect taxes on the 
already existing black market, which 
the congress recommended. 


Bums best economists and tech- 
nocrats today are living abroad, in 
Thailand, Australia, the US and Bri- 
tain. Most of these exiles left for politi- 
cal reasons and many of them are or- 
ganised along political lines in the coun- 
tries where they now reside. Unless the 
present political system is also radically 
liberalised, there is little prospect of 
them showing any interest in returning 
and participating in the task of rebuild- 
ing the crisis-ridden country. 

Therefore, analysts say, it is doubtful 
whether the officially announced mea- 

res will produce any real solutions to 

irma’s problems, unless there are 
similarly far-reaching political reforms. 
There is a widespread belief among ob- 
servers that Ne Win's real reason for an- 
nouncing the changes was to consoli- 
date his power while courting interna- 
tional sympathy, in the hope of preserv- 
ing his place in history, which has always 
been his main concern. The ruthless 
suppression of the recent riots, which 
severely tarnished both the image of Ne 
Win and Burma abroad, it is argued, 
forced him to act. 

But by announcing the reforms, Ne 
Win may have initiated a movement he 
is unable to control. Neighbouring 
Thailand usually refrains from com- 
menting on internal developments in 
Burma, but a surprisingly strongly 
worded editorial in the Bangkok Post 
said on 26 July: “The winds of change 
have struck Burma with seemingly hur- 
ricane force. It remains to be seen 
whether the old-guard leadership will 
be left intact, or, succumbing to the laws 
of evolution, be blown away." oO 
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FOREIGN RELATIONS 


Nervous start for Thach, Thongsavath, Alatas and Hun Sen. 





The prince offstage 


Sihanouk responds to Heng Samrin proposal 


By Rodney Tasker and Michael Vatikiotis in Bogor 


he meeting of four warring Cam- 

bodian factions in the stately setting 
of an old colonial palace near Jakarta 
may prove to be only a nervous start on 
a long haul to peace, but the fact that 
they sat down together at all will ensure 
the event a place in history. 

Dubbed the Jakarta Informal Meet- 
ing (JIM), in fact the talks took place 
under an awkward format in the nearby 
resort of Bogor. At the end of the first 
day of meetings on 25 July, it became 
clear that the four factions were set to 
sniff around each other rather than talk 
seriously about a joint programme lead- 
ing to a political settlement. 

However, the Cambodians — the 
Vietnamese-backed Heng Samrin re- 
gime and the resistance coalition of 
Prince Norodom Sihanouk loyalists, the 
Khmer Rouge and Son Sann's Khmer 
People's National Liberation Front — 
were not alone. After talking among 
themselves in the morning of each day, 
the four delegations were joined by 
their nearest interested parties: Viet- 
nam's Foreign Minister Nguyen. Co 
Thach, Ae presenting the country which 
invaded Cambodia in December 1978, 
together with delegations from Laos, 
Asean's Malaysia. Thailand, Brunei 
and Singapore, with Indonesian For- 
eign Minister Ali Alatas acting as mod- 
erator. 

In exhaustive briefings before the 
talks, Alatas made it clear that the aim 
was to provide an opportunity to talk 
“frankly to one another.” He argued 
that to proceed immediately to a formal 
conference would produce nothing but 
statements. But in the event, observers 
noted that very little of substance in 
terms of a viable political solution was 
discussed. Competing statements be- 
came the order of the day. 

Asean officials complained that 





Vietnam, Laos and the Heng Samrin re- 
gime came to the meeting with appa- 
rently well-coordinated statements. At 
the end of day one, Phnom Penh's 
Premier, Hun Sen, ensured the at- 
tention of the world's media by issuing 
a statement outlining a seven-point 
peace proposal. The plan dwelt on 
eliminating Pol Pot's Khmer Rouge 
leadership and offered Prince Norodom 
Sihanouk a role as head of a proposed 
national reconciliation council. 

Sihanouk, who resigned the previous 
week as president of the coalition, at 
first dismissed the proposal as a ploy. 
The prince, while maintaining a royal 
distance from the proceedings in Bogor, 
had nonetheless flown in at short notice 
as a guest of President Suharto. As one 
diplomat put it before the talks began: 
"Hamlet is back with the prince, only 
the performance may take place on two 
stages at once." 

Sihanouk’s shadowy role in the talks 
remained crucial despite his resigna- 
tion. Having repeatedly said he had res- 
igned in order to isolate his hated coali- 
tion partners, the Khmer Rouge, it was 
thought by those looking positively at 
the meeting that his game-plan may 
have been to coax a deal with Hun Sen 
and his Vietnamese allies. By naming 
Sihanouk in his seven-point proposal, 
Hun Sen seemed to be sending similar 
signals. 

Two days later, Sihanouk appeared 
to meet Hun Sen's proposal at least 
some of the way. In his first meeting 
with the four factions at the state guest 
house in Jakarta, Sihanouk announced 
his own proposal for a solution to the 
conflict. Chief among the points of com- 
promise with Hun Sen was the dropping 
of his (and Asean's) previous insistence 
that a political solution should be en- 
forced by an international peace-keep- 
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| withdraw all 
4- troops from Cambodia by late 1989, or 
4 at the latest early 1990. 


1- solution 
+ should be defeated. 






'as drop 


.hmer Rouge leader, Khieu Samphan. 
I have to be realistic," the prince 
| . The prince also relaxed his earlier 
| demand that the Heng Samrin govern- 


| ment be dismantled before elections. 


| Describing what he termed a “collegial” 
|-system involving all four factions, the 
| prince said: “Our national administra- 
|. tion shall have, to begin, as a foundation 
| that already existing in the framework 
| ofthe PRK [the Heng Samrin be da 


|.. The more pessimistic observers felt | 
< the meeting dwelt too much on the need | 
|. to prevent the Khmer Rouge from re- 
|.turning to power. Even Alatas was 
| moved at a press conference to express 
| the joint concern to ensure “the non-re- 


1. turn of the Pol Pot regime." 


he Thai delegation was said to be up- 
1 set with Hun Sen for harping on this 
| theme publicly, more so for naming 
| Thailand as the country harbouring 


| Khmer Rouge guerillas and allowing 
| Chinese arms to be channelled to them 
| through its territory. Singapore Foreign 


-Minister S. Dhanabalan put the blunt 
¿word to Indochina in riposte: two fac- 
-tions had originated from Pol Pot's re- 
.volutionary movement — a clear refer- 
-ence to the late defection of Hun Sen 
and his senior colleagues in the regime 
«from the Khmer Rouge — and “a non- 
“Cambodian participant" had supported 
the Khmer Rouge struggle for power 
¿until the sides had fallen out. That 
“meant Vietnam. 

.. Meanwhile, there are strong indica- 


| tions that Vietnam wants another meet- 
|. ing within the same framework towards 
| the end of August. Some analysts are 
|. concerned that the whole exercise could 
| work to Vietnam's tactical advantage, 


: ¿despite its announcement that it will 
its estimated 120,000 


4 They argue that Hanoi’s strategy is 
| focused on the UN General Assembly 


| in September, where the resistance co- 


alition is still recognised as the legiti- 


| mate Cambodian Government. Vietnam 


could exploit its role as a prime mover 
behind the JIM to argue that the UN re- 
recognising the coalition 


News that China and the Soviet 
Union had agreed to a meeting in late 
August specifically to discuss Cambodia 
= also threatened to steal some of the 
thunder from the Bogor meeting. Dip- 
lomats in Peking took it as a “good sign" 


+. of movement on the Chinese side in re- 


T. sponse to pressure by the US and 


-| Sihanouk about their backing for the 
|. Khmer Rouge. In the event, the news — 


| apparently leaked in Hawaii by US Sec- 


|< retary of State George Shultz’ party at 
| the end of his Asian tour — hardly p 


: . truded at Bogor. 






: Sihanouk. added later that he a 
ping the idea because of strong | 
pposition from Hun Sen and the | 
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Talking about talks 








North and South declare willingness to improve relations 


By Mark Clifford in Seoul 


A flurry of exchanges in recent weeks 
proposing a meeting of North and 
South Korean parliamentarians has 
brought the chilly relations between the 
two Koreas to their warmest point in 
more than two years. It is too early to 
call this a rapprochement, but the fact 
that the two sides are edging towards 
talks is noteworthy. 

The thaw began on 18 July when 
South  Korea's national assembly 


| speaker, Kim Jai Son, sent a letter to his 


North Korean counterpart proposing a 
parliamentary meeting. The letter fol- 
lowed South Korean President Roh Tae 
Woo's 7 July proposal for exchanges be- 
tween the two Koreas (REVIEW, 21 
July). Surprisingly, the North not only 
agreed to accept the letter, but re- 
sponded on 21 July with a letter of 
its own, proposing a non-aggression 
pact. | 

South Korea's assembly speaker 


quickly responded with a letter agreeing 
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in principle to the North's suggestion, 
saying that a formal proposal would fol- 
low. Then the tempo quickened, Pyong- 
yang not even waiting for the formal 
proposal before the chairman of the- 
North's Supreme People's Assembly 
(SPA), Yang Hyong Sup, replied with 
yet another letter to his counterpart 
proposing a meeting of lawmakers in 
August. As it now stands, the North 
seems to want a full-fledged meeting in 
August while the South would like to 
have talks about talks. 

South Korea has agreed in princip' 
for its 299 assembly legislators to me 
with the 655 members of North Korea's 
SPA either in Pyongyang, the truce vil- 
lage of Panmunjom or Seoul. It would 
be the first meeting between the two 
sides since North Korea broke off Red 
Cross talks in early 1986 in protest 
against the US-South Korean Team 
Spirit military exercises. 

. The North on 26 July sent the South 


Forgiven and neglected 


Surrendered rebels fail to get promised funds and jobs 


By Margot Cohen in Manila 
Iz March 1987, the government of 
Philippine President Corazon Aquino 
launched a programme to encourage 
communist New People's Army (NPA) 
members to “lay down their arms and 
rejoin the mainstream of society in a 
peaceful and productive life." Not only 
would “returnees” receive amnesty for 
acts of subversion, but a host of govern- 
ment agencies would assist them with 
loans, land, vocational training, higher 
education and job placements. 

Initially, the National Reconciliation 
and Development Programme (NRDP) 
seemed very alluring: more than 7,000 
“regulars” had surrendered when the 
amnesty offer expired in February 1988, 
according to the Armed Forces of the 
Philippines (AFP) — 40% above target. 
Officials cited the inspiring tale of 
‘Totoy,’ a former NPA cadre who 
quickly found employment as a con- 
struction supervisor, thanks to govern- 
ment efforts on his behalf. 

Interviews with rebel returnees and 
local officials, plus a government evalu- 
ation report obtained by the REVIEW 
show the follow-up to be far less suc- 





cessful. The Totoy case was “just a drop 
in the bucket,” scoffed a governme: 
social worker in Mindanao. For mat 
returnees, life after amnesty has been 
marked by lack of livelihood, housing, 
food and security. 

“When we meet on a regional level, 
oe ament agencies] tell us about 
their programmes," said Zenaida Onta- 
lan, a regional social welfare official in 
Cagayan de Oro. "But there is no im- 
plementation in the field. There is no 
coordination." An army officer in 
Quezon said: "After all these rebels 
came down from the hills, they were left 
behind, neglected." 

Statistics contained in the govern- 
ment's Draft Evaluation Report on the 
scheme tend to back up these views. 
The report, prepared by an interagency 
technical committee in April 1988 and 
later updated, offer insight into the pro- 
gramme's failings, but soft-pedals their 
significance. The National Economic 
and Development Authority (NEDA), 
the agency that coordinated the NRDP 
from the start, discussed the report with 
Aquino at a recent cabinet meeting. 
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a proposal to talk about co-hosting the 
Olympics — scheduled for 17 Se 
tember-2 October in Seoul — after in 
January announcing a boycott. Pyong- 
yang also wishes to discuss a non- 
aggression pact. For its part, the South 
wants to talk about inter-Korean ex- 
changes, such as those proposed in 
Roh's 7 July speech. In the past, Seoul 
has been concerned that discussing a 
non-aggression pact would leave it vul- 
nerable to Pyongyang charges that the 

resence of US troops has a destabilis- 
ing effect on the Korean peninsula. But 
for now, at least, the South has left the 
item on the negotiating table. 

The South's eagerness to embrace 
any kind of talks with the North grows 
out of the desire to see the Olympics go 
off without a hitch. But it also reflects a 
newfound confidence, diplomats in 
Seoul said. "It's not so much changes in 

2 international environment as the 

If-perception of South Koreans that 
they are in a dominant position and they 
can afford to be flexible," said a West- 
ern diplomat. 

Analysts have a variety of theories to 
explain the North's seeming eagerness 
to talk. It could be an attempt to test 
Roh's 7 July declaration that the South 
is now serious about improving rela- 
tions with the North; or it could be an 


The report's most revealing passages 
describe the loans given to returnees. 
From the beginning, the government 
recognised that the private sector would 
be reluctant to hire former rebels. The 
Department of Trade and Industry 
(DTI) received 230 million (US$1.4 
million) for loans to returnees for small 
commercial ventures, such as piggeries 
or handicraft manufacturing. The DTI 

led to make a single loan until the 

al month of amnesty. To date, only 
P2.5 million has reached the returnees. 


TI staff wanted to lend to private wel- 

fare groups, who would then relend 
the money to returnees and monitor re- 
payment. The trouble was, most of 
these group shied away from the idea, 
seeing the vat rebels as bad risks. In 
the end, the DTI had to recruit state 
universities and regional offices of other 
government agencies to act as financial 
intermediaries. This seemed a wiser 
strategy: loan applications for 27.2 mil- 
lion now await approval. 

Fewer than 900 returnees have bene- 
fited from another loan programme — 
this one managed by the AFP. Using 
their surrendered firearms as an un- 
usual form of collateral, former rebels 
could qualify for cash loans and in- 
kind entitlements, such as farm machin- 
ery. 

The report said the number of fire- 
arms received was “low,” for two 
reasons. First, many receiving amnesty 
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attempt to recover public-relations 
ground lost to the South, especially in 
the wake of the alleged Pyongyang re- 
sponsibility for the bombing of a Ko- 
rean Air jet last November. 

The North may also believe that the 
changing international and domestic 


had left their guns behind in the hills. 
Secondly, NPA anger at comrades leav- 
ing the ranks “has made it imperative 
for the taie to keep his firearm 
for self-protection." hatever the 
reasons, the small number of weapons 
surrendered (824 by April this year) 
casts doubt on AFP claims that 7,000 
“regulars” abandoned the  under- 
ground. 

But money may not be the returnees' 
most pressing concern. The Filipino ex- 
tended family has a long tradition of tid- 
ing over its members, and many former 
rebels have gone back to their home- 
towns. But others have simply no place 
to g0; some even find themselves on the 
run from former comrades, vigilantes, 
old military adversaries or citizens bent 
on revenge. 

Fewer than 150 returnees plus their 
families have been resettled on govern- 
ment land so far, mostly in Samar. The 

overnment neglected to release funds 
or the resettlement sites until the last 
two months of amnesty. "It's not all due 
to our shortcomings," Agrarian Reform 
Department Secretary Philip Juico said. 
In some cases, he said, the returnees 
themselves caused delays by rejecting 
sites too close to a military camp or 
NPA unit. 


Intensifying the struggle: page 18 


Commission's omissions: page 18 








situation calls for a fundamental shift in 
its tactics for dealing with South Korea, 
diplomats said. Pyongyang's Chinese 
and Soviet allies are edging closer to the 
South while the North Korcan economy 
is in a shambles. Moreover, Pyon yang 
might also be trying to exploit what it 
sees as divisions between the ruling 
Democratic Justice Party and the oppo- 
sition parties. 

The South Korean opposition, while 
eager to see talks between the two 
Koreas, seems intent on presenting a 
unified South Korean position. "I think 
the opposition can cooperate with the 

overnment in dealing with North 

orea," said Kim Dae Jung, head of the 
largest opposition group, the Party for 
Peace and Democracy. 

However, Kim said he would like to 
see the two Koreas discuss both the 
North's call for a non-aggression pact 
and the South's proposal for exchanges. 
"Our party's position is that we need 
both. When I met Roh Tae Woo on 
6 July [for a briefing on Roh's 
inter-Korean exchange proposals] I told 
him 'This is good but it's not good 
enough'." 

In any event, there is unlikely to 
be substantive change before the 
Olympics get under way in just under 
two months. 





Despite this track record, the gov- 
ernment has decided to continue the 
NRDP, even though it now offers only a 
"selective" amnesty. The national-level 
Peace and Order Council, an anti-in- 
surgency task force headed by the De- 
partment of Local Government, re- 
cently took over coordination from 
NEDA. 


Local Government Secretary Luis 
Santos said he considered the program- 
me "as important — maybe more im- 
portant than military operations" as a 
counter-insurgency tactic. He said he 
wants to bring in a crack team of newly 
trained "professionals" to concentrate 
on turning former rebels away from 
communist ideology. "We need to de- 
politicise them," he said. 

Yet a diet of anti-communist semi- 
nars may be less effective than the sim- 
ple evidence of a promising new life. In 
the Mindanao city of Pagadian, one 
young woman recounted how she had 
surrendered at the start of amnesty 
period and obtained a scholarship to 
study at a local university. In addition to 
paying her tuition, the government gave 

er a small allowance to cover books 
and living expenses. In November 1987, 
she met some former NPA comrades in 
a department store. "I did not try to 
convince them," she recalled. “I just 
told them of the treatment we re- 
ceived." A few months later, she 
-— her friends voluntarily surrender- 
ed. o 
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THAILAND 


Perennial Prem again 


The prime minister appears set to serve a fourth term 


By Paisal Sricharatchanya in Bangkok 


pes: opposition efforts to nomi- 
nate a rival contender and threats of 
a student protest, non-partisan Prime 
Minister Prem Tinsulanond looked set 
to serve a fourth term in office following 
the 24 July general election — the re- 
sult of which was splintered, as ex- 
pected. 

After more than eight years in office, 
it should come as no surprise if the 68- 
year-old prime minister is re-nomi- 
nated. In the aftermath of the late April 
dissolution of parliament, the four 
major parties which comprised the pre- 
vious coalition struck an unofficial un- 
derstanding to back Prem for another 
term. 

Within hours of the election results 
being known, the prospect of another 
term for Prem was reiterated by an en- 
thusiastic Chatichai Choonhavan, 
whose Chart Thai Party staked its claim 
as leader in forming a new coalition 
after returning the largest number of 
MPs to the new 357-seat House of 
Representatives. “I am not ready yet — 
I am not suitable,” declared Chatichai, 
who had let it be known weeks before 
the election that he would continue to 
back Prem. 

The push for the political status quo 
appeared to run in tandem with a desire 
by the country’s large parties and their 
big-business sponsors to ensure uninter- 
rupted economic growth. With 1988 bil- 
led as a golden year for the Thai econ- 
omy, few were prepared to jeopardise 
the current boom in exports and foreign 
investment through policy shifts which 
might come with a change in leadership. 
In addition, no one but Prem enjoys the 
support of both the royal palace and the 
powerful military. 

Former deputy prime minister 
Bhichai Rattakul, whose Democrat 
Party plunged from first to third place 
among the major parties after returning 
less than half of the 100 seats it had won 
in the 1986 election, indicated in a pre- 
election interview that the party might 
opt for the opposition bench to restore 
its battered image. But his lone voice 
could be neutralised by the majority of 
party executives eager to remain in the 
next administration. 

Given their respective number of 
seats in the newly elected chamber, the 
four previous coalition partners — the 
Chart Thai, Democrat, Social Action 
and Rassadorn parties — should muster 
a workable majority with a combined 
210 seats. However, most analysts 
speculate that the new government will 
bring in at least one other party — possi- 
bly the Ruam Thai Party, led by Narong 
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Wongwan — to bolster parliamentary 
stability. 

Ruam Thai was suggested as a part- 
ner in the previous coalition under 
Prem, but was excluded when Narong 
insisted he get the agriculture portfolio. 
An unexpected campaign broadside 
against Prem by Narong three days be- 
fore the recent election was seen 
as no more than a tactical Ruam Thai 
move to shore up its bargaining 
position. 

Prem's return to another term was 
threatened by mounting opposition 
from within and outside parliament. 
University students in Bangkok, who 
oppose Prem, a former army general, 
because of his close ties to the powerful 
military, campaigned in the pre- and 
post-election periods for a new prime 
minister to be drawn from the ranks of 
elected civilian MPs. 

This followed on the heels of an anti- 
Prem petition presented to King 
Bhumibol Adulyadej in June by 99 
academics and professionals, who al- 
leged Prem was using the monarchy and 
the military to enhance his own political 
status during the run-up to the July elec- 
tion when he should have remained 
politically neutral as a caretaker prime 
minister after the dissolution of parlia- 
ment. 

Despite their best efforts, the stu- 
dents failed to attract any serious popu- 
lar following. This was due in part to the 
fact that affiuent city residents could 
hardly find fault with the prosperity 
achieved under Prem’s leadership. In 
addition, the students’ demand that a 
new prime minister be drawn from 
among MPs was roundly dismissed by 
the politicians themselves. None of the 
16 party leaders invited by the students 
to come forward to declare their interest 
in the country’s sop political post re- 
sponded to their call. 


AA eee an effort by anti-Prem 
parliamentary forces to organise a 
challenge for the premiership was an 
uphill battle from the start because 
these forces were so greatly outnum- 
bered by the pro-Prem parties. 

Sources said Samak Sundaravej — a 
staunch Prem critic whose Prachakorn 
Thai Party made impressive gains at the 
July polls — was trying to coordinate an 
alternative coalition line-up with one- 
time prime minister Kukrit Pramoj as a 
potential candidate for the top post. His 
coalition line-up would include former 
opposition parties, such as the Ruam 
Thai Party, plus two of the previous coa- 
lition partners — the Social Action 


Party (SAP) and Democrats. Kukrit 
was suggested as perhaps only a tempo- 
rary premier to put an end to “Premo- 
cracy," a term coined by local colum- 
nists to describe Prem’s rule since 
1980. 

But the proposed alternative coali- 
tion was unlikely to succeed from the 
start, particularly in light of the ac- 
rimonious relationship between SAP 
leader and Foreign Minister Siddhi 
Savetsila and Kukrit, the SAP's founder 
and Siddhi's predecessor. Kukrit, 77, 
now a non-partisan statesman, has been 
leading a one-man crusade against Prem 
for much of the past two years and lately 


THE PARTY LINE-UP 





87 
54 
48 
.Puam Thai | 19 35 
akorn Thai (Thai Citizen) 24 31 
. Rassadorn (Citizen). | 18 21 
Prachachon (People) - 19 
Palang Dharma a 14 
Progressive 9 8 
United Democracy 38 5 
Liberal — di: 3 
Others 5 1 
 Totalseats - 097 —389 

Eligible voters 26,160,100 26,65) 
Source: Thai Interior Ministry. 

REVIEWTABLE by Ricky Hui 


offered himself as a contender for the 
premiership. 

Notwithstanding the questionable 
parliamentary support, Kukrit's nomi- 
nation could also face stiff resistance 
from the military, owing to a series of 
ideological conflicts he has had with 
army commander Gen. Chaovalit 
Yongchaiyut. 

Apart from Prachakorn Thai's gains 
in Bangkok at the cost of Bangkok Gov- 
ernor Chamlong Srimuang's Palang 
Dharma Party and the better-than-ex- 
pected performance of former army 
commander Gen. Arthit Kamlang-ek's 
Puangchon Chao Thai Party, the elec- 
tion outcome contained few other sur- 
prises. Unlike the other larger parties 
which left the premiership question suf- 
ficiently vague, Prachakorn Thai and 
Puangchon Chao Thai had aggressively 
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campaigned under an anti-Prem plat- 
form. 

With rampant vote-buying given as a 
reason behind the record nationwide 
voter turnout of 64%, the financially 
well equipped Chart Thai mustered the 
largest electoral win, gaining nearly half 
of the 82 seats in the country’s central 
plains region. 

Although senior Democrat execu- 
tives had expected more than 50 seats, 
the party had to be content with 48 — a 
third of which were returned from the 
party's traditional southern Thailand 
stronghold. A serious credibility crisis, 
arising from a Dore intraparty rift 
since late 1986, which climaxed in the 
breakaway Prachachon group, not only 
eroded the Democrats' strength in the 
south but also in Bangkok, where it lost 
11 of the 16 seats won in the last elec- 
tion. Bhichai managed to get re-elected 
but from a new and smaller Bangkok 

nstituency to which he had shifted. 


Sis popularity among Bang- 
kok's Sino-Thai community re- 
turned him as the only successful SAP 
candidate in Bangkok, though the party 
Mere. ge to add three more seats to its 
overall tally in a strong performance in 
the northeast, where SAP and Chart 
Thai each shared 30 of the region's total 
124 seats. 

Given Narong's popularity in the 
northern province of Phrae, backed by 
United Democracy defector Boontheng 
Thongsawat’s strong following in Lam- 
pang, Ruam Thai's dominant gains in 
the northern region, where it won 26 of 
the total 69 seats, were more or less ex- 
aps However, Ruam Thai's overall 
35 seats fell short of expectations, 
as did the performance of Rassadorn, 
which had expected to win about 30 
seats. 

The fact that Arthit managed to 

rry two other running mates to win 

‘ee of the four seats in Loei province, 
indicated his Puangchon Chao Thai 
could emerge as a potent force in the 
northeast in future elections. The 
party's potential was greatly underesti- 
mated at the start of the race. 

Biling itself as a virtuous part 
which aimed to clean up Thailand's poli- 
tical mess, Palang Dharma's debut gain- 
ing of only 10 of Bangkok's 37 seats 
marked a disappointment for its sup- 
porters. The party's poorer-than-ex- 
pected performance was attributed in 
part to its failure to mobilise a generally 
apathetic "silent majority" in Bangkok, 
where voter turnout remained a low 
38%. 

By contrast, the Prachakorn Thai, 
aided by a solid network of grassroots 
supporters plus Samak's 
nightly TV advertisement campaign in 
the final sexi to the election, man- 
aged to retain the Bangkok champion- 
ship, capturing a total of 20 metropoli- 
tan seats — four more than in the previ- 
ous election. 
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MALAYSIA 


No more 
options 


Suspended head of judiciary 
loses last legal hope 


By Suhaini Aznam in Kuala Lumpur 


E ds way has been cleared for a 
specially appointed tribunal to sub- 
mit its report to the king on the sus- 
pended Lord President of the Supreme 
Court, Tun Mohamed Salleh Abas — a 
move which could lead to his dismissal. 
On 21 July, the Supreme Court lifted an 
earlier order restraining the tribunal 
from doing so pending a hearing of Sal- 
leh's objections that moves to sack him 
were not constitutionally valid. 

In reading out the unanimous deci- 
sion of the five-man bench, Justice Tan 
Sri Hashim Yeop Sani held that since 
"the tribunal is a body which investi- 
gates and does not decide," it should not 
be stopped from executing its constitu- 
tional duties. And since the tribunal was 
appointed by the king, who was there- 
fore entitled to receive the report, to re- 
strain the tribunal "is in effect to re- 
strain His Majesty from receiving the re- 
port," added Hashim. 

Meanwhile, a second tribunal must 
be appointed soon to similarly make re- 
commendations on five other Supreme 
Court judges who, having given the rest- 
raining order on 2 July, were suspended 
four days later. The five applied to in- 
tervene at the 21 July Supreme Court 
sitting on the grounds that issues the at- 
torney-general was raising would form 
the basis of charges against them at this 
second tribunal and should not be pre- 
determined in court. That application 
was rejected. 

With six out of the original 10 Su- 
preme Court judges suspended and two 
others involved in the Salleh tribunal, 
three High Court judges were tempora- 
rily elevated to hear the attorney-gen- 
eral's application to lift the restraining 
order. Salleh's counsel, Raja Aziz Ad- 
druse, raised objections to the entire 
bench. 

He questioned the eligibility of the 
three who had been elevated on the 
grounds that they had been empanelled 
by the acting lord president, Chief Jus- 
tice Tan Sri Abdul Hamid Omar, who is 


| also chairman of the tribunal and there- 
| fore an interested party. Hamid is most 


likely to succeed him should Salleh be 
sacked. 

Aziz also asked Hashim and Justice 
Datuk Harun Hashim, who were from 
among the original Supreme Court 
judges, to disqualify themselves on 
grounds of possible bias. Hashim had 
told Justice Tan Sri Wan Suleiman 
Pawan Teh, one of the five suspended 


judges, that they were "staging a revolu- 
tion" when they convened the 2 July 
emergency sitting without informing 
Hamid, said Aziz. And Harun's report 
on the absence of Suleiman and another 
judge at a hearing scheduled for Kota 
Baru that day formed the basis of 
Hamid's representation to the king to 
suspend the five. Harun would there- 
fore be a material witness before the 
next tribunal, argued Aziz. 

Visibly upset, both refused to stand 
down. Hashim said that he had used the 
word revolution in jest. Harun said he 
had contacted Hamid to locate 
Suleiman because he did not want to 
leave lawyers, who had travelled great 
distances for the hearing, stranded. His 
report to Hamid was an account of his 
travels and he did not at any time refuse 
to sit at the emergency sitting in Kuala 
Lumpur, he said. 

In his arguments, Attorney-General 
Tan Sri Abu Talib Othman said that the 





five Supreme Court judges had ex- 
ceeded their appellate and advisory 
jurisdictions in granting the restraining 
order. "There seemed to be confusion 
among themselves, [with] some treating 
it as an appeal while others took it as an 
original lxvi said Talib, read- 
ing from the judges' notes of 2 July. 
Moreover, the five were aware of the 
consequences of their action and were 
prepared to be suspended from office, 
the court's chief registrar testified. 

Aziz explained that there was no 
question of the hearing being an appeal 
as the High Court had not, at that time, 
made its final decision. And the Su- 
preme Court was empowered to hear an 
original application if it was to "prevent 
injustice or an abuse of the process of 
court," he argued, citing the Rules of 
the High Court. 

Hashim, however, held that the Su- 
preme Court is "principally an appellate 
court and does not have 100% original 
jurisdiction." 

salleh's legal options have visibly di- 
minished. Prime Minister Datuk Seri 
Mahathir Mohamad has said that the tri- 
bunal’s report would be made public. @ 
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PHILIPPINES 


Intensifying the struggle 


Government shows some gains against a stepped-up insurgency 


By James Clad in Manila 
A Philippine military concept called 
the “Special Operations Team” 
(SOT) is slowly becoming an effective 
counter-insurgency tool against the 
communist New People's Army (NPA). 
In some areas at least, the Armed 
Forces of the Philippines (AFP) has 
blunted the NPA’s revolutionary thrust 
— which, according to captured com- 
munist documents, continued steadily 
during 1987. 

Information from both adversaries 
suggests that a combination of public 
works spending, better functioning 

eace-and-order councils (POCs) at the 
ocal level plus tougher fighting has 

robably set back insurgent timetables 
in parts of Mindanao and Mindoro. The 
net effect seems a strengthening of the 
government's on-the-ground presence. 

Public works, vigilante groups, local 
mayors and church representatives all 
have a place in the new counter-in- 
surgency scheme, which is centred on 
the POCs. Local officials are finding 
that their attendance, or lack of it, at 
POC sessions now receives careful 
scrutiny: AFP commanders regard fre- 
quent absences as one way to gauge 
NPA influence in a locality. 
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A key difference between SOT and 
earlier programmes is said to be a 
change in village perceptions about 
which side — the guerillas or AFP 
troopers — now brings the most cala- 
mity. “Previously the AFP thundered 
in, often abusively, when it realised an 
area was infiltrated,” one AFP analyst 
remarked. “The result, obviously, was 
local antipathy.” 

Now the situation in some provinces 
may be reversing, with carefully.chosen 
and trained SOTs appearing only to 
repel violent NPA efforts to undo the 
government's own ‘infiltration’ and 
evict detachments stationed more fre- 
quently in rural areas. On 26 June, De- 
fence Secretary Fidel Ramos described 
the changes as a “three-layered ap- 
proach [that] integrates civilians, police 
and military into one workable security 
plan.” 

One civilian element causing con- 
troversy is, depending on one's 
nomenclature, either "vigilantes" or 
"civilian volunteer organisations" (now 
also being called Bantay Bayan or "Na- 
tion Watch"). These groups, whose dis- 
cipline varies widely, have had an effect 
on the NPA's growth. 


Commission's omissions 


Panel to recover Marcos' wealth riddled with ineptness 


Ax over misleading briefings that 
caused embarrassment during her 
June visit to Switzerland, President 
Corazon Aquino has sacked the chair- 
man of her Presidential Commission on 
Good Government (PCGG ), an ironi- 
cally named agency in view of charges 
by Solicitor-General Frank Chavez of 
its "ineptness, incompetence and cor- 
ruption.” The irony cuts deeper: 
Aquino's very first presidential decree 
created the PCGG, which was to re- 
cover “ill-gotten wealth" of former pre- 
sident Marcos and his “cronies.” 
Chavez remarks carried special 
force, not least because he also serves as 
PCGG chief counsel. Last year, he 
helped the commission file 40 civil suits 
against various Marcos associates, but 
none has since been litigated. When air- 
ing his charges publicly on 8 July, 
Chavez cited irregularities affecting, 
seven companies sequestered by the 
PCGG and run by its “fiscal agents.” 
Despite the word war erupting after- 
wards between Chavez and PCGG 
chairman Ramon Diaz whom 
Aquino put "on leave" after 12 July — 
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the row turns on much bigger matters 
than these, which rank as little as more 
than peccadilloes. Sources within the 
president's office and at the PCGG de- 
scribe "the basic issues" as under: 

» Manoeuvring to regain at least some 
of Marcos' wealth without having to 
bring the former president home. 

» The delicacy of dealing with 
Eduardo "Danding" Cojuangco, the 


president's first cousin and a man of 


continuing and considerable influence. 
» Responsibility for the future of the 
PCGG's litigation. 

» The whereabouts of sums already 
collected in earlier PCGG negotiations 
with other cronies. 

Prior to her visit to Europe, Aquino 
had been told that negotiations were 
well advanced with the Swiss authorities 
to prise some of Marcos’ estimated 
US$2-3 billion — no one except Marcos 
and his bankers knows the exact figure 
— held in several Swiss banks. The 
Swiss Government had persuaded the 
Swiss banking commission to freeze 
Marcos’ accounts a few days after he 
fled Manila on 25 February 1986. 
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A communist party Military Com- 
mission (Milcom) report, one of several 
prepared for the party's central commit- 
tee plenum during February-March 
(REVIEW, 28 July), cited vigilantes as 
retarding insurgent growth in Mindanao. 
The document, seized on 28 March by 
AFP intelligence agents, also said that 
“developing new areas” of party influ- 
ence is now tougher in some places due 
to rising anti-communist sentiment. 


due the professional military there 
are signs, at least in Manila, that AFP 
intelligence gathering has improved. 
Manila Capital Command chief Brig.- 
Gen. Alexander Aguirre orchestrated a 
raid earlier this year on a communist 
"media liaison committee" working 
from the outskirts of Manila, which net- 
ted valuable information including lists 


| of foreign media regularly in touch with 


the insurgents. 

Recently appointed National Capit 
Region Defence Command chief Brig 
Gen. Rodolfo Biazon, who plays a key 
role in protecting Aquino's government 
from mutinous AFP coup-plotters, has 
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Diaz with Chavez: word war. 


Upon her arrival in Berne on 12 
June, however, it soon became appar- 
ent that the Swiss are continuing to in- 
sist that Marcos must first be convicted 
of an offence before the monies will be 
returned. No short-cuts will be enter- 
tained, the Swiss indicated. Moreover, 
the president received news that some 
within the PCGG might be playing a 
double-game with Marcos, promising 
delay in return for a consideration. No- 
thing could be better calculated to pique 
Aquino than this. 
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| also scored some successes - against the 


communists. 

Biazon claimed an important success 
when, on 5 July, he announced the ar- 
rests of 24 people who, he alleged, were 
aiding the Alex Boncayao Brigade 
(ABB), the NPA’s Manila-based assas- 
sins. And patient spadework with seized 
Milcom computer diskettes has recently 
brought new information about the 
ABB's membership and command 
structure. 

But for all the signs of AFP progress, 
either in SOT counter-insurgency or in 
improved intelligence, the Milcom re- 
port (which covers 1987) shows a steadi- 
ly more aggressive insurgency. For 
starters, the NPA's “regularisation” 
into a hierarchical army continues, with 
obvious military implications for the 
AFP. The NPA now has a fully national 
command structure reaching down to 
each of the party’s 13 regions and to its 

wly reorganised guerilla commands, 
»iüich the Milcom paper says expanded 
last year to cover 70 separate fronts. It 
has vastly improved its communications 
capability, and transmits data, often in 
sophisticated code, using high-speed 
modems and computer disks. 

Within the NPA there are now rec- 
ognised "officer cadres," while the 
troops they command come from a win- 
nowing of a more amorphous guerilla 
mass to create a regular fighting force, 
now backed by local militia. The Mil- 
com told the February-March plenum 
that it can now employ under-sized bat- 
talion formations, especially (but not 


But other issues have also obtruded 
into the fierce political game. Segments 
of the PCGG's workforce operate virtu- 
ally independent of the chairman's 
supervision. For example, the PCGG 
commissioner responsible for dealing 

ith Cojuangco is said to work most 
uiten from the presidents office, rather 
than at the PCGG. 


ie president’s action hardly amounts 
to the first attack on the com- 
mn '5 integrity. Almost from its in- 

eption, well documented charges cir- 

ated about political favouritism and 
a oaee bullding The PCGG’s first 
chairman, Jovito Salonga, now presi- 
dent of the Philippine Senate, was 
widely seen as using the commission to 
consolidate the Liberal Party, which he 
leads. And in the absence of any 
thorough accounting, doubts continue 
to hang over the exact amounts re- 
gained from Marcos cronies. 

According to the 1986 constitution, 
the PCGG loses its power to sequester 
crony assets on 2 August — 18 months 
after the basic law was ratified on 2 Feb- 
ruary 1987. This fact hovers over the 
current wrangling, which has spawned a 
blizzard of new legal moves including 
motions seeking the disbarment of 


. Chavez, investigations by ombudsman 
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exclusively) in the Quezon province’ si 


Bondoc peninsula, in southern Luzon's 
Bicol region, in northern Luzon and in 
Samar. 

The Milcom reported that the NPA 
initiated 2,307 engagements with the 
AFP during 1987 — 63% of the total 
number of 3,660 encounters reported. 
Southern Luzon was the site of the most 
fighting (552 encounters), followed by 
regions in north and southeast Min- 
danao (446), and the Visayas region 
covering Negros and adjacent islands 
(411). 

The captured documents say the 
southern Luzon NPA commands in- 
creased their rate of encounters by 45% 
over 1986, while figures for the Visayas 
region climbed 17% over the previous 
year. Although northern Luzon’s NPA 
commanders engaged in 63% more 
clashes in 1987 than in 1986, the increas- 
ing number there (173 in 1987) resulted 
in part from the Milcom's formation of a 
new, Ilocos Norte front. 

The captured document also re- 
counts stepped-up "urban partisan" op- 
erations. Killings by these assassins, 
whom the local press calls “sparrows,” 
rose in Manila during 1987 (REVIEW, 26 
Nov. '87); the Milcom's figures for that 
year (120 persons killed) tally well with 


AFP statistics. The captured document 


describes sparrow-related incidents in 
and around Cebu, the second-largest 
city, reaching 337 during 1987. Overall, 
the Milcom report says violence in- 
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creased during last year, but ia^ | 


somewhat after October. 


Conrado Vasquez and special pro- 


secutor Raul Gonsales, and probes by 
members of the Philippine Congress. 

One consequence of the constitu- 
tion’s PCGG "sunset" provision is that 
responsibility for the litigation already 
filed by the PCGG must fall to some 
other agency — perhaps the solicitor- 
general's office — if the commission it- 
| self is to go into oblivion. It almost cer- 
tainly will, though not immediately. 

In Diaz place, Aquino put Adolfo 
Azcuna, one of the 48 original drafters 
of the constitution and an Aquino staff- 
er. Despite fierce resistance from 
PCGG employees, Azcuna moved im- 
mediately to remove various fiscal 
agents. 

The latest uproar within the govern- 
ment follows heavily on the dispiriting 
conflict between Gonsales and the Su- 
ae Court (REVIEW, 26 May). The 

and of the president was evident, and 
firm, well before the PCGG con- 
troversy broke into the open after 
Chavez’ damaging charges. 

But Aquino has elected, in public 
anyway, to avoid suggestions that any- | 
one has been dismissed. Both Diaz and 
Chavez were asked “to go on leave,” 
but the chances of Diaz regaining his job 
seem, according to Aquino’s advisers, 

“almost nil.” — James Clad 
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HONGKONG 


Don't hold your breath 


War against pollution may be too little, too late 


By Emily Lau in Hongkong 

ongkong's environment has de- 

teriorated so rapidly that it has be- 
come obvious that not only is existing 
legislation incapable of turning the pol- 
luted tide, but that the interests of busi- 
ness and industry are given more weight 
than cleaning up the filthy waters of the 
territory whose name means Fragrant 
Harbour. 

True, Governor Sir David Wilson 
has given pollution control a high priori- 
ty, but public exhortation is one thing 
and legislative muscle and executive will 
another. Some legislation is simply not 
enforced. Others are not enforceable 
because the government has not pro- 
vided the means to do so. What progress 
has been made is dwarfed by the extent 
of the problem. 

Officials from the Environment Pro- 
tection Department (EPD) estimate 
that more than half of the factories in 
the territory's major industrial areas il- 
legally discharge hazardous waste into 
the harbour and its surrounding waters. 
Many have simply altered their original 
internal drainage and connected their 
sewerage pipes to the nearest, most con- 
venient stormwater drains, discharging 
toxic and chemical waste straight into 
the sea. 

In the old industrial area of East 
Kowloon and in Tuen Mun new town, 
about half the factories are guilty of this. 
In the industrial districts of Tsuen Wan 
and Kwai Chung, where over half of 
Hongkong's dyeing and bleaching fac- 
tories are located, the EPD said illegal 
connections run as high as 95%. 

EPD director Stuart Reed puts this 
down to poor overall planning in the 
face of rapid development. Because of 








deficient sewerage infrastructure, Reed 
said, some of the illegally connected 
sewers in East Kowloon — "one of the 
worst places in Hongkong" — are so full 
they are in danger of flooding. The gov- 
ernment estimates it would cost 
HK$600 million (US$76.9 million) to 
construct a proper sewerage system for 
East Kowloon. 

To make matters worse, waste is not 
sent through long pipes into deep waters 
where it is more easily diluted and dis- 

ersed by currents. Instead it is dumped 
in the harbour, where its toxins kill most 
marine life and create an unbearable 
stench. 

Because of the severity of the prob- 
lem, the government has to start from 
the beginning, drawing up sewerage 
master plans for East Kowloon, south- 
ern Hongkong Island, Tsuen Wan and 
ultimately for the 
whole of Hongkong, 
Reed said. 

This has been made 
the more difficult be- 
cause there are no en- 
vironmental protection 
laws to control the dis- 
charge of toxic and 
hazardous waste in the 
above areas. The Water 
Pollution Control Ordi- 
nance (WPCO) which 
came into force in 1981 
empowers the govern- 
ment to implement pol- 
lution control measures 
only in declared Water 
Control Zones (WCZs). 
So far only one has 
been declared — the 
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Tolo Harbour and Channel in the New 
Territories. 

Since then conditions have deterior- 
ated in Tolo and there have been fre- 

uent occurrences of red tide, killing 

fish in the fish farms there. Red tides are 
caused by an algae which blooms in pol- 
luted conditions, absorbs all the oxygen 
in the water and suffocates marine life. 
Some environmentalists say that Tolo is 
so badly polluted it cannot be saved. 

And vet, the environmental panel of 
the Office of Executive and Legislative 
Councils (Omelco) has insisted that the 
government should not declare any 
more WCZs until the impact of the 
WCZ on industry in the Tolo area has 
been reviewed later this year, accord- 
ing to Reed. The Executive Council 
is the highest policymaking body and 
the Legislative Council (Legco) is the 
lawmaking body. 


he major industrial areas are not 

Tolo and therefore they do not coi... 
under the WPCO. Control of these 
areas is said to be exerted through lease 
conditions and the Buildings’ Ordi- 
nance, neither of which, Reed says, is 
m aimed at protecting the en- 
vironment. They were 
drawn up to ensure 
structural safety. 

Lease conditions de- 
scribe the terms of 
proper waste disposal 
and the Buildings and 
Lands Department 
(BLD) is responsible 
for enforcing them, but 
EPD officials said the 
BLD would not re- 
enter a site if someone 
was breaking the lease 
conditions probably 


because, in structural 
terms. it Was not re- 


garded as an import: 

offence. No factory ha» 
been prosecuted for vio- 
lating lease conditions. 
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VIETNAM 


Cheer in Cholon 


Hanoi eases policy on its ethnic Chinese 


By Murray Hiebert in Ho Chi Minh City 


H anoi appears to have taken steps during the past year to 
end its discriminatory policies against Ho Chi Minh City’s 
several hundred thousand ethnic Chinese, in an attempt to get 
their help in developing Vietnam's shattered economy. The 
new policy comes a decade after Hanoi closed down the 
businesses of ethnic Chinese, forcing many of them to choose 
between moving to remote “new economic zones" or fleeing 
the country as refugees. 

Ethnic Chinese in Cholon, the city's Chinatown, say Hanoi 
began gradually softening its suspicions towards them several 





years ago. Then, in July 1987, several Cholon residents re- 
ported, Vietnamese Communist Party chief Nguyen Van Linh 
met with ethnic Chinese representatives in Ho Chi Minh City 
and informed them that they were to be “protected by the 
court of law," implying they would no longer face discrimina- 
tory policies. 

Last September, the Vietnam Fatherland Front, a coali- 
tion of mass organisations, arranged a meeting in the city to 
discuss two new decrees on the treatment of ethnic Chinese. 
One of the decrees declared that ethnic Chinese are “entitled 
to all rights and subject to all duties of Vietnamese citizens." 

The other decree called on government bodies to “take care 
of, assimilate and assist ethnic Chinese people so that they. . . 
can set their minds at ease, and enthusiastically unite within 
the great family of people of all nationalities." It added that 
those “ethnic Chinese residents [who do not have Vietnamese 
citizenship] are also [to be] given favourable conditions for 
participating in the development of production." 

Chau Hong, 52, has seen both faces of Hanoi's policy. He 
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Government building surveyor 
Cheng Wai-dart said the BLD had 
not prosecuted any factory be- 
cause there were too many illegal 
connections — in East Kowloon 
alone 1,300-2,000 — and it would 
be unfair to single any one out. 
Instead the government preferred 
to persuade offending factories to 
put things right. Of the several 
hundred major cases under in- 
vestigation by the under-staffed 
drainage unit, he said 80% were 
cooperative. 

Because of the uncontrolled 
discharge of industrial, human and 
animal waste into the harbour, a 
number of beaches have been de- 
clared unfit for swimming. It has 
been estimated that in the past two 
years, half a million people have 
become ill after swimming in these 
waters. Pollution is so bad that the 

yuthern part of Hongkong island 
. to be declared the second WCZ. 
Reed claims that Omelco's en- 
vironmental panel agreed only be- 
cause few industries are sited there. 

In the past few years, big resi- 
dential projects have sprung up on 
the south coast, which is dotted 
with expensive residential districts 
and popular beaches, but as in the 
old industrial districts, the govern- 
ment has neglected to provide the 
necessary public sewerage infra- 
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Water pollution in Hongkong: 
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flagrant violation of laws. 


In the recently passed Noise 
Control Ordinance, the industries' 
federation sought exemption for 
existing industries, but the govern- 
ment refused. 

Besides failing to urge the gov- 
ernment to introduce more en- 
vironmental protection legisla- 
tion, Legco has seldom exercised 
its supervisory power over flagrant 
violation of existing laws. The 
problem is so serious that pressure 
groups have said there is a case for 
a Legco select committee hearing 
to investigate why. 

Besides polluted beaches, 
Hongkong harbour is littered with 
floating rubbish either dumped by 
boats or carried into the sea by nul- 
lahs and sewers. Although it is il- 
legal to dump rubbish into the sea, 
Reed said the law is difficult to en- 
force because it is hard to police 
the entire harbour. 

In order to deal with the 
dumping of hazardous waste in 
the harbour, Reed said Hong- 
kong must build its own chemical 
treatment plant. (A proposal for 
one on Tsing Yi island in the New 
Territories is opposed by resi- 
dents who fear it will be a health 
hazard.) He warned that the fail- 
ure to provide satisfactory chemi- 
cal waste disposal has be- 
come a disincentive for some 
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structure. Although the residential 
developments have their own sew- 
age treatment plants, few are proper- 
ly maintained and some bathers end 
up swimming in a sea of sewage. It is 
estimated that it would cost HK$250 
million to deal with pollution here. 

If Omelco has failed to push for legis- 
lation to protect the environment, it is 
mainly because its members are mostly 
businessmen and industrialists, though 

ie panel's convenor, Poon Chung- 
„wong said it was the government's fault 
for taking so long to introduce legisla- 
tion. The two big industrial lobbies, 


the Federation of Hongkong Industries 
and the Chinese Manufacturers’ Associ- 
ation, are represented in Legco and on 
various government advisory commit- 
tees, 

Over the years, they have lobbied to 
block or circumvent environmental pro- 
tection legislation saying that produc- 
tion costs must be kept down if their 
goods are to remain internationally 
competitive. In Tolo, industries have 
succeeded in getting exemption for fac- 
tories which existed before the WCZ 
was declared and even for permission to 
allow a 30% increase in the discharge. 


multi-national corporations to set up 
business in Hongkong. 

Wilson has announced that the gov- 
ernment intends to spend HK$15 billion 
over the next 10 years to provide for 
proper OD of sewage for the entire 
territory. Wan Sek-luen, a member of 
the government-appointed Environ- 
mental Pollution Advisory Committee, 
estimates it would cost at least HK$50 
billion to clean up the entire environ- 
ment. This is not as large as it seems 
— Hongkong's budget surplus for the 
current financial year is HK$11.6 
billion. oO 
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was operating a textile mill, a knitting factory and several 
bakeries in Ho Chi Minh City on 24 March 1978, when Hanoi 
launched its “socialist transformation” campaign to seize con- 
trol of private industry and trade in the former capitalist 
south, about half of which was controlled by ethnic Chinese. 
Policemen and youth volunteers closed Hong’s factories and 
confiscated the goods. 

The government’s move against “bourgeois traders” 
caused tens of thousands of ethnic Chinese to flee as refugees. 
The flight prompted China’s first public denunciation of 
Hanoi, and in early 1979, Peking launched an attack on Viet- 
nam in retaliation for Hanoi’s invasion of Cambodia. 

Hong stayed in Vietnam after his factories were shut down, 
but he was arrested in October 1978 and accused of having 
“bribed the cadres to get flour for his bakery.” Hong was held 
for investigation for 10 months, he said, but the charges could 
not be proven, so he was sent to Tien Giang province in the 
Mekong Delta to work on farms for two years. 

But soon after Hong returned to Ho Chi Minh City in 1981, 
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he was contacted by Nguyen Thi Thi, who had permission to 
experiment with capitalist-style business techniques to oper- 
ate what has become the highly successful Ho Chi Minh City 
Food Co. *Mrs Thi encouraged me to reopen by bakery," 
Hong said. “She knew I had been ill-treated and provided me 
with materials to increase my production." Today Hong oper- 
ates three bakeries in the city. “I feel quite safe to do business 
now," Hong said. “I don't fear that I'll be called a capitalist 
who exploits other people." 

Not all ethnic Chinese in Cholon have had the same experi- 
ences as Hong. Vuong Hong Vang, who runs a small plastic re- 
cycling factory in the city, said he avoided conflict with the 
Vietnamese Government by turning his private shop into a 
cooperative soon after the communists seized power. 

Ethnic Chinese refugees who have fled Vietnam within the 
past year say discriminatory policies against them continue. 
They claim they often face resentment from local officials and 
are still singled out for special taxes and regulations which 
apply only to ethnic Chinese. 
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SINGAPORE 


Still sewn. up 


Nervous PAP manoeuvres to keep the upper hand 


By Rodney Tasker 
S ingapore is on the verge of a general 
election which promises to be the 
most interesting in two decades. 
Whether the election is held as early as 
September, as some think, or in the 
traditional election month of De- 
cember, it is clear that the ruling 
People’s Action Party (PAP), which has 
run the republic since independence in 
1965, is nervous about possible opposi- 
tion gains. 

There is now only one opposition 
MP in parliament: Chiam See Tong, 
who won in the 1984 election on the 
back of a 12.3% swing against the PAP 
whose majority was cut to 63.2% of the 
vote. This time, the PAP government 
has taken election measures which, 
while easily justifiable in social and 
bureaucratic terms, hamper 
opposition candidates: 

» Under a new scheme to 
ensure minority communities 
are represented in parliament, 
parties will be required to 
field teams of three candidates 
— at least one of whom has to 
be from a minority community 
— in 13 group representation 
constituencies (GRCs). Osten- 
sibly, this will ensure that 
the 15% minority Malay com- 
munity will be represented, as 
there must be at least one 
Malay in each team in eight of 
the GRCs. As Malays rarely 
stand against the government, 
opposition parties, who al- 
ready find it difficult to attract 
qualified candidates, will be 
strapped to find Malay candi- 
dates for their team tickets and thus will 
not be able to stand in those constituen- 
cies. 

» Seven constituencies have been 
scrapped, and their electorates merged 
with other wards. The government says 
this is because of population drift, 
mainly to Housing Development Board 
(HDB) new towns, but it also means an 
end to the portside constituency of 
Anson, held by the opposition Workers’ 
Party (WP) since 1981, to Rochore, the 
seat of PAP founding member and more 
recently government critic Toh Chin 
Chye. and to Telok Ayer, held by former 
PAP stalwart and longtime minister 
Ong Pang Boon, whose party loyalties 
are now Said to be suspect. 

» In several constituencies with HDB 
estates, MPs will also be chairmen of 
new town councils which will be en- 
trusted with the management and 
maintenance of HDB estates. As First 
Deputy Prime Minister Goh Chok 


Z. 


Chiam: critical of ‘elitism.’ 
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Tong candidly told parliament in June, 
this will make voters think twice about 
voting on a whim for an opposition can- 
didate when they know that their MP's 
ability and political standing will have a 
direct bearing on their personal lives. 
Most Singaporeans live in HDB flats. 

» Candidates’ election deposits are to 
be increased from S$1,500 (US$728) 
to $$4-5,000. As Chiam commented 
to the REVIEW, some of his Singapore 
Democratic Party’s potential candi- 
dates are baulking at the prospect of los- 
ing so much money if they fail to attract 
enough votes. 

The small group of opposition lead- 
ers feels the group-MP legislation is de- 
signed specifically to make it difficult 
for them to contest the GRCs, which 


will elect 39 of the next parliament's 81 
MPs. However, one political analyst 
pointed out that while the PAP knew 
the move would frustrate the opposi- 
tion, it would also institutionalise multi- 
racial, multireligious politics in the 
small republic, “so that Singapore can 
immunise itself from racial problems in 
the long term." 


here are nine Malay MPs in the cur- 

rent parliament, and under the new 
legislation at least 60% of minority MPs 
elected in the GRCs will have to be 
Malay. Ironically, Malay community 
groups have been most critical of the 
legislation on the grounds that the 
Malays are being treated as a minority 
who cannot stand on their own political 
feet. More fundamentally, they are un- 
happy that the minority communities 
committees which will decide who is 
a member of a minority community 
will not define a Malay, among other 


things, as one who practises Islam. 

In addition to the election modifica- 
tions, opposition figures feel that the 
PAP government has embarked on à 
campaign to scare Singaporeans off 
from running on an opposition ticket. 


| The arrests of 22 alleged Marxists under 
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the Internal Security Act (ISA) last 
year, followed by the similar detention 
of opposition lawyer Francis Seow for 
72 days this year, have undoubtedly 
given many potential opposition candi- 
dates food for thought. 

The use of the ISA will undoubtedly 
be an issue in the election. Singapore's 
most celebrated opposition figure, WP 
leader J. B. Jevaretnam. who became 
the republic's first opposition MP in 15 
years when he won a by-election in 
Anson in 1981, is still banned from par- 
liament after being disqualified for five 
years in October 1986 when he was 
fined S$5,000 and jailed for one month 
when it was found his party's accour 
were falsified. 

Yet Jeyaretnam is already girding his 
party, which has merged with the Singa- 
pore United Front, for the next battle 
with the PAP. He told the 
REVIEW the party would have 
to field 50-60 candidates if its bid 
to form an alternative govern- 
ment was to be taken seriously. 

Chiam is less ambitious and 
less vocal. The new consti- 
tuency boundaries did not af- 
fect his Potong Pasir consti- 
tuency — political analvsts feel 
that the PAP can live with the 
mild-spoken Chiam — and he 
is bound to win again. 

Yet Chiam's campaigning 
could be more harmful than 
Jeyaretnam's design to cast the 
PAP government as an au- 
thoritarian monster: he will 
dwell on the small business- 
man's problems in maki 
ends meet in Singapore's ou. 
wardly prosperous, but 
“elitist,” economic system; he is also 
critical of what he feels is an equally 
elitist educational system. 

Despite the PAP's attempts to hob- 
ble it, the opposition could win more 
seats in the next parliament. And after 
the election there could also be a new 
prime minister, Goh, who is now defi- 
nitely set to take over from Lee, instead 
of Lee's son, Trade and Industry Minis- 
ter Lee Hsien Loong. 

An indication of Lee senior's destiny 
was given by one of his oldest col- 
leagues, S. Rajaratnam, who said that 
the prime minister may well be elected 
as president later this year — but with 
new presidential powers to veto legisla- 
tion in order to safeguard the country's 
vast financial reserves, and its domestic 
savings and pension funds “in the event 
of the PAP government being over- 
thrown or becoming decadent." What- 
everthe opposition’s popularity, Lee Kuan 
Yew still has Singapore sewn up. oO 
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PAKISTAN 


Striking at symbols 


Zia’s election announcement confuses the opposition 


By Husain Haqqani in Islamabad 
p resident Zia-ul Haq's announce- 
ment that general elections would 
be held on 16 November on a non-party 
basis has infuriated as well as confused 
Pakistan’s opposition parties. By fixing 
a date for elections, Zia has pre-empted 
Street protests calling for an election 
schedule. But the ground rules for the 
polls are likely to benefit government- 
backed patronage politicians as the op- 
position is forced to campaign sepa- 
rately for each electoral district instead 
of running a national campaign. 

The opposition’s dilemma is that if it 

ently rejects Zia's election program- 

', he would be able to use it as a justifi- 
cation for both a crackdown and rewrit- 
ing of rules. But by participating in 
these elections, opposition parties risk 
losing their present popular backing 
without gaining sufficient clout in the 
new parliament. Zia’s ruling will deny 
the opposition the use of party symbols 
on ballot papers, which traditionally al- 
lows the largely illiterate voters to iden- 
tify their candidate. Opposition candi- 
dates are thus unlikely to win massively 
on an individual basis and joining the 
electoral process would definitely di- 
minish the militancy of Zia's critics. 

Zia announced the date for elections 
in a brief speech in the senate on 20 July 
and followed it up with an announce- 
ment on the mode of elections at a press 
conference. The 16 November polling 
date does not fall within the constitu- 
tionally mandated period of 90 days 
after the dissolution of parliament dur- 

' which elections must be held. But 

1 used the backing of another con- 
stitutional provision to justify the exten- 
sion of this time limit. 

Under the constitution, delimitation 
of electoral districts must be undertaken 
on the basis of the last available census, 
which in the present case is the census of 
1981. For the 1985 general elections, 
held under martial law, the previous 
census (that of 1973) was used while 
drawing boundaries of constituencies 
and the constitutional requirement was 
suspended. This time, fresh delimita- 
tion will be undertaken for which the 
election commission says it needs extra 
time. According to the commission, it 
had asked the ousted government of 
prime minister Mohammed Khan 
Junejo to initiate the delimitation pro- 
cess last year but the civilian leader had 
ignored the request, thereby creating 
the present problem. 

The opposition cried foul over the 
delay in polls but said it would prepare 
to contest them. Benazir Bhutto, head 
of the Pakistan People’s Party (PPP), 
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said Zia had been forced to announce 
the date of elections under "pressure 
from the people" and promised that the 


| opposition would not allow the presi- 








join hands “to prevent Zia 


dent to wriggle out of the election prom- 
ise. After consultations with allies in the 
nine-party Movement for Restoration 
of Democracy (MRD) and the orthodox 
Jamaat-e-Islami, Bhutto also an- 
nounced her intention to challenge in 
the Supreme Court Zia's decision to 
exclude political parties from the elec- 
tions. 

Bhutto said his decision was mean- 
ingless and "an outright deviation from 
the constitution." The Jamaat's deputy 
leader, Ghafoor Ahmed, was even 
harsher in his criticism. He accused Zia 
of using the constitution as a toy and 
called upon political parties to 


from breaking the country" — 
a reference to the rise of re- 
gionalist sentiment resulting 
from centralised rule. 

Junejo, whose Pakistan 
Muslim League (PML) had 
been formed by members of 
the previous parliament 
elected on a non-party basis, 
also joined the opposition in 
condemning the election rules. 
The Jamaat and the PML had 
been the only major parties 
which went along with the pre- 
sident in the 1985 non-party 
polls and put up candidates de- 
spite a boycott by the MRD. 

The opposition was confi- 
dent that in the absence of mar- 
tial law and without significant 
political allies, the govern- 
ment could not get away with 
its plans unchallenged. Unlike 
under martial law, when Zia’s de- 
crees could not be questioned by 
the judiciary, constitutional argu- 
ments have now acquired considerable 
significance and the courts can exer- 
cise their powers to reverse executive 
orders. 


n a recent ruling, the Supreme 
Court had termed political parties a 
“necessary part of a democratic govern- 
ment" and had said that “rival parties 
make elections meaningful." In light of 
this judgment, politicians are confi- 
dent they will secure a ruling in favour 
of parties’ participation in elections. 
From Zia’s point of view, the politi- 
clans’ protests were totally unjustified. 
Zia said he was paving the way for in- 
dividual candidates to be judged on 
their merit rather than being elected on 





Zia: fury and confusion over poll ruling. 








a bandwagon. But for the PPP in par- 
ticular, and the opposition in general, 
the absence of acommon symbol on bal- 
lot papers would mean that it cannot 
take advantage of its national leader- 
ship’s popularity and would have to or- 
ganise better on the constituency level. 
This is difficult for Pakistan's political 
parties, which are loose groupings re- 
volving around major leaders and not 
tightly run organisations. By holding 
non-party elections, Zia would be able 
to install elected legislatures without 
fear of their domination by his oppo- 
nents, 

Zia's flanks are covered even if the 
opposition’s planned petition before the 
Supreme Court is successful. His sup- 
porters within Junejo’s PML have ini- 
tiated moves to challenge the former 
prime minister’s leadership, making it 
possible for Zia or his nominee to take 
over the party. The PML has suffered in 
terms of public support due to the 
Junejo government's ouster but officials 
believe they can resurrect the party 
within a few months. The extension of 
the election timetable to November has 
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already bought some time for the gov- 
ernment. A battle in the Supreme Court 
over election laws could further extend 
the time available for organising an offi- 
cial party. 

Zia’s supporters are also proposing 
that he assume the rank of field mar- 
shal, so that his position as head of the 
military can be maintained irrespective 


| of any political office held by him. 
| Apart from his personal distaste for par- 


tisan politics, a major factor in Zia’s av- 
ersion to Joining or leading a -— so far 
has been the prospect of relinquishing 


| his army rank of general. But as field 


marshal, he would be able to hold politi- 
cal office without institutionally delink- 
ing from the armed forces. A field mar- 


| shal remains in uniform for life and does 


not retire, though he may carry on other 
functions as a civilian. o 
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COVER STORY SOVIET UNION 


Gorbachov’s benign look-East policy acquires substance 


Glasnost's Asian frontier 


By Sophie Quinn-Judge in Moscow 


Soviet leader Mikhail 
2 Gorbachov's July 


Ws 1986 Vladivostok pol- 
: B icy statement that his 
E. C" country would partici- 


pate constructively in 
Nen Asian affairs, was re- 

| ceived with scepticism 
by many regional observers. It is now 
clear that the speech was neither empty 
propaganda nor a diplomatic coup, but 
the start of a slow process of detente in 
the Asia-Pacific region. Sino-Soviet re- 
lations have been unfrozen, and goods 
and people move across the border with 
increasing ease. More progress has been 
made towards resolving regional con- 
flicts than most observers thought possi- 
ble in 1986. 

And importantly, the Vladivostok 
initiative signalled an end to the 
ideological — strait-jacket in which 
Soviet Asia specialists had operated. 
Economist Yevgeniy Kovrigin noted its 
positive evaluation of the Pacific Eco- 
nomic Cooperation Conference — only 
two months after the official news- 
agency Tass had published a hostile 
commentary on the grouping. But 
building a new system of relationships in 
the region has obviously been a more 
complex task than the Gorbachov 
leadership foresaw and hopes for a 
quick normalisation of party-to-party 
relations with China have yet to be 
realised. 

Initially, there was optimistic talk of 
receiving a Chinese Communist Party 
delegation at the 70th celebration of the 
October revolution in 1987. As eco- 
nomic relations improved, it seemed 
possible that China might soften its 
three conditions for normalisation: a re- 
duction of troops along the Chinese- 
Soviet border; withdrawal of Soviet 
forces from Afghanistan and an end to 
Soviet support for Vietnam's occupa- 
tion of Cambodia. 

Sceptical reaction to the 1986 speech 
from non-Soviets was understandable. 
While it did contain important conces- 
sions to China — acceptance of the main 
channel of the Amur river as the border 
line, and an offer to withdraw a "signi- 
ficant portion" of Soviet troops from 
Mongolia, the Soviet leader's approach 
to regional conflicts seemed less than a 
breakthrough. Gorbachov announced 
the withdrawal of six Soviet divisions 
from Afghanistan, but also declared the 
Soviet Union's "international solidari- 
ty" with the Afghan people. vta 
on Cambodia, he laid stress on the need 
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for improvement in Sino-Vietnamese 
relations to facilitate a settlement. 

And Gorbachov's appeal for an ex- 
tension of the Helsinki process — the 
early 1970s consultations which af- 
firmed the European political status 
quo — to the Pacific region sounded to 
many observers like a revival of Leonid 
Brezhnev's still-born collective security 
proposals of the 1960s. 

But since the speech, the Soviets 
have backed away from the ruling com- 
munist party in Afghanistan and have 
pledged to withdraw all their troops 
from the country by early next year. The 
Cambodia conflict moved back onto 
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centre stage with the Jakarta Informal 
Meeting, beginning on 25 July, between 
the various factions and high-level Sino- 
Soviet talks on the issue, though it is still 
far from clear how a lasting solution can 
be achieved. And even on the Korean 
peninsula, where the two sides ap- 
peared implacably hostile to one 
another, conciliation is in the air. 
China’s adherence to its “three con- 
ditions” has probably forced the pace of 
Soviet diplomatic initiatives on regional 
conflicts. But at the same time, without 
some substantive changes in Soviet for- 
eign policy this relaxation of tension 
would not have been possible. Whether 
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Minimal defence doctrine: page 28 


Trade routes revived: page 28 





for philosophical, economic or a mix- 
ture of reasons, the Soviet communists 
at their 1986 27th party congress drew a 
sharper distinction between “export of 
revolution” and what they consider 
legitimate aid to peoples struggling 
against national or social oppression. 

Whether this policy is a temporary 
one dictated by weakness, or a more 
profound ideological shift, is impossible 
to say. Its future may depend on Gor- 
bachov’s efforts to democratise Soviet 
society and to open it up to the interr 
tional community. In any case, Mus- 
cow's view of Cambodia and Afghanis- 
tan is now not that they are ripe for rev- 
olution, but for national reconciliation. 
The message has gone out to Third 
World allies that Soviet foreign rela- 
tions are becoming multi-polar, and 
that normal economic relations must re- 
place grant aid. 


ut building up new relationships 

has proven more difficult than the 
Soviet leadership expected. Vietnam's 
pledge to withdraw half its troops from 
Cambodia this year notwithstanding, 
the Chinese still have not given any sign 
that they are ready for a summit meet- 
ing between Gorbachov and Deng 
Xiaoping. The 12th round of Chinese- 
Soviet political consultations in Moscow 
in June ended only with an agreement to 
hold another round of meetings next 
spring. The final breakthrough in Sino- 
Soviet relations may not come un 
1990, by which time the Vietname... 
have promised to withdraw all troops. 

Another disappointment for Moi: 
cow has been the lack of international 
response to Gorbachov's Vladivostok 
pod on confidence-building in the 

acific. These proposals for negotiated 
restrictions on naval activity, which he 
expanded in comments to the Indone- 
sian newspaper Merdeka a year ago, 
have fallen into a void. Former Japan- 
ese prime minister Yasuhiro Nakasone 
speaking in Moscow on 21 July, said this 
was "due to the lack of conditions fos- 
tering trust, which is a prerequisite for 
considering such proposals. " 

"| presume that these measures are 
considered by the other sides as non- 
ideal," a Soviet Foreign Ministry official 
told the REVIEW in May. "In this situa- 
tion it is normal to offer other proposals 
— but we have received no answers." 

Soviet analysts are no longer saying 
that it is possible to extend the Helsinki 
process to Asia. "In Asia the situation is 
substantially different," the same offi- 
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cial said. Whereas in Europe there are 
two main blocs, the Warsaw Pact and 
Nato, in Asia the situation is not so 
clearly bi-polar, experts now acknow- 
ledge. In the Pacific, too, the Soviets 
confront a different US strategy: for- 
ward basing and naval superiority. “The 
line of confrontation runs very close to 
the Soviet Union,” said a researcher at 
the Institute of World Economy and In- 
ternational Relations. “We must move 
towards measures of disarmament with 
the US. But I’m not sure present or fu- 
ture administrations will give up their 
unilateral advantage.” 

Soviet-Japanese relations remain the 
weak point in the Soviets’ Pacific strate- 
gy — largely, as the Soviets see it, be- 
cause the Japanese are caught in the 
middle of the US-Soviet confrontation 
in the Pacific. Soviet Japan specialists 
accuse the US of trying to manipulate 
their relations with Japan. The question 

the northern island territories whose 
-~ ‘ereignty is disputed between Japan 
and the Soviet Union has become 
“one of the aspects of this game,” 
one expert said. A Soviet eed 
Ministry specialist said he be- 
lieved the Japanese use the north- 
ern territories question as a "reg- 
ulator of our relationship. My 
feeling is that the territorial piob 
lem is not the main one in our re- 
lationship.” 

Relations are not entirely 
frozen, however. Soviet-Japanese 
trade for the first quarter of 
this year increased by around 
50% over 1987. And during 
Nakasone’s visit, a Japanese 
spokesman said that both sides 
would work to facilitate a Gor- 
bachov visit to Japan as soon as 
pue. Soviet Foreign Minister 

duard Shevardnadze will visit 
Janan at the end of this year. The 

'anese are eager to hold regular 
-isultations at the foreign minis- 
ters' level, as they did in 1986. 

Although the Japanese side 
has set no preconditions on 
Shevardnadze's visit, they have 
said that they would like to con- 
tinue negotiations on a peace 
treaty. They have not wavered in 
their demand that the northern ter- 
ritories be returned before such a treaty 
be signed. "If they want perestroika [re- 
structuring] [of relations] with Japan," a 
diplomatic source said, "there should be 
some sign — a decrease in the Soviet mi- 
litary presence in the Far East, or a 
change on the territorial issue." 

To date the Soviets have not hinted 
at any concessions to Japan. They con- 
tinue to maintain that the territorial 
issue has been solved, and that the sta- 
tioning of their troops in the area is an 
internal matter. But Nakasone was said 
to be pleased with his reception here, in 
particular the chance to speak about the 
northern territories in a 10-minute in- 
terview on Soviet TV, 
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Pragmatists and pioneers 
near the end of the line 


By Sophie Quinn-Judge in Tynda 


Moscow's project of 
the century, the Bai- 
kal-Amur Railway 
(BAM), Was 
launched in 1974 in a 
burst of voluntarist 
IS enthusiasm to deve- 
dud lop th f 
p the resources o 
the Soviet Far East. So far it has soaked 
up US$25 billion and shows no signs of 
paying for itself before next century, 
while even its original supporters are re- 
luctant to throw more money at the re- 
gion. 
BAM's problems highlight long- 
term policy differences between those 
calling for heavily populated industrial 
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driver added, “and that’s enough — the 
high salaries are gone and there’s less 
work now.” 

Originally the 3,100-km railway, 
running across the northern tip of Lake 
Baikal to the Amur River port of Kom- 
somolsk-na-Amure, was to cost around 
Rbl 15 billion (US$25 billion). Now, 
four years beyond its completion date, 
BAM is still absorbing government 
funds. Although officially declared 
open in 1984, it will not be in full opera- 
tion until 1989, and even then the 15-km 
Severo-Muiskii tunnel in rugged, earth- 
quake-prone terrain near Baikal will 
not be complete until 1992. 

The workers who have married and 
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centres in the region and "pragmatists" 
who see Siberia purely as a source of 
raw materials. Reformers say the only 
hope of making the project work lies in 
the BAM region unleashing economic 
initiative and creativity through an ex- 
periment in local democracy which is a 
prototype of Soviet leader Mikhail Gor- 
bachov's perestroika (restructuring). 
"The boom here is over," said a taxi- 
driver in Tynda, main junction of the 
BAM, a new town of around 60,000 
people carved out of the east Siberian 
perma-frost by Komsomol (Young 
Communist League — YCL) volun- 
teers, when pitting man against nature 
was still fashionable in the Soviet 
Union. “I’ve been here 11 years,” the 
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had children here need to be housed and 
fed, fine points that were overlooked in 
the original plans. About one-third of 
Tynda's population is still in temporary 
barracks or wooden houses without run- 
ning water. 
ome economists have begun to say 
bluntly that the project was a mistake. 
Huge investments are still needed to 
open up the deposits of Popper and 
other non-ferrous metals, the pet- 
roleum, gas and coal that the BAM is in- 
tended to carry. "It will only pay back in 
the next century," predicted one Soviet 
expert — “late in the next century." 
But BAM enthusiasts, especially 
some of the YCL volunteers who re- 
sponded to their leadership's call in the 
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1970s and who now are entering middle 
age, are fighting back. “We now need 
to think about the future, not about 


the past,” one of these enthusiasts, geo- | 


grapher Ludmila llyina, said. “Now 
there is a railway and people living 
there. We must do everything to keep 
them there in the long term.” In her 
view, and that of the YCL activists who 
have stuck it out in these raw towns 
along the line, the aim is to bring the 
BAM to life, to make the riches of the 
Far East serve the people who live there. 

The situation in the BAM zone is 


“colonial.” a Moscow economist told | 


the newly elected BAM council in June. 
“BAM now exists out of inertia,” he 
said. “There are separate centres of ac- 
tivity not linked as an integrated whole. 
Gosplan [the state planning committee | 
and the centre aren't interested in inte- 








grated development. They just want to 
get the raw materials out." 


here has long been a basic diver- 
gence in Soviet approaches to the 
Far East. Those calling for integrated 
social-industrial complexes have gener- 


ally lost out to those pragmatists who | 


saw the region as a source of raw mate- 
rials for the western part of the country, 
where around 75% of the population is 
concentrated; or more recently, for ex- 
port to Japan. After World War II and 


the end of large-scale forced labour, a | 


gradual eastward movement of workers 
was reversed. Between 1959 and 1970 
there was a net movement of people out 
of Siberia. 

A high turnover of labour has been a 
constant problem for BAM, and now 
that the rate of construction has slowed 


Pacific growth depends 
on Asian enterprise 


By Sophie Quinn-Judge in Khabarovsk 


From Moscow, Kha- 
barovsk, a hilly city of 
600,000 people over- 
— looking the Amur 
= Mig river, is at the end of 
= the earth. Soviet 
Meee Asian specialists be- 
lieve now the time has 
come to change this stereotyped view — 
to turn the country’s Far East into tts 
Pacific coast. 
Real autonomy for the area remains 
a distant goal, and the port of Vladivos- 
tok, the region's largest city and main 
Pacific base of the Soviet navy, will not 
be fully opened to the outside world 
until 1990. But Soviet leader Mikhail 
Gorbachov's 1986 pledge in Vladivos- 
tok to integrate the Soviet Far East into 
the Pacific basin economy has set in mo- 
tion real changes and Khabarovsk's 
doors are being opened wider all the 
time — mainly by North Asians. 
Russian explorers first reached the 
Pacific in 1639 and made their 
earliest coastal settlements in 
the far north, at Okhotsk and 
Petropavlovsk. Only after the 
1858 treaty of Aigun did they 
gain free access to the Amur 
and establish themselves at 
Khabarovsk. The Tsar's cos- 
sacks found nomadic tribes of 
reindeer herders and settle- 
ments of fishermen, still exist- 
ing in stone-age conditions, 
who helped the Russians sur- 
vive the harsh winters. But ac- 
cording to first-hand accounts, 
many also resisted paying tri- 
bute of furs and staged large- 
scale attacks on the newcom- 
ers. 







v 
Building Up Speet 


26 


<A | NL UT he 
2 I 


Khabarovsk station: attracting foreign investment. 


Today, more than three centuries 
later, the Russians are still working out 
a modus vivendi with their Asian neigh- 


bours. But since Gorbachov's 1986 
speech, Soviet policymakers have 


woken up to the advantages of coopera- 
tion with the Chinese, Koreans and Ja- 
panese. The tension of the border con- 
frontation with China has faded, and fist 
fights between Asian and Russian gangs 
no longer disturb the tranquillity of 
Khabarovsk, residents say. Just as in the 
19th century when Chinese traders 
played a key role in eastern Siberian 
trade, Asian entrepreneurs and workers 
could make a decisive contribution to 
the future development of the Soviet 
Far East. 

In the past year, the Khabarovsk 
Chamber of Commerce held around 100 
meetings with foreign businessmen, 
about 90% of whom were Japanese. 
Japan Airlines has put a larger air- 
craft, a Boeing 767, on its Niigata- 
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down, there is a growing stream of 
people leaving the zone. The massive 
investment that would be needed to 
keep them there, may be the main 
reason that the central planners remain 
cool to the idea of integrated develop- 
ment along the railway. Moscow re- 
searchers are saying now that economic 
resources should be concentrated in the 
more populated areas of the Far East, 
the Khabarovsk and Primorskiy re- 
gions. Even economist Abel Aganbeg- 
yan, a key Gorbachov adviser and chair- 
man of the BAM Council of the 
Academy of Sciences, said Ilyina, had 
lost interest. 

Investment in the long-term deve- 
lopment plan for the Far East Economic 
Region, published in 1987, will go to 
new infrastructure, such as the exten- 
sion of the Yakutsk-Amur spur — the 


Khabarovsk route, and Aeroflot pli 
to open a service to the Chinese city ~- 
Harbin later this year. Khabarovsk's In- 
tourist hotel is solidly booked between 
July and mid-September. Work will 
soon begin on an additional wing and 
bids have been received from Japanese, 
Chinese and North Korean construction 
firms. New Intourist hotels are also 
planned for Nakhodkha, Vladivostok 
and Sakhalin. The Khabarovsk airport, 
too, is being expanded. At this time of 
year it is choked with transit passengers 
travelling between Japan and Eastern 
Europe. 


uring North Korean leader Kim 

I| Sung's recent stop-over in 
Khabarovsk, he discussed setting up a 
Korean collective farm to produce rice, 
soybean, and early vegetables. The 
Soviets would also like to employ the 
Koreans in light industry. Already the 
Vostok (East) Clothing Factory sends 
material to North Korea to be sewn ii 
finished garments. It employs 250 Vic- 
namese workers, mainly young women, 
and has an agreement of intent to create 
a joint enterprise in China. 

A Soviet Korean born in Kazakhstan, 
Alexei Kim, is leading the way in 
Khabarovsk's cooperative movement. 
His Korean restaurant, East- 
ern Kitchen, was an immediate 
success when it opened last 
year and is already outgrowing 
its premises. His specialty is 
fast, low-priced food. His 35 
workers are now barely suffi- 
cient to keep up with his aver- 
age of 1,000 customers a day. 
He has leased 10 ha to produce 
fresh vegetables, but has not 
yet had time to plant them. 

Kim promotes an en- 
lightened brand of entre- 
preneurship based on the in- 
terests of the government, the 
customers and the coopera- 
tive. Kim's recipe seems to 
have gained official approval. 
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little BAM north from Tynda towards 
the gold fields of Aldan. This is in fact 
the only portion of the BAM in full p. 
eration now. Five million tonnes of cok- 
ing coal from the Neryungri mine are 
sent along it every year, destined for 
Japan. Existing enterprises from now 
on will have to earn their own way. 


Tz question now is whether the 


BAM zone can pull itself up by its 
bootstraps. If the "second wave" is to 
gather strength, it must come from the 
experimental democracy being created 
here by the YCL. In fact, the BAM 
council, elected after a whistle-sto 
campaign by YCL contenders from ali 
over the country, exemplifies the Gor- 
bachov plan to de-bureaucratise the 
Soviet Union. Until the council's forma- 
tion, the zone was at the mercy of differ- 


he has been asked to speak at 

> higher communist party 
school in Khabarovsk. 

The Americans are getting 
into the act in the Soviet Far 
East as well. Khabarovsk has 
been twinned with Portland, 
Oregon, and has received at 
least one delegation of Portland 
officials. The Institute of Popu- 
lar Economy here, which has 
set itself the task of training 
cadres for perestroika (restruc- 
turing), has invited Portland to 
send specialists to lecture on 
management. Oregon business- 
men are hoping to sell wood- 
processing equipment to Soviet 
forestry enterprises. 

Khabarovsk may soon be- 
come the chopstick capital of 
Asia. Although it has only one 
Asian restaurant, the city has 
received four proposals — two 

anese and two American — 

set up joint production of chopsticks. 
Joseph Ha, a Portland businessman 
of Korean origin, is ready to supply 
the needed equipment and market- 
ing. “It seems that this year a chop- 
stick factory will be built, as this is 
such a popular proposal,” said Victor 
Smolyak of the Institute of Economic 
Research. 

But the Soviets do not see them- 
selves as producers of chopsticks. And 
they are still a long way from reaping the 
benefits they would like from their 
open-door policy in the Far East. Most 
of the Japanese businessmen come 
looking for raw materials, said Mikhail 
Kruglikov, chairman of the Chamber of 
Commerce. “So far we have not re- 
ceived one proposal with a high- 
technology content.” According to 
Kruglikov, the Japanese cite as obsta- 
cles restrictions imposed by Cocom, the 
monitoring committee on technology 
transfer to communist countries. 

Only one joint venture has begun op- 
eration in the Far East, a plywood pro- 
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ent interest groups. Reformers hope 
that the creation of an elected body with 
administrative power will unleash eco- 
nomic initiative. But how much author- 
ity it will wield remains unclear. 

Not everyone understands that the 
old days of government handouts are 


coming to an end. "I've been here 14 | 


years, working in transport," began one 
weathered driver at a roundtable discus- 
sion. "When are we going to get some 
new cars, some spare parts? We keep 
cars going by force of will," he com- 
plained. A voice shouted back at him 
from the audience: "You'll have to earn 
them yourselves.” 

The future integrated economy 
which BAM enthusiasts dream of may 
materialise out of the cooperative 
movement, which now is seen as the 
most realistic way to develop local eco- 


SINO-SOVIET TRADE 


mu Soviet share of China's total trade (Right scale) 


[Exports to Soviet Union 
[ .— ]lmports from Soviet Union 


(USS billion) 





nomic power and provide income. Suc- 
cessful Moscow entrepreneur Victor 
Korchagin, who calls himself a fanatic 
about cooperatives, toured the zone in 
June with a YCL group to spread the 
faith. He claims that history was 
made in Tynda with the recent open- 
ing of a joint stock company which 
will loan money for cooperative enter- 
prises. 

With the new law on cooperatives 
which took effect on | July, such organi- 
sations have the right to enter foreign 
markets. Visionaries like Korchagin are 
dreaming of cooperative joint ventures 
in tourism, furniture production, and 
even car and computer assembly. In the 
short-term, though, they are looking at 
the processing of waste materials along 
the railway — scrap timber and machine- 
ry abandoned during construction. O 





South Sakhalin is another 
suggested location. “We have 
some fantasies,” said Smolyak. 
“We see South Sakhalin as a 
winter leisure centre, as a joint 
enterprise with Japan, the US, 
or both.” 

Over-centralisation of deci- 
sion-making power in Moscow 
is another problem that looms 
very large in the Far East. Until 
last month only a few Far East- 
ern organisations had the right 
to establish direct links with for- 
eign firms. And one of these, 
Dalturba, which makes tur- 
bines for electricity generation, 
has failed to make any sales. 
Meanwhile, Dalintorg, an um- 
brella organisation for foreign 
trade which controls border 
trade, confronts Soviet firms 
with a built-in disincentive: it 
takes 40% of money earned 


REVIEWDIAGRAM from overseas sales. 


duction plant, though a fish-processing 
joint venture is almost ready for signing 
with a Japanese firm. Soviet economists 
can without any hesitation reel off the 
obstacles to foreign investment, some of 
which can only be improved in time. 
"We're not considered reliable part- 
ners, we don't have convertible cur- 
rency. Our managers are not accus- 
tomed to risks," said Smolyak. 


However moves are being made to 
eliminate some other impediments. 
One, the requirement that Soviet own- 
ership in joint ventures be at least 51%, 
may soon be modified for certain areas, 
Khabarovsk economists are pushing the 
idea of free trade zones in their region as 
a way of attracting foreign technology. 
“If we don’t move on to higher technol- 
ogy. our plans will be still-born," said 
Smolyak. 

One suggested location for such a 
zone is the South Primorskiy region, 
where the borders of China, North 
Korea and the Soviet Union meet. 





But a meeting in July of around 40 
Far Eastern firms in Vladivostok ap- 
pears to have struck a blow at the Mos- 
cow bureaucracy. They have formed 
themselves into the Far East Associa- 
tion for Business Cooperation with 
countries of the Asia-Pacific region. 
The former head of Dalintorg, Valery 
Lozovoi, has left and joined the new as- 
sociation, to be based in Vladivostok 
with offices in regional cities. The group 
has received the legal right to trade on 
the foreign market and should provide 
competition to Dalintorg. 

What will happen to central planning 
and the system of goszakaz (govern- 
ment orders), when firms start to dis- 
pose of their products Ve Poma i 
Chamber of Commerce chief Kruglikov 
admits that he does not know. But he 
does know that the Fisheries Ministry 
will not be happy when, for example, 
Sovrybflot, a fishing firm, starts to sell 
its produce through the association. 
"This is a big problem, which is being 
debated among our major economists. "J 
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T By Tai Ming Cheung in Hongkong 


Vladivostok speech 
calling for reduced 


military tensions and 
forces in Asia, Soviet 
id leader Mikhail Gor- 
ya bachov has overseen 
ð important changes in 
the Soviet military machine in the re- 
“gion. These include the phased with- 
drawal of all Soviet troops from Af- 
^ghanistan, removal of SS-20 missiles, 
the pullout of an army division from 
Mongolia, and a significant cutback in 
- naval activities beyond Soviet territorial 
waters. This has, however, hardly 
- dented Soviet military capabilities and 
most Asian states remain deeply suspi- 
cious of Soviet policies in the Asian- 
J- Pacific region. 
|. But there is growing speculation 
| among informed Soviet military watch- 
lers that more fundamental reforms of 
| the Soviet military colossus are on their 
]- way, which could see a more defensively 
| orientated and reduced military pre- 
|^ sence in Asia, and elsewhere. 
]. “Reasonable sufficiency” and a 
| minimalist defensive doctrine are con- 
| cepts being applied by Soviet policy- 
| makers in describing the changing na- 
|. ture of Moscow's defence planning that 
|. has taken place, at least on the surface, 
|. in recent months. These terms, some 
|. analysts say, indicate a shift away from 
| previous Soviet emphasis on the need 
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defence unfolds slow! 


for parity or strategic superiority over 
the US to a more constrained and con- 
ciliatory approach to the military ba- 
lance. The Soviet willingness to pursue 
arms control and confidence-building 
negotiations substantiates this view, the 
analysts say. 

The significant decrease in Soviet 
naval activities, particularly in overseas 
deployments and large-scale blue water 
exercises, was, said Soviet chief-of-staff 
Marshal Sergei Akhromeyev, an exam- 
ple of the new emphasis on a more de- 
fensive doctrine being translated into 
operational practice. Australian For- 
eign Minister Bill Hayden said in April 
that Soviet naval activity in the Pacific 
last year was 50% down from 1986. US 
officials, while not disagreeing, have 


said the Soviet Pacific fleet has 
nevertheless increased. 
Western defence analysts give 


budgetary constraints as the main im- 
petus for the reductions. But senior US 
military figures admit the change also is 
attributable to a revision in Soviet naval 
strategy. Director of US Naval Intelli- 
gence Adm. William Studeman told à 
congressional committee in March that 
the naval cutback reflected an "in- 
creased emphasis on the Soviet navy's 
role in close-in, combined-arms opera- 
tions and their requirement to counter 
the US navy's strategy of dee 
near Soviet territory and SSBN [ballistic 
nuclear missile-carrying submarines] 
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While most observers agree there is a 
change in the debate on military doc- 
trine in Soviet policymaking circles, US 
defence officials are more sceptical 
about whether these general discussions 
can, or will, be translated into a restruc- 
turing of the Soviet force posture. 

Assistant US Secretary for Defence 
Richard Armitage says the reality is 
otherwise: the Soviets are still building 
up their forces in Asia. In a speech to 
the World Affairs Council in Washing- 
ton on 12 July, Armitage said that since 
1985, Moscow had increased its Far 
East forces from 53 to 57 divisions: 40 
vessels had been added to the Soviet 
Pacific Fleet since 1984, bringing the 
total to 860 vessels; it has been supply- 
ing North Korea SA-3 and SA-5 mis- 
siles, MiG23 and SU25 aircraft — and 
since last month, the top-of-the-line 
MiG29 fighter. Moscow could retary 
other missile systems, such as the roc 
mobile SS-25, to compensate for the re- 
moval of the SS-20s. 


Assis also note the discussions on 
reasonable sufficiency are taking 
place in a political context, rather than 
connected with military specifics. Mili- 
tary doctrine is, said one analyst, "the 
official view of a state or alliance on the 
likely nature and course of future war." 


It does not mean that military strategy, 


which determines how the armed forces 
are deployed and projected, becomes 
defensive as well. And because the 
Soviets have traditionally said their mi- 
litary doctrine is defensive, since it 
would only use force if first attacked, 
then the highlighting of sufficiency and 


| minimal defence is not new. 


Traditional trade 
routes revived 


1 By Robert Delfs in Urumqi 
! hen the Lanzhou-Urumgi railway was completed in the 
| early 1960s, it seemed that the vast arid region of Xin- 
jiang was finally being tied to the Chinese interior and coastal 
ports, after being oriented towards the Soviet Union during 
the first half of this century — at one stage, in the 19305, to the 
` point where Xinjiang was virtually a Soviet dependency. The 
closure of border trade all along China's frontier with the 
Soviet Union for political reasons in 1966 no doubt 
strengthened this expectation. 
| But it never worked out like that. The distance between 
Urumgi and the nearest Chinese seaport is more than 3,000 
|^ km. Most export goods now move via the single-tracked rail- 
|. way to Lanzhou, already operating at more than full capacity, 
|. through China's interior to Tianjin or Shanghai. High inter- 


| mal freight costs make it impossible for many industrial pro- 
‘| ducts to compete with interior provinces in Western mar- 


: ; kets. 

7 Instead, Xinjiang producers have been looking longingly 
|. at their traditional trade routes, especially after the ban on 
| border-trade was lifted in 1981. Transportation remains the 


enim 
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single most important factor limiting Sino-Soviet trade in 
Central Asia. Unlike Heilongjiang at the Manchurian end 
the border, the region has no through rail links to the Sov 
Union. Poor roads mean that only relatively small trucks can 
be used — Xinjiang cannot import timber lengths larger than 
6 m, for example — and this pushes up freight costs. Perish- 
able goods such as meat, fruits and vegetables cannot be ship- 
ed. 

E Completion of a railroad link between Urumqi and the 
Soviet line between Semipalatinsk and Alma-Ata will change 
this, according to Song Heling of the Xinjiang Local Trade 
Import and Export Corp. Work on the line began in 1958 but 
was halted when Sino-Soviet relations soured in 1960. The 
spur connection on the Soviet side was completed ih 1964: for 
24 years since then, the Soviets have run empty trains regu- 
larly to the border at Druzhba to keep the roadbed properly 
compacted down. 

On the Chinese side, the line extends from Urumqi to Usu, 
with only 240 km left to go. The link could be completed by 
1990, Song says. The ultimate significance of the new rail link 
will not be limited to trade with the Soviet Union, however. 
Officials expect the new route will also open up the regions's 
trade with Europe. 

Already border trade between the Soviet Union and China 
is expanding quickly, both in Xinjiang and in China's north- 
east with the improvement of political relations between the 
two countries, though until recently the total volume of Sino- 
Soviet trade has been a mere trickle compared to China's 
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Soviet military strategy, 
therefore, remains primarily 
orientated to offensive oper- 
ations, in particular short 
blitzkrieg-type campaigns de- 
signed to win any major con- 
flict within several weeks. 
Soviet Far East forces are or- 
ganised to be able to roll al- 
most immediately, given the 
go-ahead. The Soviet Far 
East High Command, say US 
military analysts, was set up 
in 1979 “to permit the estab- 
lishment of a permanent 
command structure closer to 
that required in wartime.” 

US defence officials are, 
however, not ruling out the 


possibility the doctrinal | 
changes may be followed x44 
through into the armed 


forces. And they admit that it 
“uld take at least a couple of years be- 

e noticeable changes in force struc- 
tures could be observed. 

Moscow has pressed ahead with a 
concerted propaganda campaign to con- 
vince a wary Asian audience it is serious 
in reducing military forces and building 
up confidence. Since Vladivostok, 
Soviet officials have regularly suggested 
confidence-building ideas to states in 
the region, directed primarily at rolling 
back the US naval and nuclear presence 
in Asian waters, and permanently defin- 
ing the territorial status quo as it applies 
now. This has included calls for nuclear- 
free zones; a security conference similar 
to that which in Helsinki in 1975 for- 
malised the European political status 
quo; the withdrawal of  nuclear- 
weapons carrying warships: limits on 
the number of major classes of war- 
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ships, submarines, naval bases, and on 
exercises in the Pacific and Indian 
oceans. 


he US has rejected these proposals 

because they say they do not take 
into account the strategic asymmetries 
of the superpowers: the Soviet Union is 
a land power while the US is a sea-borne 
power. Any basis for progress in arms- 
reduction talks between Moscow and 
Washington depends, therefore, on 
agreement to compare Soviet land 
forces with US naval assets. 

Another important reason why the 
Soviet confidence-building proposals 
have met with a limp response from 
most Asian states is that they are essen- 
tially ideas and concepts imported from 
the superpowers and Europe. Asian 
states, analysts say, are less receptive to 





the number-counting and 
well-defined assumptions 
that were the hallmarks of 
last year's Intermediate Nu- 
clear Force agreement in 
Helsinki. “It is the very infor- 
mality and ambiguity which is 
distinctive about arms con- 
trol in Asia,” said Gerald 
Segal, a research fellow at the 
Royal Institute for Interna- 
tional Affairs in London. 

. However, the prospects 
for a reduction in Soviet mili- 
tary forces from the Sino- 
Soviet border look better. 
Reciprocity is not at issue 
here because of large-scale 
Chinese unilateral troop re- 
ductions in recent years — in- 
volving more than 1.5 million 
soldiers. With the Chinese 
military threat now no longer 
serious, at least over the short-to- 
medium term, the need to keep 50-plus 
Soviet divisions on the Sino-Soviet bor- 
der has largely disappeared. The Soviet 

ullout of an armoured division from 

ongolia in early 1987, as a gesture by 
Gorbachov, is likely to be followed up 
by more reductions. 

The relaxing of Sino-Soviet tensions 
has only added to an increasingly preva- 
lent view within the Soviet leadership 
that trade and economic activities 
should be the cornerstone of Soviet 
policies in Asia, with military might tak- 
ing à back seat. This does not mean, 
however, that Soviet military forces will 
be significantly thinned out from the 
area. With, in Soviet eyes, a resurgent 
Japan, the trend towards an overall less- 
ening in military tensions in Asia is not 
at all certain. 





rapidly growing trade with East Asian free-market economies 

d the West. 

A new agreement signed in June will allow trading com- 
panies of Chinese provinces and regions to negotiate directly 
with local authorities in the Soviet Union. Until last year, all 
trade was arranged at the national level. The agreement took 
more than three years to negotiate, according to Chinese trade 
officials, who credit Mikhail Gorbachov with changing the cli- 
mate for trade. 

Border trade, like trade deals arranged at the national 
level, is conducted on a barter basis and denominated in Swiss 
francs. Total contracted volume was about Sfr 75 million 
(US$51 million) last year, or about 2% of total Sino-Soviet 
trade. 


ortheastern Heilongjiang province accounted for about 

75% of the border trade total in 1987. Two new trading 
posts on the Heilongjiang-Soviet border will bring the total to 
five, with three additional trading posts slated for opening 
next year. 

But direct trade between the Xinjiang Uighur Autonomous 
Region and the Soviet Union is growing faster. The contracted 
volume quadrupled this year to nearly Sfr 80 million, and the 
1989 total is expected to be Sfr 250-400 million. 

Imports from the Soviet Union are mostly heavy industrial 
products — primarily steel and chemicals — as well as some 
consumer durables such as refrigerators. Chemical fertiliser, 
which is in short supply in China, has been one of the fastest 
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growing trade items in the past year. Xinjiang alone is import- 
ing more than 100,000 tonnes this year, and expects to pur- 
chase twice as much in 1989. 

China exports textiles, clothing and a variety of light indus- 
trial products, plus some wool and animal products from Xin- 
jiang. 

“I shouldn't say this, but their stores are like ours were in 
the 1970s," one Chinese official who travels frequently to the 
Soviet Union said. “They remember China as it was in the 
1940s and 50s. When we display our goods at Soviet trade 
shows, they think our TVs, radios, shoes, and clothes are from 
Japan or Hongkong." 

The terms of negotiated barter deals can be extremely 
favourable to China. **You can trade a colour TV for a Rus- 
sian car," one official trader said. 

Foreign investment to exploit the region's extensive energy 
and mineral resources has also been blocked by lack of trans- 
port, provincial officials say. Part of production must be ex- 
ported to generate foreign-exchange earnings, which is impos- 
sible at present. Import of heavy equipment needed for min- 
ing, drilling and refining is also constrained. “All the foreign 
companies who come here say they need the railway," says 
Song. 

The new railroad links make large-scale foreign invest- 
ment in Xinjiang economically feasible for the first time, offi- 
cials say. “We're already open," Song says. “The most impor- 
tant thing now is if the Soviet Union opens up too. Our market 
focus will shift from east [the Chinese interior] to west." OJ 
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TAIWAN 


Two Lees together 


New president strengthens his hand for reform 


By Shim Jae Hoon in Taipei 
pe Lee Teng-hui has strength- 
ened his hand to carry out economic 
and political reforms by a cabinet re- 
shuffle on 20 July. He immediately dem- 
onstrated his confidence by submit- 
ting a clear cut agenda for the next ses- 
sion of the lawmaking Legislative Yuan. 
It was Lee's first concrete move to es- 
tablish a firm grip on the ruling Kuomin- 
tang (KMT), which appointed him 
party chairman on 8 July. 

Three major legislative bills he iden- 
tified as requiring urgent attention from 
the KMT caucus in the Legislative Yuan 
were: a draft revision for the registra- 
tion of civic organisations and political 
parties; a retirement plan for a large 





number of members of the three main 
councils (Legislation Yuan, Control 
Yuan and National Assembly) repre- 





New cabinet ministers appointed by the prime minister. 


senting mainland constituencies who | 


were elected in 1947 and have life terms, 
and a new law giving the Taiwan provin- 


cial government and its assembly more | 


autonomy. 

The bills give fresh impetus to moves 
towards reform which were held off 
after president Chiang Ching-kuo died 
in January, but they should not obscure 
the significance of Lee's appointments. 
Affected were the deputy premier and 
five of eight full ministries, five of seven 
ministerial-level councils and at least 
four of seven state ministers without 
porfolio. 

In one of the biggest reshuffles vet, 
Justice Minister Shih Chi-yang, 54, re- 
placed Lien Chan, 52, as deputy pre- 
mier; Lien replaced Ding Mou-shih as 
foreign minister and Ding goes to Wash- 
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ington as Taiwan's new unofficial am- 
bassador, taking over from Fredrick 
Chien, 54, who becomes chairman of 
the Council for Economic Planning and 
Development. 

Deputy central bank governor Shir- 
ley Kuo, 59, became the first woman 
cabinet member, taking over the Fi- 
nance Ministry which has been criticised 
for being tardy in privatising state- 
owned banks. And another liberal 
technocrat, Chen Li-an, a former 
mathematics professor at City College 
of New York and chairman of the Na- 
tional Science Council, has taken over 
the Economics Ministry, replacing Lee 
Ta-hai, who faces investigation for re- 

ortedly giving the Yue 

oong automaker the 
sole right to produce 
diesel trucks. 

Other notable changes 
included former interior 
minister Wu Poh-hsiung 
becoming mayor of 
Taipei and Ma Yong-jou, 
38, a KMT deputy secret- 
ary-general, becoming 
chief policy researcher for 
the government as well as 
the KMT. The new chair- 
man of the Council of 
Agriculture, soon to be 
made a full ministry, is Yu 
Yu-hsien, 54, who was 
a commissioner in the 
Taiwan provincial gov- 
ernment. This is a politi- 
cally sensitive portfolio in 
view of the growing un- 
happiness of farmers over 
Taiwan being forced to 
open its markets to American agricul- 
tural produce. 


he brightest rising star, however, is 

Chien, whose swift rise marks him as 
a potential premier in the future, accord- 
ing to political observers. His appoint- 
ment to head the Council for Economic 
Development and Planning was clearly 
made with an eye on the knotty trade 
negotiations with the US. More signifi- 
cantly, he will supervise the redirection 
of Taiwan's economic development 
strategy into the next century. 

Prime Minister Yu Kuo-hwa, 74, was 
retained despite being humiliated by 
KMT delegates who ranked him 35th in 
the voting for the party's central com- 
mittee at its 13th congress on 12 July. 
Although that amounted to a vote of no 
confidence in the flag-bearer of the 
party's conservatives, he has apparently 
been retained as a transitional figure. 


| 








The premier will have to maintain à 
low profile and, however reluctantly, 
give his blessings to the reform platform 
which the 65-year-old Lee emphasised 
anew at the KMT central standing com- 
mittee meeting on 20 July. "Reform and 
reform, more and more progress," Lee 
exhorted, hammering the main theme 
of his new administration. 

With the reshuffle, Lee has put to- 
gether a much younger cabinet with a 
broader spread of talent — a "well 
crafted" cabinet, according to John 
Pickles, a private consultant and politi- 
cal analyst. But the opposition Demo- 
cratic Progressive Party (DPP) is less 
than enamoured, particularly with the 
appointment of Chien, whom it consi- 
ders to be lacking in experience in eco- 
nomic issues. The DPP's Chang Chun- 
hsiung also said that the new justice 
minister and Interior Minister Hsu 
Shui-teh were inclined to be conserva- 
tive. 

Senior DPP legislator Fei Hsi-pi _ 
said he was “disappointed” that the pre- 
mier had not been included in the re- 
shuffle. The DPP is expected to make 
his retention the new target of their at- 
tacks on the KMT in the campaign for 
the election for the Taiwan seats in the 
Legislative Yuan in December 1989. 

Non-opposition critics, however, are 
inclined to give the new cabinet a 
chance. Lee's style of management is 
showing signs of change, they said, and 
he is quickening the pace and process of 
decision-making between the govern- 
ment and party. While Chiang as presi- 
dent used to hand down orders or "in- 
structions" to the cabinet, often bypass- 
ing the policymaking central standing 
committee, Lee consults the cabinet on 
every major issue and , above all, discuss- 
es all state affairs including cabinet ap- 
pointments with party secretary-general 
Lee Huan, they said. 

The line of communication betwe: 
the standing committee and cabinet, 
Executive Yuan, has thus been restored 
and strengthened by making use of the 
existing — butlittle noticed — functions 
of the central party apparatus, such as 
policy coordination and administra- 
tive supervision. The tone of cabinet 
meetings are also expected to be more 
argumentative. 

As a result of this, Lee Huan, 71, 
who received the highest number of 
votes at the party congress, has rapidly 
risen as the second most powerful figure 
in Taiwan today, totally eclipsing Yu 
Kuo-hwa. The core of power has clearly 
shifted to what is being called a Lee-Lee 
axis, giving reformists within the KMT 
an enormous boost. 

"President Lee [masters] the govern- 
ment, but Lee Huan makes decisions 
[for him]," commented 7e Journalist, 
Taiwan's leading political weekly. The 
clearer division of authority could re- 
duce the cloud of ambiguity that has 
overshadowed Taiwan's political deve- 
lopment since Chiang died. 
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Moving in the Same Direction 


Lucky-Goldstar is a U$15-billion 
group of 26 Korean companies 
working in chemistry, electronics, 
and services. 

Today, Lucky-Goldstar products 
and services ranging from engineer- 
ing plastics, home appliances and 
fiber-optic communication systems 


to construction, finance and trade are 
helping to create a better quality of 
life both at home and abroad. 

But these accomplishments 
aren't ours alone. 

Through successful partner- 
ships with companies like AI&T, 
Hitachi, Siemens, and Caltex, we've 
developed a leading edge in some of 
today’s most important business 
fields. Through technical exchanges 





and joint ventures abroad, we're 
working with our partners to pro- 
mote economic growth and free 
market systems in other countries as 
well as our own. 

Backed by an aggressive com- 
mitment to R&D, our 70,000 em- 
ployees are putting Lucky-Goldstar 
technologies and experience to work 
in such famous success stories as 


Mahayac Electric in Thailand, SABIC 
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in Saudi Arabia, and Goldstar of 
America in Huntsville, Alabama. 

Take time to get to know us 
better. Contact the Business Devel- 
opment Dept., Lucky-Goldstar Int'l 
Corp., Yoido PO. Box 699, Seoul, 
Korea. Thoas (02) 785-5694, Telex 
K27266 IGINTL. 
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Business Fields of Lucky-Goldstar Companies: 


Chemistry and Resources (Lucky, Ltd | Honam Oll 
Refinery O Lucky Advanced Materials C] Lucky Polychemical 
1JKorea Mining & Smelting Electric and Electronics 
(Goldstar Co., Ltd. L1 Goldstar Semiconductor O Goldstar 
Electronic Devices [JGoldstar Telecommunication 
Goldstar Electric O Goldstar-Alps Electronics C Goldstar 
Precision L] Goldstar Industrial Systems O Goldstar Instrument 
& Electric OGoldstar Electric Machinery O Goldstar- 
Honeywell (J Goldstar Cable Services O Lucky-Goldstar 
International CiLucky Securities (Lucky Insurance 
| JGoldstar Investment & Finance O Pusan Investment & 
Finance CO Lucky Development O Lucky Engineering O Hee 
Sung O Systems Technology Management OLG Credit Card 
Public Service & Sports O Lucky-Goldstar Sports 1) The 
Yonam Foundation C The Yonam Educational Institute 
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€ AS our Soviet-made Volga bumped 
into the Cambodian village of Ban 
Mkak there was an ominous hissing 
sound. My guide from the Cambodian 
press department thought fancifully 
there was a dragon-fly in the vehicle 
but, having had experience of vintage 
Volgas before, I feared it was something 
else — air escaping from a tyre, that is. 
In the event, a tyre valve had blown, 
and we had already used the spare tyre 
after an earlier puncture on this rutted, 
pot-holed road to Kampot. 

Not a good place to break down, 56 
miles southwest of Phnom Penh, and 
still 35 miles short of our destination. I 
had noticed for the last few miles that 
the villages had started to look even 
poorer. There were fewer people 
around, and fewer buffaloes plodding 
across the pastoral landscape of stately 

gar palms and waterlogged rice pad- 
anno 

To the right was a range of jungle-co- 
vered hills, the low-lying Elephant or 
Domrei mountains which descended to 
the road a mile or two farther south. 
That old Indochina rule applied here- 
abouts, the locals said: advisable not to 

ass in the two hours before dusk. The 

hmer Rouge sometimes transited 
across the road heading east. Best, as a 
European, to wear my krama or 
chequered Cambodian scarf round my 
neck, then from a distance I might just 

ass for a Cambodian and thus offer a 
ess tempting target on a road where 
traffic is sparse. “Pol Pot is in the moun- 
tains,” a villager said. 

In the house of Chin Choen, 40, once 
accused in Pol Pot times of “betraying 
the collective” by boiling a few sweet 

tatoes to ward off starvation and 

eaten to a pulp, I took refuge from the 
sun. There I met a local provincial force 
Idier, Toun Sam Oeng, 30, who 
sowed me his bandaged arm where he 
had recently been bitten by a snake in 
the nearby mountains (there are not 
many elephants but plenty of cobras in 
the Elephant mountains, the locals 
said). Oeng was still running a fever so 
was on à brief sick leave. 

In Phnom Penh, one hears that the 
Khmer Rouge are ranged along the 
Thai-Cambodian border. Here, the 
story is somewhat different. There have 
been 20 engagements with Pol Pot 
(Cambodians always refer to the Khmer 
Rouge by the name of their infamous 
leader) since the start of this year, and 
there were an estimated 300 to 500 
guerillas in this range. The latest Khmer 
Rouge attack was in early June. The 
Vietnamese had withdrawn all their 
troops in this province (Takeo), al- 
together a division, on 1 July, but in this 
area near the border with Kampot pro- 
vince there had never been more than a 
few Vietnamese soldiers. 

Oeng was in a night defensive posi- 
tion with 23 other men when 80 Khmer 
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Rouge made a frontal assault, shouting 
"capture the Vietnamese." “There were 
no Vietnamese with us," said Oeng. 
"We defend the mountains on our own. 
After all, we know what's behind the 
next hill." Oeng said he killed one 
Khmer Rouge soldier, a boy still in his 
teens, and showed me his captured 
Chinese-made jacket of good qualit 
cotton. One man died on each side, wit 
the Khmer Rouge carrying away their 
wounded, he said. 

€ HOW did he see the prospects for 
peace? As in other villages where I had 
stopped that day, neither the villagers 
nor the soldiers were aware of the infor- 
mal talks to be held in Jakarta on 25 July 
between their Vietnam-backed govern- 
ment and the three factions in the anti- 
Hanoi coalition; once you are a few 
miles outside Phnom Penh people are 
even unaware that Hun Sen, the prime 
minister of the regime, has already held 
two rounds of talks with Prince Noro- 


JAMES PRINGLE 


Oeng with captured Khmer Rouge jacket. 


dom Sihanouk, the still popular former 
god-king. 

“The Vietnamese are leaving, and 
now we are fighting just the brother 
enemy," said Oeng. “But it is not up to 
me to say how it will end. That's for the 
politicians. I have to do the fighting. 
Maybe I'll survive, or maybe one day it 
will be beida lea bot — ‘daddy goodbye 
children'." This is a popular expression 
in Cambodia these din equivalent 
to the American grunts’ “getting 
blown away" in an earlier Indochina 
war. 

The morale of the provincial troops 
here looked good, and their weapons 
adequate, but both Soviet and Vietnam- 
ese diplomats in Phnom Penh had ear- 
lier told me that one of the biggest prob- 
lems facing the government was the lack 
of efficient small arms and ammunition 
at village level — where the key struggle 
against the Khmer Rouge is being and 
will be fought. "I don't know if it is mis- 
management or what," a Soviet dip- 
lomat said, "but this is one of the biggest 
problems the PRK [People's Republic 
of Kampuchea] faces — lack of efficient 





weapons and ammunition for the self- 
defence militia." 

This was confirmed in other villages 
where I had earlier stopped. Some self- 
defence troops have World War II car- 
bines. "Give us better weapons and we 
can beat Pol Pot," said a recently retired 
militiaman in one village. “At present, 
Pol Pot has better weaponsthan we have." 

€ THE key issue, as the Vietnamese 
troops withdraw, is whether the govern- 
ment army can hold off the Chinese- 
equipped 35,000-strong Khmer Rouge. 
Some officials privately believe they can 
but concede that the Khmer Rouge is 
"skilful." Soviet diplomats say the regu- 
lar army and provincial forces number 

100,000 (there is no way to confirm the 
accuracy of this figure), plus the village 
self-defence forces whose numbers are 
unknown. 

The army has one thing going for it. 
It knows it has to fight because Cambo- 
dians have been down this road before 
— running away from the Khmer Rouge 
or surrendering would mean death for 
them as it did for the pro-Western Lon 
Nol army after the fall of Phnom Penh 
to the Khmer Rouge in 1975. 

Not even Soviet diplomats here will 
try to tell you that the Heng Semrin re- 
gime is actually popular with Cambo- 
dians — though nowadays most Cambo- 
dians may be passively supporting it. 
Perhaps this is because there is the self- 
evident reality that the government, 
whatever its Marxist-Leninist founda- 
tions, is much to be preferred to Pol Pot; 
it does, after all, provide basic social 
services and run a mixed economy — 
and people know they have to back it, in 
the absence of a settlement, in order to 
pta out Pol Pot. 

@ THERE was not much optimism for 
the Jakarta talks, and not much discus- 
sion. of future quadripartite govern- 
ments or international peace-keeping 
forces. "This is the last chance for the 
coalition to try to find a solution," said 
Cham Prasidh, an influential vice- 
minister. 

After two-and-a-half hours, as the 
sun began to sink towards the Elephant 
mountains, we were able to repair the 
valve, and inflate the tyre, but my driver 
said he could guarantee only progress- 
ing another 5 km. So we headed back 
for the district town of Ang Ta Som for 
more thorough repairs, and temporarily 
abandoned the trip to Kampot. While I 
waited, a woman in the market told me: 
"What we need is peace so that we can 
earn a little to buy food and cloth." San- 
tapheap (Khmer for "peace") is a con- 
stant refrain among ordinary people in 
Cambodia — one of the first words a 
foreigner learns. But unless the process 
which led to the Jakarta talks results in a 
formula for peace, the endless war will 
continue. For too many more Cambo- 
dians it could still be a case of "daddy 
goodbye children." 








“The Olympic 





In Olympic competition, 1/1,000th of a 
second can mean the difference between the 
gold medal and the silver. At the Summer 
Games in Seoul this year, athletes will try 
to perform better and faster than ever 
before. The world will be watching. 


Split-second timing is also critical to the 
Seoul Olympic Organizing Committee 
(SLOOC), which manages the Games. 





expertise des: I support.” 


This year, because of improvements i in the 
computer system used to record event 
results, the world will get information. from 
the Olympics faster and more ac curately. 
Like all successes at the Games, the system 
required a real team effort. IBM was one of 
the players. 





More than five years ago, IBM Korea began 
working with SLOOC and some of Korea's 
most advanced software developers to plan 
the Olympic system. IBM experts who had 
helped with previous Games were brought 
in to offer support. Together, SLOOC, the 
software groups and IBM used the system to 





the results business 








"The Olympic Games are 
a festival of the global 
village. IBM has the 


information netwo 





automate all aspects of the Seoul Games — 


from registration and housing of athletes to _ 


ticketing and scheduling of events. 
Keeping with the spirit of the Games, the 


Seoul team sought. new heights i in designing - P 


the system. Now for the first time in the 


Summer € m computers will be linked i 





simultaneously.” 





to timekeeping devices. Finishing times will 
be entered into the system immediately, and 
officials and worldwide media will get 
rankings twice as fast as before. Thanks to 
the teamwork of SLOOC and IBM, everyone 
at the Olympics this sammer will be seeing 
better results. 














ARTS & SOCIETY | SUPERPOWERS 


Japan is no sure bet as the next global top dog 


The powers that might be 


Secretary of State George Shultz, during his swansong tour of 
Asian capitals, seemed determined to debunk the notion that 
the US is a great power in decline. In Jakarta on 11 July, 
he gave an important economic policy speech largely 
framed to counter the thesis of the fashionable book, 
The Rise and Fall of the Great Powers, by Paul Ken- 
nedy. 

When Shultz was asked about Kennedy’s book, which is on 
the bestseller list in a number of Asian countries, the secretary 
said the US did not fit the pattern of decline. “You only get a 
bestseller if you say things are going to hell in a handbasket, " 
he said. 

"The United States is doing just fine in adapting to change, " 
Shultz said, adding that it was enjoying 
"unprecedented growth and prosperity. " 
Even with the largest trade deficit in the 
world, "the US has a stronger economy 
than ever before in its history. " He added 
that low inflation, a decline in unemploy- 
ment, an increase in US output of man- 
ufactured goods and a decline in the 
trade deficit were contributing to eco- 
nomic strength. 

Murray Sayle, a writer who lives in 
Japan, takes a look at another aspect of 
Kennedy's thesis: that as the US declines, 
Japan is rising as the next great power. 


well-known name, Deputy Defence 
Secretary William H. Taft, was in 
Tokyo with a well-worn message: 
Japan, he said, should spend more on 
defence. Japanese reporters reminded 
him that Americans had been preaching 
this sermon to Japan for 38 years, with 
little result, and Japan seemed to be 
doing quite well anyway. Why re-arm 
now? “You mean,” said Taft, all taken 
aback, “you haven't read Prof. Paul 
Kennedy's book on the rise and fall of 
the great powers?" No, they confessed, 
they had not. 
A week later Gary Hart, the red- 
blooded former US presidential hope- 
ful, gave the Tokyo press the same mes- 
sage: Japan, he said, "over time and 
pes its relative pope can increase its investment in de- 
ensive capability." Why should it? Because, he said, the US 
has “allocated too much of its national treasure into military 
hardware." Japan, on the other hand, had room to increase 
its contributions to the arms industry and in other areas that 
"are not military investments that anyone would need to 
worry about unless they are aggressors." It was up to Japan, 
said Hart, to “help the United States put its house in order.” 
The question at issue was no less than "whether we [the US] 
will remain one of the two leading superpowers of the 
world." 
There, unmistakably, spoke another Kennedy reader. 
Then Time magazine, once described by the writer John Her- 


|: June, an American official with a 


The Rise and Fall of the Great Powers: Economic Change 
and Military Conflict from 1500 to 2000, by Paul Kennedy 
(Random House, New York. US$24.95). 





é The question at issue was no 
less than whether the 
US will remain one of 
the two leading superpowers. 


sey as the American Pravda , joined in. An article headed 
"Emergence of Superrich Japan as Major Supe de- 
scribes a future Japanese prime minister ringing Washington 
in 1992 with the day's orders for the American fleet. If the US 
Navy will not move to protect Japanese shipping, he 
threatens, Japanese investors will cut off Uncle Sam's line of 
credit. "Why, yes, of course," replies the cowed pre- 
“wine (George Bush? Michael Dukakis? Definitely not 
art). 

Time embellishes its vision with a quote from Yale history 
Prof. Paul Kennedy: "There's no reason that Japan 
won't continue to grow. Its economic drive is pushing 
it towards centre stage." Editorially, Time ruminates: 
"Will the world see a Pax Japoni 
25 years from now, or will Jap 
the banker form a partnership with 
America the policeman to form a 
sort of Pax Amepmppon 

These are weighty, even alarming 
questions, but before considering them 
we might well wonder who is Paul Ken- 
nedy, what does his book say, and why 
are influential Americans (and no one 
else) all quoting him? Kennedy is in- 
deed a professor of history at Yale and 
his book (henceforth R and F), a thick 
work of historical analysis, has been on 
the US bestseller lists for 24 weeks, 
right up there with Trump: The Art of 
the Deal and The Eight-Week Choles- 
terol Diet. Among American political 
intellectuals R and F is, unless some 
even gloomier work tops it, 1988's 
“book of the year.” 

But Kennedy himself is, perhaps sur- 
prisingly, neither American nor an au- 
thority on Asia. He hails from Newcas- 
tle, England, and his field of study | 
been, up to now, that notorious scl 
larly minefield — the causes of World 
War I — on which he made a reputation 
in academic circles with another thick 
book, The Rise of Anglo-German An- 
tagonism 1860-1914. This earlier text of 
463 pages with 1,661 footnotes examines 
the perennially interesting puzzle of 
why Britain and Germany, each other's 
favourite nation in 1870, were by 1914 calling each other 
names and were soon continuing the argument on a global 
scale with shells, bombs and battleships. That war, as we 
know, had many unexpected results, among them revolution 
in Russia and the first decisive intervention of the US into 
world affairs, and so laid the foundations for today's reigning 
superpowers. 

As wars seem to run in series and we have already had a 
World War II and look forward without enthusiasm to the 
next in the series, the causes of the first are still of interest. To 
readers who have soldiered through both, Kennedy's R and F 
is clearly the son of his Anglo-German study, with the same 
themes extended back to 1500 and forward to the near fu- 
ture. The meat of R and Fisthe European rivalries of the past 
five centuries: who won, who lost, and why. Asia is hardly 
mentioned until right at the end, though the book's jacket 
shows a bespectacled, business-suited Japanese taking over 
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from a dejected Uncle Sam as global top dog. It is this fas- 
hionable theme that has put R and F on the front pages, espe- 
cially in Washington, and even in Tokyo. But how does a 
study of European history show that Japan will be the next 
superpower? 

Kennedy has not got his continents mixed up. Although 
he is noticeably diffident in going quite that far, something 
like “Japan will rule” can certainly be deduced from his long 
march through history. Not so much a student of Asian mat. 
ters, Kennedy is more like an astronomer whose theory leads 
him to predict a new planet, and who then steps to his bat- 
tered telescope and shouts: “Yes! I think I do see something 
there! A rising sun, perhaps? . . . or is it just a shooting star? 
... Ora hair in my eyepiece?” 

It all depends, of course, on whether his calculations are 
sound. R and F is 677 pages long, but seems longer, with 
1,298 footnotes, most of which refer his readers to other 
books, with more footnotes. Like James Joyce's Ulysses, 
Kennedy’s new book has become famous because of the SEXY 
stuff at the end, but to do him justice, one should read the 
whole work and, for insomniacs or gluttons for scholarly 
punishment, preferably both his books. 

There certainly seem to be similar corrosive doubts about 

e future loose in the American air 








The rise of the Asian industrial states, says Kennedy. Ac- 
tually they are not all that new, either. Japan was a formida- 
ble industrial and military power in the 1930s, with, as today, 
a technological lead in some narrow areas: the fastest fighter, 
the best torpedo, the biggest battleship. This was, however. 
secret military stuff, not the kind of technology you can 
clamp over your ears or watch after dinner. 

Even the current massive trade surpluses of Japan and the 
lesser but still ominous ones of South Korea, Taiwan and 
Hongkong are not completely new, either. Two thousand 
years ago the Chinese Empire ran a trade surplus with Impe- 
rial Rome. The camels outward bound on the trans-Asian 
Silk. Road plodded back empty, except for payment in 
Roman silver which the Romans hated to lose and the 
Chinese mandarins classified as tribute from barbarians. In 
fact, it seems that Asian states with powerful bureaucracies 
always run trade surpluses, except when they need foreign 
loans to develop their economies. As soon as these are paid 
off, the bureaucrats prefer to keep some treasure in hand for 
a rainy day. Favoured local producers have enough old-boy 
influence to keep out the barbarian competition. And the 
common people, or "consumers" in the modern term. take 
what they are allowed, at outrageous prices, with a grateful 

bow. Thus it was in ancient China, thus 





these days, a feeling that something 
nasty is about to happen, and the US 
publishing industry is manfully meeting 
the demand. Last year's surprise best- 
seller, Alan Bloom's Closing of the 
American Mind, asserted that the mental 
faculties of American youth are de- 
teriorating dangerously because univer- 
sity students there no longer study 
Plato, Aristotle and other Greek 
philosophers. Bloom is a professor of 
philosophy at the University of 
Chicago. Books warning of bad times 
just around the corner, very like 
Bloom's and Kennedy's, were, in fact. 
much in vogue just before both the 
world wars. 

Old Europe itself, in the shape of the 
European Community, has by no means 
disappeared from the world scene, and 
even on Kennedy's argument could be a 
better candidate than Japan to be the 

xt superpower, while our current 
uch-loved superpair are very much 
arid dg in origin. The Soviets have 


Gorbachov and Reagan. 






it was in the shoguns’ Japan, thus it is in 
industrialising Asia today. 

What is new is an Asian state with a 
trade surplus so big that it can lend it 
back to the West. This seems to put into 
Asian hands the financial and eventu- 
ally the political power that once be- 
longed to Europeans, and briefly to 
Americans, which, in turn, results in the 
alarming messages brought to Tokyo by 
Taft, Hart and Time. and incidentally, 
explains the phenomenal sales of Ken- 
nedy's book. The professor claims to 
have discovered why states and empires 
rise and fall, and why the US is declining 
and a new sun, or suns, is rising in the 
East. Asia has already seen one false 
dawn, forcibly extinguished in 1945, but 
Kennedy argues that military decisions 
merely confirm underlying economic 
changes, "alterations in the productive 
balances" that have, he says, already 
taken place. 

He begins his story in 1477 with a 
marriage, that of Maximilian I of Aus- 





d 





refurbished the land empire of the 
(zars, extended it to the ends of Asia, 
and continue to support a huge land 
army and the claim that they alone have 
the true faith. The US was the first and 
biggest part of the British Empire to 
proclaim the freedom from taxes the 
rest have now achieved, and continues 
the empire's traditional role of policing the seas, supervising 
world trade, acting as everyone's banker and unsuccessfully 
trying to get the beneficiaries to share the expense. 

Indeed, as the ideological arguments wear thin but con- 
flict continues in all the old familiar places; it becomes steadi- 
ly clearer that the roots of the present superpower contest 
were planted in the 19th century, if not earlier. Disillusioned 
Soviets have once more withdrawn from Afghanistan, as the 
British had to do many times, most recently in 1919: US war- 
ships nervously patrol the same explosive Persian Gulf the 
British did for more than a century; Americans and Russians 
are still getting meddling fingers burned in the Middle East. 
still scheming for influence in Persia (now Iran), still trying to 
separate Greek and Turk. Despite all that has happened, the 
old asymmetrical global contest of Comrade Land and Mr 
Sea goes on, with both sides searching for allies and bullying 
or beseeching them for contributions. So what else is new? 
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© The old asymmetrical global 
contest of Comrade Land and Mr 
Sea goes on, with both sides 
searching for allies. 9 





tria to Mary, daughter of Charles the 
Bold of Burgundy. This brought them, 
in the generous fashion of those days, 
the Netherlands as a wedding present, 
to which Maximilian added Spain by 
marrying his son Phillip to Joan, 
daugher of Ferdinand and Isabella, the 
far-sighted couple who hired Christ- 
opher Columbus to sail the ocean blue in 1492. Their grand- 
son, the future Emperor Charles V, born in 1500. thus in- 
herited Spain, Austria, modern Holland and Belgium, good 
slices of France and Italy and some promising territory over- 
seas — the original empire on which the sun never set. Proud 
Spaniards thought this just showed how lucky Latins can be 
in love, while others, particularly Dutch and English Protes- 
tants, saw it as a sinister religious plot to hand Europe over to 
the pope. 

War naturally followed and went on for a century and a 
half, of which the defeat of the Spanish Armada, 400 years 
ago this year, is the one incident baffled schoolboys can usu- 
ally remember. The Habsburgs gave up their plan to conquer 
Europe in 1659 and almost immediately afterwards the 
French made their play, with an even more involved set of 
wars and revolutions which ended when Napoleon, after a 
chilly reception in Russia, met his Waterloo in 1815. Then 
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Germany had a try, which began with France tearfully sign- 
ing away Alsace and Lorraine in the Hall of Mirrors at Ver- 
sailles in 1870 and ended with another invasion of Russia, 
more terrible war in the snow, and pistol shots in a bunker 
under Berlin in 1945. At this point, enter our two current 
superpowers. 

These were indeed great events in momentous years, but 
which of the many patterns we can see in them is the one to 
show us the shape of things to come? Kennedy observes that 
in Europe the “side with the greatest material resources” al- 
ways won, which sounds true enough, but trite; these were all 
long wars of attrition, fought by coalitions which grew bigger 
as the wars went on, so that, as Gen. William Westmoreland 
used to say in Vietnam, someone in the end got attritted (it 
happened to him, in fact). 

Kennedy notices that Europe’s wars made up a kind of 
World Series, the first in history. Although things changed 
comparatively little in Europe, which still has much the same 
nations Maximilian I checked with his roving eye, the Euro- 
peans soon took their squabbles outside the continent and in 
the process progressively Europeanised the planet. The fact 
that no one has ever managed to impose a single ruler and uni- 
fied administration on Europe is the main reason, Kennedy 
thinks, that technical innovation flourished there, rather 
than being stifled by bureaucrats in the 
interest of stability and a quiet life, as 
happened, for instance, in the Chinese, 
Persian and Ottoman empires. 

A further consequence of European 
disunity was one that Kennedy does not 
discuss. Forced by geography to get 
along, despite their interminable wars, 
the Europeans evolved an international 
trading system. It was the world’s 
first to be based not on tribute, smuggl- 
ing or plunder but two-way trade con- 
ducted under agreed, more or less, en- 
forceable rules. This trading system, 
too, they spread to the ends of the 
earth, though the two-way message has 
not been absorbed by East Asians quite 
as readily as the Western technology 
that came with it. Two-way trade im- 

lies a kind of equality of nations, at 
east in the marketplace, another West- 
ern idea that has been slow to travel 
East. 

It was the burden of their empires, 

Kennedy argues, that cut the European 
reat powers one by one down to size. 
He lists Spain, France, Germany and 
Britain as all suffering, when they were 
No. 1, from a painful condition he calls 
"imperial overstretch." In his diagnosis, 
"Even as their relative economic 
strength is ebbing, the growing foreign 
challenges to their position have com- 
pelled them to allocate more and more 
of their resources to the military sector, which in turn 
squeezes out productive investment and, over time, leads to 
the downward spiral of slower growth, heavier taxes, 
deepening domestic splits over spending priorities and à 
weakening capacity to bear the burdens of defence . . . one is 
tempted to paraphrase George Bernard Shaw’s deadly seri- 
ous quip and say: ‘Rome fell, Babylon fell; Scarsdale's turn 
will come'." 

Wild asses braying through the ruins of Flatbush and Yon- 
kers are indeed a chilling thought, especially for Americans, 
and we can see in this passage the germ of Gary Hart's odd 
appeal to Japan to build more warships and save America's 
superpower status. Japanese might well reply that while they 
sympathise, as former sufferers, with any victim of imperial 
overstretch, they have done their bit by lending the US 
US$250 billion or so, the bulk of which President Reagan has 
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6 The E uropeans soon took their 

squabbles outside the continent 

and in the process progressively 
Europeanised the planet. ? 





spent on aircraft carriers, rockets, renovated battleships and 
other implements of defence. The Shaw quote which Ken- 
nedy has touched up gives us, however, a clue to quite a dif- 
ferent interpretation. It comes from Shaw’s early 1909 play, 
Misalliance, and the original suburb whose turn will surely 
come is not Scarsdale, New York, but Hindhead, in the 
stockbroker belt near London. What Shaw was saying is that 
stocks, shares and bonds in the end come to dust, like their 
owners and all other human enterprise. 

There is, indeed, something unsatisfactory about the 
theory of imperial overstretch. Empires fall because of it, 
Kennedy says, but how do we know they had it? Because 
they fell. The logic here goes round in a circle, rather like the 
economists who argue that Japanese save a lot because they 
have a high propensity to save. A malady which causes itself 
needs some further explanation, and a closer look at what 
happened to Spain and Portugal supplies it — not in their em- 
pires, but in the effect on the home economy. 

Spain, for instance, led the European plunder of the New 
World, and silver and gold from Peru and Mexico made it the 
"richest" country on earth. After the union with Portugal in 
1580, the two sold spices and enslaved Africans abroad and 
brought the gold and silver home, running what we wou’? 
now call huge trade surpluses. The result of all that mon: 
rolling into a few privileged hands was 
to raise price levels at home to the point 
where people were impoverished, ag- 
riculture was ruined and manufacturing 
never really got started. The Iberian 
countries eventually became the 
poorest in Europe and only now are be- 
ginning to flourish again. 

The case of the Netherlands ts just as 
instructive. Visitors to tidy Holland 
often have to remind themselves that 
the land of tulips and tape recorders was 
once a major world power. With a 
favourable defensive location in the 
swampy delta of the Rhine, the Dutch 
declared independence from Spain in 
1566 and took over the trade with the 
Far East. The profits made Amsterdam 
the financial capital of the world, where 
the first stock exchange developed out 
of a crowd of Dutchmen haggling in the 
rain on the local fish wharf. 

But moneylending soon turned Hi ` 
land into a rentier economy run by 
nancial oligarchs disinclined to risk cap- 
ital in new and untried industries, when 
lending it out at interest seemed safer. 
The Netherlands’ moment of world 
power passed, not because it was poor, 
but because it became too rich, with 
today's troubles in South Africa all that 
reminds us that it ever existed. On a 
larger scale, much the same eventually 
happened to Britain and then to the US 
— trade surpluses won by exporting became the basis of large 
"financial industries," which brought in a flood of interest 
and dividends. But the accumulated wealth also pushed up 
domestic cost levels to the point where exports were eventu- 
ally priced out of world markets and new, "poorer" com- 
petitors stepped in. 

The trouble here was not imperial overstretch, but what 
we might call "domestic oversave." The malady was diag- 
nosed as long ago as 1776 by another British professor. Dr 
Adam Smith of the University of Glasgow, in his famous /n- 
quiry into the Nature and Causes of the Wealth of Nations. 
Countries, said Smith, whose rulers believed that, by export- 
ing more and importing less and thus accumulating stocks of 
gold. silver and other people's IOUs, they were becoming 
rich were deceiving themselves. The wealthy nation, said 
Smith, is not one which holds large stocks of precious metals 
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or other people's promises, but one where “the necessities. | 


comforts and luxuries of life are easily come by" — that is, 
one with low cost levels and cheap imports of the items not 
produced locally, both implying the open two-way trade 
which Smith advocated with a burning, life long passion. 
This seeming paradox of wealth leading to poverty Smith 
called "mercantilism," a term that has rightly entered the de- 
monology of economics. Mercantilism leads to paradoxes as 
strange as they were in Smith's day, though they are still not 
self-evident, even to academics from other disciplines. One, 





As the poet Mao Zedong might have remarked, power 
grows out of the barrel of a gun, and not out of the vault of a 
bank, however well stacked. Kennedy does not in the end 
disagree. The problem for the victims of his imperial over- 
stretch is that, by "expenditures upon 'unproductive arma- 
ments' they have been eroding the national economic base" 
so that, when they really need armaments because Attila, 
Genghis, Ivan and their friends are at the gates, the armoury 
is empty and the factory has fallen down. Can Japan be the 
new superpower that, if Kennedy's theory is valid, should be 





for instance, is that economic growth 
based on trade requires not only pro- 
ducts good and cheap enough to export, 
but, just as important, an ability and 
willingness to import, so that foreigners 
have a chance to earn the means to buy 
your exports. If not, the mercantilist’s 
currency inexorably goes up in value 
until exports fall, imports increase, or 
both. Another is that "wealthy" Japan. 
with the world's highest cost of living, is, 
on Smith's classic test, a poor country, 

aile the US, despite (or, in part, be- 

use of) its debts, is still by far the rich- 
est, because a week's work there buys 
more than it does anywhere else — in- 
cluding considerably more Japanese products than the same 
effort would in Japan. 

But à poor country can still be a powerful one. Attila the 
original Hun overran the wealthy Roman Empire with a frac- 
tion of its resources, and the Mongol cavalry of Genghis 
Khan enjoyed only a modest GNP per head, or horse, before 
they looted imperial Peking in 1215. What they had was 
superior military technology, the only one that counts in the 
final analysis of power, let alone superpower. 
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quietly improving its national economic 
base as the current overstretched super- 
powers erode theirs? 

The US is currently spending 6.996 
of its GNP on defence, the Soviet 
Union 14.5%. Between them, they 
manufacture three-quarters of the 
world's arms exports, and probably 
closer to 90% of total world production. 
From an ethical point of view, these 
weapons may be considered unproduc- 
tive, if not counter-productive, but 
economically, there is no difference be- 
tween making a gun and making a TV 
set. As with other human activities, 
armaments manufacturers are more 
successful the more they make, test and sell. The two super- 
powers are therefore likely to dominate the world arms trade 
far into the future. If, however, the US is "eroding its eco- 
nomic base" through this nefarious industry, the Soviets 
should be eroding theirs. Hart, Taft and Kennedy would, 








| therefore, seem to be addressing their warnings to the wrong 


superpower. 
It is not, however, being leading arms manufacturers that 
gives them superpower status. Added to the old one-two of 
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land and sea power we have, these days, a new asymmetry of 
nuclear and conventional strength. Of the two, modern con- 
ventional force needs more sophisticated technology than 
simple nuclear weapons, as well as a suitably large popula- 
tion, space for strategic depth, some of it uninhabited for 
manoeuvres, and either a political climate that allows con- 
scription, or (as the US has in Europe) allies who will. No one 
knows how to win a nuclear war, but a nuclear nation without 
conventional strength has no means of defence except 
dangerous nuclear bluff, and so a superpower needs both. 
Japan has none of these requirements, and so, on present 
showing, no prospect of ever becoming a genuine military 
superpower. 

Could Japan head a new Asian or Pacific coalition? This 
was, of course, the idea behind the Greater East Asia Co- 
Prosperity Sphere of 1938-45. This brought no prosperity, 
and left Japan without a friend, facing the only genuine 
global coalition that has ever formed against a single nation. 
No one in Asia, except possibly Cambodia, is now looking 
for liberation, and certainly not to Japan. When, from time 
to time, a Japanese politician of the old nationalist school in- 
judiciously repeats the wartime line that the Japanese army 
was only in Asia to help out, the instant howl of protest from 
Singapore to Seoul suggests that the wartime coalition 
against Japan could be revived by popu- 
lar demand. 

Kennedy's theory requires his new 
superpower to, sooner or later, get 
physical, so he offers a timid forecast: 
'. . . all acquainted with the pattern of 
‘war and change in world politics’ would 
find it unsurprising if, one day, a differ- 
ent political leadership in Tokyo de- 
cided to turn its economic strength into 
a larger degree of military strength." 
The unsurprised parties are not, it will 
be noted, expected to look closely at 
Japan itself, where a self-styled "new 
leader," former prime minister Yasu- 
hiro Nakasone, has not long completed 
an attempt along exactly those lines. 

In 1986, Nakasone announced, with 
a flourish, that he was scrapping a long- 
panong convention which kept on 
ese defence spending below 1% of 
GNP. In fiscal 1987, ended in March 
this year, Japan did indeed spend 
1.004% of GNP on defence, though the 
extra 0.004 of 1% looks suspiciously like 
creative book-keeping, as other reckon- 
ings put the actual expenditure below 
the allegedly highly symbolic single 
digit. 

But Japanese opinion seems, in fact, 
to be moving the other way. Despite the 
garrulous Nakasone's four years of pro- 
selytising, a poll conducted by his suc- 
cessor’s office in June shows growing 
Japanese public resistance to increased defence spending, 
with 58% favouring the present level, 19.2% wanting less 
(both percentages increased since Nakasone first took 
office) and a mere 11.2% wanting more, down from 14.2% in 
1984. A surprising 7.2%, up from 6.8% four years ago, are 
neutralists who still want to scrap Japan’s mutual security 
treaty with the US and cut down the present Japanese self- 
defence forces, inconspicuous as they are, or disband them 
altogether. 

Attitudes can change, of course. The US was in the 1920s 
and 1930s a nation of convinced pacifists. Japanese attitudes 
on defence have, however, been remarkably stable for more 
than 40 years. The explanation is simple: Japanese got no- 
thing but grief out of war, found their occupiers benign, and 
achieved a vast improvement in their lives by peacefully mak- 
ing cars and TV sets. The small minority dee favour more 
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6 The superpowers ... may 
have discovered they can practise 
mutual intimidation from home 
territory without the expense of 
outside bases. 9 


spending on defence are mostly from the romantic Right, 
angsters, backwoodsmen and the offspring of military 
amilies — the very people who made war on the US, in fact. 
While they would no doubt like to see Japan better armed, 
they have no interest in paying taxes, risking lives as au- 
xiliaries of the victorious Americans or in the assistant de- 
puty superpower status apparently offered by such visiting 
dignitaries as Hart and Taft. The rest, the great majority, 
seem happy to see defence matters left just as they are. 

In fact, with signs that the superpowers are drawing in 
their horns, Japan may be slipping dangerously below the 
level of preparedness needed for genuine minimum defence 
in an uncertain world. Wars grow ever more complex, and it 
is naive to believe that the design team who brought us the 
Walkman can run up a robot infantryman over a quiet 
weekend. 

The superpowers may be growing better disposed towards 
each other, at least in public, but equally with rocket guid- 
ance and range and electronic spying technology improving 
all the time, they may have simply iscovered that they can 


practise mutual intimidation from home territory without the 
expense and irritation of bases outside their borders. The 
sparks of war glow in the perpetual trouble spots — the Per 
sian Gulf, the 


iddle East, Southeast Asia — and while no 
of these is close to Japan, the area in 
which Soviet, Chinese and Korean in- 
terests clash is no place to speak loudly, 
in the Nakasone vein, and carry a small 
stick. 

The ancient Roman advice, si vis 
pacem, para bellum — if you aim at 
peace, prepare for war — while some- 
what at variance with Kennedy’s 
theories, loses none of its wisdom in 
translation. What is needed is a new and 
convincing philosophy of Japanese de- 
fence which is neither the old dream of 
conquering Asia, nor an ambiguous 
spear-carrying role in the unstable 
superpower contest. It is nowhere in 
sight. 

Can Japan be an unmilitary financial 
or economic superpower, and, indeed, 
is there such a beast? The idea here is 
that money can buy the respect and in- 
fluence that our wicked world usually 
gives to guns. Japan has certair'^ 
achieved the mercantilist’s dream, w 
the world's biggest holding of foreign 
assets and debts, US$240 billion worth, 
the biggest stock of gold, and half the 
world's current gold production now 
coming to it, where it is stacked in bank 
vaults and buried in back gardens 
against a return to the hungry 1940s. 

he gold, of course, earns nothing, but 
the foreign debts and investments bring 
in rents, dividends and interest, and the 
trade surplus, while declining, is still huge, somewhere 
around US$60 to US$80 billion a year. 

The effect is just as Adam Smith described. The money 
rolls in and the cost of living in Japan — food, rent clothing 
and everything else — is the highest in the world. One result 
has been to undercut the production of Japan's indispensible 
capital asset, the Japanese. The birth-rate figure, released by 
the Health Ministry in June, is down to 11.1 per 1,000 per- 
sons, the lowest since records were started in 1899, less than 
replacement level. The price of land and houses in the Japan- 
ese cities has been inflated by speculators beyond the reach 
of most young couples, and those who can afford mortgages 
— sometimes over two or three lives, sons and grandsons 
borrowing before they are born — need two salaries to keep 
up the payments, all of which will very likely further depress 
the birth rate. 
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The death rate, is, however, also the world’s lowest. only 
6.2 per 1,000, which means that Japan is rapidly reaching the 
point at which every worker in productive years will have to 
support two in retirement, as well as his or her own family, 
and landlords and bondholders as well. Japan has the world’s 
biggest per capita public debt whose service alone takes 
19.7% of the budget, (the profligate US 13.7%, Britain 
7.6% ) and more borrowing will be needed to pay for the cur- 
rent surge in public works, financed by “construction bonds” 
which are classed as “investments” but are, of course, a dis- 
guised form of debt. 

Why not compel Japan's overseas debtors to pay? This is 
not as easy as it sounds, as Britain and France discovered 
when they tried to get Germany to pay for World War I. John 
Maynard Keynes warned in the Economic Consequences o 
the Peace that Germany could only pay in exports, which 
would stimulate German industry and depress those of the 
Allies, which was exactly what happened. The Americans 
and Japan's other debtors can only service their debts or 
repay them in gold or other exports to Japan, which will have 
much the same effect. The Japanese economy at the moment 
is booming, not surprisingly, as the government has pumped 
the equivalent of US$14 billion into it in tax cuts and public 

orks, while industry is busy re-equipping for what may well 

rn into a renewed export drive as soon 
as domestic demand (which is simul- 
taneously supposed to be absorbing 
American exports) is saturated and 
Japanese roads seize up solid with 
cars. 

But more exports will eventually put 
up the yen, requiring either more car- 
telisation of Japanese industry, or mov- 
ing production into lower-cost Asian 
countries for final labelling in Japan, 
leading to Kennedy's dreaded "erosion 
of the economy,” not of the US but of its 
poor little “rich” Asian partner. Either 
way, there seems no mi in sight 
from the treadmill of long hours, high 
living costs, cramped housing and 
grotesquely overcrowded roads and 

ublic transport for the long-suffering 

apanese consumers, whose labours 
brought in the useless gold and the for- 
eign IOUSs in the first place. 

The power inherent in lending 

oney, as any bank manager knows, 

ases when the lender applies his only 
sanction, that is, the refusal to lend 
any more. Some commentators see the 
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Ért was the burden of their empires 


panese companies overseas may, at first glance, resemble the 
way the East India Co. bought a small office in the village of 
Calcutta in 1690. But the English came armed, and Moghul 
India was no superpower. What is actually happening is that 
parts of the US and Australia, starting with resorts favoured 
by Japanese tourists like Hawaii and the Queensland Gold 
Coast, are being integrated into the Japanese mercantilist 
economy, with its characteristic staggering prices and dizzy 
speculation. The Japanese house buyers do not, of course. 
intend to live in them, but to sell them toother Japanese. The 
constant arrival of more Japanese buyers will ensure that 
Honolulu and Gold Coast real estate reaches Tokyo levels, 
with prices and rents only Japanese will be willing to pav. 

If history has anything to teach us in this area, it is that no- 
body loves an absentee landlord. a demanding creditor or a 
rich foreigner throwing money around to the detriment of the 
locals, and those without the military power to enforce their 
rights have seldom stayed long in possession. Holiday resorts 
where foreigners fleece each other are seldom good adver- 
tisements for the visitors' culture, either, but are improbable 
bases for imperial expansion. The problem here would seem 
to be thoughtless speculative overreach by Japan and the 
other Asian manufacturing nations with untamed trade 
surpluses, who show every sign of following the ill-advised 
Japanese example. 

Seen from Tokyo, it is the US which 
is steadily acquiring real assets, like the 
7 million immigrants which have arrived 
since World War II, mostly from Asia 
and Latin America, while ageing Japan- 
ese toil to accumulate uncashable IOUs 
and title to real estate they can never use 
without ceasing to be Japanese — rather 
like a rich province paying tribute so the 
carefree capital can enjoy bread, cir- 
cuses and Sonys. This would seem to be 
leading. not to joint world hegemony 
with Japan playing Robin to America’s 
Batman, much less to a Pax Japonica, 
but to growing instability in the battered 
world trading system. Japan and the 
other Asian industrialised states are 
nowhere near as self-sufficient as the 
US or even Europe, so, as creditors, 
they will suffer the greater damage to 
their prospects if world trade contracts 
under the system’s ever-growing burden 
of uncollectable debt. 

Japan, in fact, does not seem to be 
pursuing any reasoned search for a sec- 
ure place in an uncertain world, much 
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Japanese turn towards buying foreign that cut the European great less a plan to dominate it, but rather an 
real estate not as the natural behaviour ; h energetic, opportunistic drift reminis- 
canes powers down to size . . . they Re 
of unenlightened mercantilists, but a $ : cent of the early 1930s, with freebooting 
suffered from imperial : 


sinister plot to buy up the US, Australia 
and other more spacious countries. 
There seems no other reasonable explan- 
ation of the Japanese living so poorly 
at home and working so frantically in order to buy US Gov- 
ernment bonds and American real estate, unless they plan to 
move in. In June, the mayor of Honolulu, Frank Fasi, visited 
Tokyo to complain that Japanese buyers were driving up real 
estate prices in his city to impossible levels. *A Japanese has 
been driving around Honolulu in a white limousine looking 
for houses," Fasi told the Tokyo press. “In six months. 
up to this spring, he bought 160 of them . . . in February, a Ja- 
panese real estate agent sold to another Japanese for 
US$930,000 a house he had bought only two months earlier 
for US$664,000, to which he hed done nothing.” According 
to Fasi, an 11-year-old non-Japanese wrote to him wondering 
plaintively: "Where are we going to live when we are grown- 
ups?” 

These complaints created little stir in Tokyo, where they 
sounded like a slice of everyday life. The penetration of Ja- 
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overstretch. 9 


individuals and companies out giving 
their country a bad name while native 
people back home believe, like the king 
of Spain, that hoarding gold will make 
them rich. Japan has had far too many eggs — defence, 
trade and technology — in one US basket. considering 
how uncertain the US seems to be about what to do next. as 
the impact of Kennedy's warning of imperial overstretch 
demonstrates. 

As to his book, R and F is required reading because of its 
influence in justifying a new and modified form of 
isolationism, at least to Americans, though he may well have 
quite a few readers in Moscow as well. Both superpowers 
seem to be drawing in their more distant horns, upsetting 
long-standing (and long-stalled) arrangements like the Ja- 
panese domestic compromise on defence. But the book is, 
regrettably, far too long for the slender thought Kennedy of- 
fers. With confusing times ahead, academic (and perhaps 
even journalistic) overwrite is another menace we must meet 
and master. oO 
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Seoul opposition gets a say in economic policymaking 


Korea Inc. on trial 


By Mark Clifford in Seoul 
vd hen Lee Shin Bom returned from 
$ more than three years of exile 
in the US last July, after spending four 
years in jail during the military-backed 
regimes of Park Chung Hee and Chun 
Doo Hwan, he was understandably 
wary of the government. Now a year 
` later, as director of legislative policy for 

the opposition Reunification Demo- 
cratic Party (RDP), he deals with senior 
Ministry of Finance (MoF) officials who 
‘want his help. That the MoF should 
- lobby for support from a man who was 
- tortured add ale only a few years ago, 
. reflects a sea change in the making of 
< South Korea's economic policies. 

South Korea's first opposition-domi- 
. nated national assembly has moved 
; quickly to put its imprint on economic 
- policymaking. The economic ministries 
' and the presidential Blue House have 
- acquiesced in the change. All agree that 
> the policymakers will now have to win 
. over legislators rather than rule by fiat, 
- ashas been the case for the past 25 years. 
. The opposition controls nine of the 
© legislatures 16 standing 
. committees, including the 
. industry, energy, transporta- 

- tion, construction and eco- 

< nomy-science panels. In July, 
5 the nation's three senior eco- 
. nomic officials, Deputy Prime 
* Minister Rha Woong Bae, Fi- 
nance Minister Sakong Il and 
| Trade and Industry Minister 
< Ahn Byung Hwa, were grilled 
. on subjects ranging from the im- 
. port of US cigarettes to in- 
i creased autonomy for the cen- 
- tral bank. 

The biggest revelation was 
Sakong's detailed accounting of 
the bail-out costs for 78 bank- 
rupt companies in 1986 and 
1987. The accounting is one of 
the most detailed looks at the 
price paid by Korea Inc. when its 
state-led economic policy stum- 
bles. The issue goes to the heart 
of the government-big business 
alliance that the opposition has 
| long railed against. 

-© The finance minister said 
. South Korean institutions wrote 
|- off Won 986 billion (US$1.36 
< billion) in debt owed by four of 
< the largest business groups 
which were dissolved. The gov- 
ernment also rescheduled in- 
| terest and principal totalling 
| Won 5.83 trillion for periods as 
. long as 30 years. 
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Korea Development 


Some of the most generous favours 
went to the new owners of companies in 
the former Kukje-ICC Group, who bene- 
fited from Won 337 billion in loan 
write-offs and Won 560 billion in re- 
scheduled borrowings. Kukje's former 
chairman is suing to regain control of his 
empire, which he claims was dissolved 
out of political spite by the Chun admin- 
istration (REVIEW, 21 Apr.). The mas- 
sive write-offs which benefited Kukje's 
new owners may lend credence to 
claims that its dissolution was politically 
motivated. 

The opposition maintains that politi- 
cal favouritism was shown in the take- 
overs. Opposition lawmakers say com- 
panies that were out of favour were 
forced into insolvency while politically 
connected groups acquired the dis- 
banded companies on favourable terms. 
But Sakong insisted that the restructur- 
ings were based purely on economic 
grounds. 

Sakong said the government's deci- 
sion to dissolve or restructure the 78 
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BAILING OUT SOUTH KOREAN 


bankrupt companies in the past two 
years was necessary to save the nation’s 
economy. 

Sakong did not tell the legislators 
how the government's policy of stand- 
ing behind the credit of South Korean 
firms has changed since the forced re- 
structurings were completed in early 
1987. However, government officials 
have repeatedly stressed over the past 
year that foreign and domestic lenders 
should make loans on the basis of credit 
worthiness rather than counting on th 
government to bail out insolvent firms 


M ost foreign bankers believe that the 
idea of Korea Inc., the implicit un- 
derstanding that the government will 
aid creditors in case of a bankruptcy, 
still holds for banks and large corpora- 
tions. But even that may be changing. 
“It may be desirable that we have some 
large companies go bankrupt," says one 
of the top economic policymakers of 
the ruling Democratic Justice Party and 
a man who is one of the country's 





gists. 

He cited the example of 
Daewoo Shipbuilding, where 
workers asked for a 55% pay rise 
this year after the company lost 
Won 69.4 billion in 1987. 
"Daewoo Shipbuilding could be 
a good example. That company 
has been losing money and their 
wage demands are crazy. Wor 
ers are lucky just to be emplo. 
ed. If it wasn't part of a conglo- 
merate it would be clear that it 
should be shut down." 

Viewed as a whole, however, 
economic policy is still forcefully 
directed by the state. Workers 
and employers look to govern- 
ment officials for guidance. One 
of the biggest difficulties in forg- 
ing a new labour-management 
relationship is that the Labour 
Ministry has largely stopped im- 
posing wage settlements. Break- 
ing the habit of workers and, 
more important, managers and 
their bankers who automatically 
look to government officials for 
guidance could need something 
like a big corporate bankruptcy. 
Now, as government policymak- 
ers cede economic power to the 
national assembly and as eco- 
nomic liberalisation continues, a 
major bankruptcy is no longer 
politically intolerable. 
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most respected economic strate- 





In the national assembly, however, 
much of the lawmakers’ attention so far 
has been devoted to re-examining old 
wounds. In July, the Finance Ministry 
disclosed that the government confis- 
cated Won 67.2 billion of property from 
more than 70 people in 1980 following 
Chun’s assumption of power. One of 
the biggest losers in the property confis- 
cation was Kim Jong Pil, a prime minis- 
ter under Park Chung Hee and cur- 
rently head of the conservative 
New Democratic Republican Party 
(NDRP). 

Opposition lawmakers are also con- 
tinuing to press the issue of corruption 
during the Chun administration.The 
special committee for a Probe into Mal- 
practices of the Fifth Republic added 20 
more items to a list of 40 alleged corrup- 
tion scandals during Chun's tenure, 
which ended in February. The commit- 
tee is headed by a representative from 

` € NDRP, which will probably allow its 

vestigation somewhat greater scope 
than if it were headed by a lawmaker 
from the more partisan RDP or Kim 
Dae Jung's Party for Peace and Demo- 
cracy. 

The most politically explosive cor- 
ruption charges centre on purported 
real estate speculation by the ex-presi- 
dent's wife, Lee Soon Ja. Other charges 
include further influence peddling by 
the former president's younger brother, 
Chun Kyong Hwan. The younger Chun's 
trial on corruption charges stem- 
ming from his leadership of the Saemaul 
Undong (New Community) movement 
began on 18 July. 

Looking ahead, the opposition law- 
makers say they will make indepen- 
dence for the Bank of Korea (BoK, the 
central bank) a cornerstone of their eco- 
nomic policy. They want to make the 
bank's monetary policy board indepen- 
dent and fill it with more outside repre- 

ntatives, including spokesmen for 
iall business and farming. 

The opposition complais that the 
bank is too closely tied with the MoF. 
As a result, they say the bank has been 
used to pump money into the economy 
during elections and to give favours to 

olitically connected corporations. 

hat, say opposition lawmakers, is pre- 
cisely what happened during the forced 
corporate restructurings. 

“Without independence for the BoK 
and independent control of money 
there will be no chance for the opposi- 
tion to take control of the government,” 
says Lee Shin Bom. “It is the most im- 
portant [legislative] change the opposi- 
tion will make for a long time.” 

The MoF, not surprisingly, does not 
see it that way. “There is no strong cor- 
relation between the independence of a 
central bank and the effectiveness of 
monetary policy,” says a senior MoF of- 
ficial. While ministry officials concede 
that the bank has been used for political 
purposes in the past, they insist those 
days are over. 
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POLICIES 


Taiwan technocrats promoted 


New cabinet features reform-minded economic ministers 


By Jonathan Moore in Taipei 


| rhea economic reforms will continue with the 20 July cabinet reshuffle 

which put economic portfolios into the hands of generally younger, reform- 
minded technocrats. However, President Lee Teng-hui's new ministers face 
heavy pressure from an impatient private sector which will rate their perform- 
ance on how quickly they put changes into effect. 

Businessmen and economists said it remains to be seen how forceful the new 
ministers will be in pushing reforms and especially with overcoming the 
bureaucratic resistance to changes that have characterised the reform process 
in recent months. “The government has moved very slowly in the past,” said 
Henry Hsu, president of the Formosa Rubber Co. “I hope the new [ministers] 
will begin by promoting changes right away." 

The principal new ministers are: 

Fredrick Chien, formerly Taiwan's unofficial envoy to Washington, who 
will replace Chao Yao-tung as chairman of the Council for Economic Planning 
and Development, a ministry-level body empowered with the task of drafting 
overall economic policy. 

The importance of the council has varied historically according to the chair- 
man's wider influence. Analysts said Chien's appointment emphasises the coor- 
dinating aspect of the chief policymaker's job, and also 
the importance of trade internationalisation on the presi- 
dent's reform agenda, 

Chen Li-an, the new minister of economic affairs, is 
the son of a vice-president under Chiang Kai-shek. An 
engineer by training, he was formerly head of the Na- 
tional Science Council. “I am very confident that we can 
make [Taiwan] a showcase,” Chen told the REVIEW. 
"But we must also know our limitations . . . We must 
move aggressively and cautiously at the same time." 

Shirley Kuo, who replaces Robert Chien as minister 
of finance, is expected to push financial reforms, includ- 
ing bank privatisation. Kuo is a former deputy governor 
of the Central Bank of China. 

Yu Yu-hsien, a personal friend of President Lee, has 
taken over the Council of Agriculture, which is soon 
to become a full ministry. The post will become more 
important because of Taiwan's pressing need to co- 
ordinate agricultural policies with import liberalisa- 
tion. 

Two conservatives who retain their posts, but whose 
influence is believed to be diminished, are Prime Minister Yu Kuo-hua and 
governor of the central bank, Chang Chi-cheng. 

Businessmen and economists agree that economic reforms should come 
sooner rather than later. Taiwan's antiquated banking system, for example, is 
inadequate for the task of correcting the imbalance between savings and invest- 
ment, which is raising fears of inflation. The lack of appropriate financial 
one has encouraged the development of a multibillion-dollar “kerb” 
market. 

The trade surplus remains a key target for reform, because of the monetary 
imbalances it promotes and because of US political pressure on Taiwan to cor- 
rect it. Other areas where movement is needed are the 14 slow-moving major in- 
frastructural projects and diversification of Taiwan’s export markets. 

Formerly reforms were recommended by a high-level planning council, and 
were either approved by then president Chiang Ching-kuo and acted upon, or 
were not. 

Two days before the new cabinet was announced, there was a warning that 
the behind-closed-doors decision-making of the past will not be tolerated by the 
increasingly attentive public. The Control Yuan, Taiwan’s elective watchdog 
agency, charged the departing minister of economic affairs, Lee Ta-hai, with 
alleged improper renewal in 1986 a lucrative privilege granted to Yue Loong 
Motor Co. to exclusively manufacture diesel engines. The impeachment motion 
will be forwarded to a judicial branch committee for review. Control Yuan 
member Wang Yu-chen said other former officials may also be charged with ex- 
tending the car maker’s monopoly. 





Chen Li-an: confident. 
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-By Jose Galang in Manila 

T Philippines’ largest gold pro- 
^4 ducer, Benguet Corp., will be 85 
¿years old on 12 August — a little- 
. noticed milestone to most businessmen 
-in Manila, but one which the the coun- 
- try's oldest mining company will relish 
after weathering the trials of the past 
- few years. 

| Benguet, which is also a major 
operator of copper, silver and chromite 
mines and has extensive interests in 
‘timber, plantation crops and property, 
"recorded a loss in 1985, its first in more 
than a decade. Then, in 1986, the com- 
pany lost the leader who had steered 
< the company into prominence. Jaime 
Ongpin, Benguet's first Filipino presi- 
dent, left the firm after 12 years at its 
helm to join the Aquino government as 
= finance secretary. 

© Like other successful enterprises 

which attracted the attention of former 
president Ferdinand Marcos, and some 
of his relatives, Benguet also went 
hrough the trauma of sequestration 
sroceedings in the early months of the 
Aquino administration. 
The Presidential Commission on 
Good Government (PCGG), which was 
given the task of recovering “ill-gotten 
wealth" from the Marcos family and 
cronies, still holds under sequestration 
66.8% of the firm's common class A 
. shares and 37.4% of preferred converti- 
ble class A shares. Six of Benguet's 10 
“directors represent the PCGG share 
| bloc (though two of the PCGG repre- 
= sentatives are nominated by the Ben- 
- guet management). 
|. Benguet also has had to reduce its 
holdings in a major subsidiary, En- 
< gineering Equipment Inc. (EET), after a 
- scandal in 1987 over previously unre- 
ported overseas losses — a total of P460 
million over 1982-86 and P368 million 
- Jast year. With extensive activities in the 
Middle East, EEI used to be a major 
profit centre for Benguet. 
These recent problems, though seri- 
- ous enough to affect corporate direc- 
tions, appear a lot tamer than those 
- which in the mid-1950s put in doubt 
| Benguets continued existence. The 
| company, then under US ownership, 
had to rely on government subsidies to 
survive a period of high operational 
+ costs and low product prices. 
|. Survival is a problem ofthe past. The 
|. company’s total revenues of P3.46 bil- 
+ lion (US$164.8 million) in 1987 made it 




















































|. and its exports were equal to some 2.8% 
[| vof total national exports last year. — 

| But the present setting, does not 
| offer Benguet an opportunity to relax. 





Benguet's happy returns 


Philippines’ largest gold miner casts off the past 
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|. the 16th-largest business in the country, - 


While adjustments are being made, new 
programmes, many reflecting Ben- 
guet's shift into non-mining activities to 
cushion the effects of volatile metals 
prices, are running into trouble. 

For instance, Benguet's expansion 
into agribusiness has been “derailed,” 
according to chairman and president 
Delfin Lazaro, by the newly enacted ag- 
rarian reform law. Benguet has a 200-ha 
citrus farm in Zambales province and 
operates, in joint venture with Sime 
Darby of Malaysia, a 2,865-hd cocoa 


plantation (of which 2,513 ha are | 


leased) in Mindanao. 


These projects are due to start con- | 


tributing to Benguet coffers this year. 
Before the land reform law was signed 
in June, industry analysts were predict- 
ing that. agribusiness would be Ben- 
guet's main earner within five years. 

However, there are fears that the re- 
distributive provisions of the new law, 
particularly the inclusion of commercial 
farms under the programme by 1998, 
may hurt these projects. 

Benguet's thrust into agribusiness 
was initiated by Ongpin in the early 
1980s after he became convinced that 
"greater difficulty" was in store for the 
mining industry, then reeling under ad- 
verse effects of excessive capacity. A 
wholly owned subsidiary, Benguet 
Management Corp. (BMC), has be- 
come the vehicle for investing in non- 
mining activities, excluding EEI. 

BMC today has investments in 
timber, lime production, trucking, 
overseas shipping, handicraft export, 
real estate development, and commer- 
cial production of citrus and mangoes. 
BMC also oversees the Benguet group's 
59.5% interest in Philippine Cocoa Es- 
tates Corp., which is 40% owned by the 
Philippine subsidiary of Sime Darby. 

But the bulk of Benguet's growth in 
the next few years will be in mining, 
with about 60% of the company's re- 
sources to be allocated to that sector. 

Current prospects in mining are gen- 
erally bright because of high world 
prices of gold, copper and refractory 
chromite, of which Benguet is also a 
major producer. Mining activities ac- 
count for nearly 8096 of Benguet's con- 
solidated profit, which in 1987 grew by 
182% to 207.9 million despite a de- 
cline of 21.9% in revenue. 

Prices of its mineral products are still 


above last year's levels, though there 


are forecasts that they may soften in the 
second half of the year. This, coupled 
with an expected rise in domestic infla- 
tion and interest rates, could affect pro- 
fitability. Nonetheless, industry ana- 
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lysts expect Benguet's profit to reach 
P 400-450 million this year. 

Aside from its own mines, Benguet 
operates other mines under profit-shar- 
ing arrangements with the owners. 
Among these are the Atok-Big Wedge 
Mining Co. gold mines, which adjoin 
Benguet's own Antamok claims in Ben- 
guet province. The Masinloc chromite 
mines that Benguet operates belong to 
Consolidated Mines Inc. It also has a 
5496 interest in gold producer Itogon- 
Suyoc Mines Inc. 

Benguet’s most profitable mining 
project is Dizon Copper Silver Mines 
Inc., a copper-gold mine in Zambales 
for which it has an operating contract. 
Production at Dizon in 1987 reached 
42.2 million lb of copper and 116,880 oz 
of gold, with a combined value of P 1.82 
billion, up from the previous year's 
P.1.58 billion. 


| 

I 

i 

| he Dizon project's net profit ro: 

| sharply to P186 million last yea 

| from 242.1 million in 1986. Production 

| costs increased 20.796 to US$1.34 alb of 
copper (before gold and silver credits 
and financing charges) in 1987. In the 
first quarter of this year, it averaged 

| US$1.30 a Ib. 

Chromite sales remained weak in 
1987, leading to a loss of P 11 million for 
the year, compared with a profit of 
P16.9 million in 1986. Consolidated 
Mines in January 1988 filed a civil case 
seeking the annulment of its operating 
agreement with Benguet. Under the 
terms of the agreement, net cash re- 
ceipts from the project are to be divided 
70:30 in favour of Benguet, with Ben- 
guet paying all capital expenses from 
its 70% share. Consolidated Mines 
charged Benguet with “misrepresenta- 
tion, fraud and coercion” in securing the 
agreement. 


Phantom owner's 
shadow plays 


uring the 12 years that the late 
Jaime Ongpin headed Benguet 
Corp. as president, he had only “suspi- 
cions" as to who was the controlling 
shareholder of the mining company. He 
was, according to his subsequent recol- 
lections, almost sure it was ousted presi- 
dent Ferdinand Marcos' brother-in-law, 
Benjamin “Kokoy” Romualdez. 
Romualdez headed a group that ac- 
quired majority ownership of Benguet in 
1974, when a special trade-relations 
agreement between the US and the 
Philippines expired which led to the 
Filipinisation of certain industries that 
formerly were under US control. 
Benguet was set up in 1903 by a group 
of US prospectors owning mining claims 
in Antamok in the Luzon region pro- 
vince of Benguet. It originally issued 
100,000 shares with a par value of US$1 
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. Profits from its gold mines in Ben- 
guet province grew 76% to P156.6 mil- 
lion last year — production increased 


5% to 132,257 oz, coinciding with a rise | 


in gold prices. Higher production costs 
at its ageing underground mines were 
partly offset by extra tonnage from its 
more economical open-pit mines, which 
the company is now thinking of expand- 
ing. New mines are also being developed. 
Exploration being pursued by Ben- 
guet include a coal project in Mindanao, 
a nickel venture in Zambales and a new 
chromite project in Pala- 
wan. Benguet is also 
pursuing à court case 
filed in the early 1980s 
against the former gov- 
ernment's grant of a 
copper-gold prospect in 
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much like the arrange- 


ments it has with local min- 
ing-property owners. Al- 
though it is already look- 
ing into possibilities in 
Canada, the company does 
not expect any of these to 
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With the exception of 
EEI. Benguet's non-min- 
ing operations returned 
profits in 1987. BMC re- 
ported a profit of P 39.9 million, 
compared with the previous 
years P5.9 million. Benguet's 
interest in EEI was reduced to 
47% , from 68% , as a result of a 
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Philippine citizens. 

A year before the expiry of the 
special agreement, a Filipino 
group agreed to acquire majority 
interest in Benguet for a down 
payment of P67.5 million (then worth 
about US$9.9 million), and an option 
to convert preferred shares into common 
shares by paying another P202.5 mil- 
lion. The purchase was financed by 
the state-owned Philippine National 
Bank. 

The deal included a provision that a 
Filipino would head the company, which 
until then had had five Americans as 
presidents. Ongpin accepted the post 
only after being assured that the major- 
ity owners would not interfere in his job. 

The standoff between Ongpin and the 
owners remained throughout Ongpin’s 
tenure — he left the firm in 1986 to join 
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| rescue plan for the subsidiary 








| put for- 
| ward by its Saudi Arabian partner, 
| Mohammad Al-Mojil Est. 
_ The rescue plan involved EET' part- 
| ner — also its major creditor — convert- 
| ing advances of P341 million into equity 
| in EEI provided Benguet infused new 
| equity of P110 million and bought 
EET foundry. 

Much of the corporate directions and 





vintage Ongpin. He is remembered by 
Benguet officers for his open style of 


Corporate structure of Benguet Corp.) 


FROM MINES TO MANGOES 
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the new government. There were, how- 
ever, a few unsuccessful attempts to use 
Benguet resources by the unseen own- 
ers. Within a year of assuming his posi- 
tion, Ongpin was asked to remit 
US$100,000 from Benguet's accounts to 
New York for the purchase of an apart- 
ment. Other attempts included a bid to 
instal known Romualdez associates in 
the Benguet management. 

Why was Romualdez unable to come 
out in the open as Benguet owner? 
Ongpin had surmised that since the 1974 
takeover required a huge sum, it could 
not have been worked out with a govern- 
ment bank “without any persuasion 
from Marcos." That, he said in April 


strategies that Benguet still follows are | 
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VIEWDIAGRAM by Barny Lee 






management which distributed hai 
ing of actual operations to the 
heads, leaving Ongpin occupied x 
"developing visions” for the company 
Ongpin is credited with leading Ben 
guet into agribusiness and with working 
out Benguet’s involvement in the Dizor 
mine, both major revenue sources for. 
the company now. Lazaro does not ex- | 
pect any immediate change in these di- | 
rections. VS 
Benguet is expected to be mainly | 
stable over the medium term. Aside. | 
from projections of in- |. 
creased — profitability, -| 
the company continues | 
to sit on a rich cash: | 
hoard. At end-1987, re- |. 
tained earnings were j| 
P1.01 billion, a little less |. 
than the level in 1983 when | 
Benguet offered to prepay | 
its outstanding obligations | _ 
but was then prevented 
from doing so by the gov- 
ernment. During the fi- 
nancial crisis in the mid- 
1980s, very heavy interest 
charges on its debt of some 
Pl] billion contributed 
to the company's 1985 
losses. | 
Benguet also has im- 
proved its gearing. Th 
ratio of non-current debt 
to equity at end-1987 wa 
0.7:1, compared with 0.9:1- 
in 1985; the ratio of total 
liabilities to equity at end 
1987 was 1.7:1, compared. 
(| with 2.3:1 in 1985. The 
company converted its expen- 
sive short-term loans into a syn 
dicated term loan in 1986 and re 
scheduled part ofits foreign-cur 
rency debt. u 
























































1986, would mean “unexplained - 
wealth.” (Ongpin died in De- |. 
cember 1987, about two months. | » 
after resigning from the Aquino | - 
cabinet.) cbe 
In 1986, the Presidential d 
Commission on Good Govern- | | 
ment (PCGG) sequestered a total 
of 16.2 million common class A | 
shares held in the name of companies set | 
up by Romualdez. Of these, some 9.48 | — 
milion that were forfeited by the | 
Romualdez firms, having been used as | | 
collateral for bank loans, have been ac- 
quired by the PCGG. ES 
The PCGG also holds another 6.73 | 
million of common class A shares in the | 
name of Palm Avenue Holding Co. and 
Palm Avenue Realty Corp., and 89,198 
preferred convertible class A shares in- 
the name of Fairmont Real Estate and- 
Independent Realty Corp. The four- 
firms are recognised now as being set up 
by Romualdez. Their final disposal will 
be determined by the court. nii 
— Jose Galang 

















)y Louise do Rosario 
or the past four years, the Chinese 
«A have been buying too many electri- 
«cal goods for the home and have been 
. spending too much on non-staple foods. 
«A study by top Chinese economists has 
identified this trend and warned that 
_ these habits are straining the two most 
: vulnerable economic sectors — agricul- 
¿ture and hi-tech industries. If such "de- 
-vyiant" consumption patterns continue 
' to eat up scarce resources, they will hin- 
- der balanced economic development. 

i. These conclusions are contained in a 
study by the Institute of Economics at 
-China's Academy of Social Sciences 
(CASS). In early 1987, the academics 
sinterviewed 10,459 rural and urban 
amilies on their spending and saving 
< behaviour. 

_. The survey complained that an aver- 
- age Chinese family now spent too high a 
'atio of its income on food, particularly 
meat, poultry and other non-staple food 
tems, and on the so-called "four new 
'ssentials" — TV sets, refrigerators, 
washing machines and tape recorders. 

< The consumption rate is running at a 
evel far ahead of more advanced coun- 
ries. More important, it clashes with 
China's other modernisation goals. 

. The state now spends many times 
"more on food subsidies than on educa- 
tion. Zhang Xuejun, Zhang Ronggang 
and other CASS economists argued in 
the report that China needs 
more labour-intensive indus- 
tries to absorb surplus rural 
manpower rather than capital- 
intensive industries such as 
< those producing electrical 
- appliances. 

^. The study, published re- 
cently in the Peking-based 
< Economic Research and the 
= People's Daily, highlighted 



















































^cial-welfare — system: the 
“under-developed tertiary sec- 
tor: the heavily subsidised 
“housing system, and distorted 
-food prices. 

.. These factors mean Chinese 
¿have a narrow range of goods 
they need to buy and there is 
| ess pressure to save fora rainy 
. day. Chinese aged 60-70, for 
. example, saved much less than 
| Japanese ofthe same age. Half 
|. of all personal savings in urban 
| areas will go towards the pur- 
| chase of the “big four" luxury 
. items, the study estimated. 
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several reasons for the "ab- | 4,4. 
“normal” consumption pat- b ^ 
“terns. These included the | : 
"country's comprehensive so- 


: < 740,000. |x 


foo much is being spent on wrong items, says report 


Prior to 1978, individual consump- 
tion was static and an unimportant fac- 
tor in economic growth. There was ra- 
tioning, a wage freeze, no opportunity 
to earn extra income and a limited range 
of products. The state compensated the 
individual for this lack of consumption 
freedom with non-monetary benefits 
such as heavily subsidised education, 
medical facilities, housing and other so- 
cial services. 

The CASS study noted that by sup- 
pressing personal consumption, there 
was money for high investment in heavy 
industry — a main feature of Stalinist in- 
dustrialisation strategy. 

The economic reforms begun in 1977 
allowed individuals to make and spend 


more money on a wider choice of pro- 


ducts for the first time in 30 years. The 
result, said the economists, was a "con- 
sumer revolution" with "unprecedented 
liberation" of long-suppressed demand. 
Retail sales from 1979-86 rose by an an- 
nual average of 14.5%, a third higher 
than the average for 1953-78. As a per- 
centage of national income, consump- 
tion rose from 65.4% in 1979 to 70.3% 
in 1983. 

However, the study noted two stages 
in consumer spending. The first stage, 
1979-83, involved consumers who in- 


dulged themselves with a broad range of 


long-denied basic necessities. Light in- 
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Having basically clothed and fed 
themselves, Chinese then started buy- 
ing electrical appliances and better 
food. From 1984-86. sales of consumer 
durables grew by an annual average of 
41.996. with particularly good sales in 
colour TV sets (69.3%). refrigerators 
(157.396) and washing machines (77% ). 

But. the economists claim. this sec- 
ond-stage consumption is "premature." 
Chinese are buving heavily what con- 
sumers in other countries buy only when 
thev are more affluent. From 1983-86. 
ownership of electrical appliances grew 
five-fold. Out of 100 Chinese house- 
holds, 27.4 have colour TV sets, 12.7 
have washing machines and 51.6 tape 
recorders. It took Soviet bloc countries 
a decade for electrical appliances to be 
owned by so many households. 

Domestic electrical appliances are 
still luxury products by China's stai 
dards. A typical Chinese househo 
needs to save for two to three years be- 
fore purchasing one of the four coveted 
appliances. In 1985, each of the “big 
four" cost about 12.5 times the average 
Chinese monthly salary. 

The same kind of "excessive" con- 
sumption was seen with food. In 1966, 
when Japan had an annual per capita 
GNP of US$1,025, the average Japan- 
ese ate a third of the meat of the aver- 
age Chinese in 1986. when China's per 
capita GNP was just US$475. 

What worries the authors of the 
study is that the appetite for electrical 
consumer durables and better food 1s far 
from exhausted. Some 83.5% of those 
interviewed said they intended to buy 
the “big four" luxuries; at least Rmb 80 
billion (US$21.5 billion) is 
ready to be spent on them. 

Consumers who already 
have the “big four" items sav 
thev want better food; hig 
income groups in other cou.. 
tries demand services, prop- 
erty and other luxury items. 
"How can China, with per 
capita arable farmland of only 
1.5 mou [0.09 ha] accept such 
a challenge [of excessive and 
unbalanced food consump- 
tion]?" the report said. The 
recent unstable supply of ag- 
ricultural produce and hefty 
price increases are signs of 
things to come, it added. 

Peking has yet to come to 
grips with a problem born of 
economic success. Prices of 
four non-staple food items 
were decontrolled in order to 
make the prices more realistic 
(REVIEW, 26 May) and this 
partly redressed the problem. 
A comprehensive strategy to 
channel private consumption 
to meet development needs 
more closely has yet to be 
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Trying for a comeback 


China’s Bank of Communications seeks to recover its past 


By Elizabeth Cheng in Hongkong 


hina’s Bank of Communications 

(BoCom) has a special mission: to 
help Shanghai recover its former glory 
as the country’s biggest financial centre 
~ and even become the biggest in East 
Asia. 

The dream may appear incredible, 
but the drive is there. After a year's 
preparation, the bank was re-estab- 
lished in April 1987 as a nationwide 
bank serving all sectors of the economy 
under the chairmanship of a forward- 
looking veteran banker, 60-year-old Li 
Xiangrui. 

For nearly four decades after the 

mmunists took power, BoCom was 
mothballed, though its branch in Hong- 
kong was kept alive as part of Peking's 
foreign banking network. 

While BoCom's operations face ob- 
stacles from estab- 
lished state-owned 
banks in China, the 
Hongkong branch — 

art of the 13-member 

ank of China (BoC) 
group in the territory 
— is aggressively push- 
ing into investment 
banking. The bank has 
seemingly set its heart 
on developing capital- 
market services. "We 
can't remain shop- 
keepers [that is, in re- 
tail banking] forever," said Y. L. Tang, 


who heads the branch's capital markets | 
. division which contributed nearly half 


last year's profit. — 
BoCom was first set up in 1908 in the 


twilight years of the Qing Dynasty to 


take care of long-term financing of 
transport and telecommunications. 
Half of the re-established bank's 
shareholding is in the hands of the 
People's Bank of China (PBoC — the 
central bank) and the rest is held by the 
Shanghai government. There are plans 
to float 1076 of the shares on the mar- 
ket. Although the bank is registered 
with Shanghai's fledgling stock ex- 
change, the listing has not yet been acti- 
vated. 

One obstacle to the float, said dep- 
uty director Wu Zhicheng, is the high 
cost of servicing a public share issue. 
Company shares in China generally 
offer much higher rates of dividends 
than bank deposits, which are fixed at 
7.2% a year for individuals (enterprises 
get a lower rate) compared with the 
bank lending rate of 7.9295. Dividends 
offered at the Shanghai stockmarket ex- 
ceed 10%, and Wu said the bank could 
not justify issuing at a loss. 
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Like other recently liberalised banks 
in China, BoCom is trying to make up 
for lost time. The handicaps are enorm- 
ous. Having no staff of its own to start 


| With, it recruits extensively from its 


shareholders and taps the retired pool 
of BoC officers. The Hongkong branch 
is becoming a training centre for new re- 
cuits. 

The bank last year tripled its capital 
to Rmb 2 billion (US$537.6 million), 
which led Euromoney to rank it 216 in 
the list of the world's top 500 banks 
based on the size of shareholders' equity. 

As a comprehensive bank, BoCom 
has more flexibility than other state 
banks which service a single sector, such 
as agriculture, construction, commerce 
or foreign exchange, though under the 
current banking reforms these banks 


BANK OF COMMUNICATIONS 


are expanding outside their boundaries. 
In little more than a year, BoCom 
has opened eight domestic branches and 
a further eight sub-branches in Shang- 
hai, Dongbei, Qingdao, Nanjing, 
Wuhan, Chongging and Canton. A 
further 11 branches are planned. 


Th pace of growth, however, will 
depend greatly on the availability of 
trained personnel and appropriate loca- 
tions. Wu says retail growth in Shanghai 
is partly hampered by the bank’s new- 
ness and by the lack of office space. Al- 
though state bank monopolies are being 
dismantled, BoCom still meets resist- 
ance — especially from the Industrial 
and Commercial Bank which had a 
monopoly of urban banking business 
under the previous system — everytime 
it opens a branch in the city. 

One of BoCom's strength is its man- 
date to raise funds for Shanghai's infra- 
structural development, which it plans to 
do through a combination of paper is- 
sues and loan syndications. It will join a 
US$250 million loan syndication for the 
building of the Huangpu River Bridge, 
one of Shanghai's four major infrastruc- 
ture projects. 
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issue launched by Daiwa Securities in 


cations. Based on the Daiwa-led issue, 


vestment Corp. 
new breed of financial institutions. 


London. 


only one which has prospects of becom 
ing totally independent of the group. 


officers from the sis 
sires. For 


rection from the of- 





"USUS capital markets divi- 
sion — from a foreign exchange depart- 
ment of four to five staff members in 
1984 to a full-blown investment banking 


division (treasury, capital markets, 
fund management, institutional bank- - 


ing, settlements) of more than 60. 


So far, BoCom has issued HK$1.58 
billion" (US$202.6 million) worth of 
bonds and certificates of deposits over- 
seas, mostly in Hongkong. They include 
a US$100 five-year fixed-rate bond 


Singapore on 18 July and a HK$200-mil- 
lion bond issue with warrants to pur- 
chase shares in Hongkong Telecommuni- 


The group is run by the BoC Hongkong - 
and Macau Office, which is staffed by | 


now, | 
BoCom Hongkong 
continues to take die- 


fice. | 
Over the past- 
three years, it has. 


rapidly expanded its - 





BoCom will apply for a rating in Japan. | 
and indications are it might get a double I 
A. This will give it similar standing with - - 
the China International Trust and In- |. 
— another of China's |. 


At end-1987, BoCom had about | 
2,000 staff in China and about 600 in |- 
Hongkong; it has correspondent rela- | | 
tions with 114 banks in 20 countries and | 
has long-term plans to open branchesin | - 
financial centres such as New York and | 


Of the BoC group's 13 sister banks in E 
Hongkong, BoCom Hongkong is the 


No additions to the 23-branch net- | 


work are planned this year, but Tang 


denied that retail expansion had slowed. | 


He cited the growth of BoCom’s trade 
finance bills centres and an array of new 
pns including five-vear fixed-rate 
ousing mortgages and foreign-cur- 
rency deposits in 14 major currencies. 
Although investment-banking costs 
are higher than retail banking and the 
profit margins lower, wholesale bank- 
ing gives BoCom a chance to upgrade its 
reputation and client structure. This 
puts BoCom ahead of its BoC sisters. 
Tang does not expect BoCom Hong- 
kong to leave BoC supervision in the 
next two years because the parent bank 


is likely to be overextended on the- 
mainland. The advantages of remaining - 
within the group currently outweigh the 


disadvantages, he said. There is security 
in the group's vast retail network in 
Hongkong which rivals that of the 


Hongkong and Shanghai Bank Corp. @ 
















You Could 
Gather 
It Yourself 


The Recognized Authority 

Now in its 24th year the CHINA TRADE 
REPORT which is published monthly by 
the Review Publishing Company Limited 
has long been recognized by leading 
business executives throughout the world 
as the most authoritative newsletter of its 
kind. 


CHINA TRADE REPORT 

Provides A Broad Range 

Of Information 

Covering subjects which range from 
foreign investment to fashion, electronics, 
telecommunication, engineering, contract 
negotiations and to literally dozens of 
others the CHINA TRADE REPORT is 
essential reading for anyone doing, Or 
wishing to do, business with China. 


You Could Gather It Yourself 

You probably could get the same informa- 
tion on your own but in order to locate 
what is contained in each and every 16 
foolscap page issue of CHINA TRADE 
REPORT you'd have to read hundreds of 
publications, not to mention have your 
own network of people reporting from all 
the important zones in China. 








Why not subscribe now and discover 
for yourself how the CHINA TRADE 
REPORT can help eliminate the mystery 
and much of the risk in doing business 
with China. 


Small investment... 

Handsome Dividends 

Start benefiting immediately from the 
information-packed CHINA TRADE 
REPORT by subscribing now. A small 
investment today may pay handsome 
dividends later in saved time, energy and 
money. 


| Post this coupon today! 


Circulation Manager, 

Review Publishing Company Limited, 

G. P. O. Box 160, 
| Hong Kong 
| Please enter my one year subscription 

(12 issues) for the CHINA TRADE REPORT. 
| | enclose a cheque/money order of 

made out to the Review Publishing 
| Company Limited. Or, please charge my 
| credit card (tick one): 


| American Express [] Diners Club O 
MasterCard J Visa O 
(Please print in block letters) 
| Card No: 
Exp. Date: 


Signature: 
Name: 


| Annual subscription rates: HK$2,575 US$330 
Sent airmail anywhere in the world. 
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MINING 


After the gold rush 


Indonesia fails to clamp down on illegal mining 


By Michael Vatikiotis in Jakarta 


pou gold boom has been tem- 
porarily grounded following the gov- 
ernment's failure to solve the problem 
of illegal mining in areas where foreign 
concessions are operating. 

Unsettled disputes between legal 
and illegal miners forced Mines and 
Energy Minister Ginandjar Kartasas- 
mita in mid-July to halt temporarily is- 
suing new gold mining rights in eight 
provinces said to be rich in gold de- 
posits. 

The government had set 1 July as the 
deadline by which illegal miners had to 
be out of the foreign mining companies’ 
concession areas. Shortly after the 
deadline had passed, the director-gen- 
eral of mines, Soetaryo Sigit, said that 
several provincial governors had been 
warned that "severe action" will be 
taken against the illegal miners if they 
were not moved soon. 


But, according to a representative of 


one of the foreign companies, "nobody 
really expected the deadline to be ob- 
served. As far as we are concerned no- 
thing has happened." The government 
draws a distinction between local resi- 
dents who pan for gold on a small scale. 
and larger groups of people who bring 
sophisticated equipment from outside 
and are classified as "illegal min- 
ers." 

Earlier this year, several foreign 
mining companies complained to the 
government about the activities of il- 
legal miners, who they alleged were in- 
terfering in exploration work. In re- 
sponse, at least one combined police 
and army operation in Central Kaliman- 
tan succeeded in driving out illegal min- 
ers from a concession operated by Aus- 
tralian company Penzoil. 

A total of 103 foreign companies 
have signed joint-venture agreements to 
prospect for gold in Indonesia, at least 
80 of them from Australia. Total invest- 
ments of the 70 companies amounted to 
US$50 million in May. Production this 
year is projected to reach 4 tons, but by 
1990, output is only expected to have 
doubled. Eight tons a year would be sig- 
nificantly below earlier, more optimistic 
projections. 

However, these figures do not in- 
clude gold which finds its way out 
of the country through unofficial 
channels. One estimate for gold produc- 
tion in 1987-88 put the actual amount 
nearer 12 tons. A local gold smelting 
company, PT Aneka Tambang, alone 
exported 1.3 tons of gold last year. 
The company is expanding its smelt- 
ing capacity and seeking accredi- 
tation on the London Gold Market. 








Much of the excitement of last year's 
rush of foreign mining concerns into the 
country has dissipated. Illegal miners 
are only one problem. Many Australian 


| companies that signed contracts in 1987 


did so with one eye on getting a listing 
on the Sydney stockmarket. But the Oc- 
tober crash badly exposed some of the 
companies. "The crash stopped a lot of 
capital coming up here," an Indonesian- 
based Australian mining executive told 
the REVIEW. 

Nevertheless, contractors now ope- 
rating retain a degree of optimism. 
According to one Jakarta-based coi 
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Ginandjar: unsettled disputes. 





pany executive, “things are going on, 
just not as frantically.” The mining com- 
panies are sustained by consistently 
postive results from surveys, indicating 
the commercial viability of most conces- 
sion areas. A review of global price 
trends published in March also indi- 
cated that demand for gold was on the 
increase and that prices would rise to- 
wards the end of 1988. 

The main problem with Indonesia's 
gold boom would seem to be political. 
The House of Representatives (DPR) 
in Jakarta has expressed concern over 
the fate of those “illegal” miners who 
are being forced out of the concession 
areas. From Central Kalimantan, there 
are reports of evicted miners, most of 
whom come from Java, “flooding” into 
local towns, and the DPR expressed 
fears about the possibility of social un- 
rest. oO 
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of Commodore Perry 


p to the 1960s, Japan surged ahead 
in a period of high-flying economic 
growth. Then it was buffeted by liberali- 
sation pressures and struck by the 
"Nixon Shock" when former US presi- 
dent Richard Nixon unexpectedly de- 
valued the US dollar, causing business- 
es massive losses overnight. That, busi- 
nessmen said at the time, was the end of 
the robustness of the Japanese econ- 
omy. But it was not to be the case. 
Then came the 1973 oil shock. Next, 


the 1979 oil shock. With each wave, it | 


was thought that this time it must be the 
d of growth and prosperity. But each 


....1¢ the Japanese economy showed its | 


resilience. 
Most recently has come the high yen 
shock. This, indeed, temporarily 


brought about serious economic dif- | 


ficulties and caused disorder rivalling 
that of the oil shocks. Yet again, Japan- 
ese private enterprises, through joint 
blood-letting, neutralised most of the 
effects of the high yen, and brought 
about continued prosperity in the 
domestic market. 

How has the Japanese economy 
been able to ride out these crises? 

The all-out efforts of private enter- 
prises were a major factor. There are 
other reasons, too, But the most power- 
ful underlying reason Japan was able to 
survive was because the destructiveness 
of the shocks worked in a constructive 
way. Until those events, the system had 
functioned smoothly for an extended 
period by being too much in balance. 

siness groups supported certain 
riticians and certain political groups 
which in turn safeguarded the corporate 
interests. When the successive external 
shocks hit, rather than allow industry to 
become too overprotected and compla- 
cent, the system's well-entrenched 
Structures were destroyed, and re- 
newed. 

One would naturally have expected 
the "leadership" in Japanese politics, 
industry and bureaucracy to have had 
the foresight and initiative to undertake 
drastic realignments of the national eco- 
nomic structure, but they have not, be- 
cause the Japanese are basically op- 
posed to change. 

The idea of sacrificing selected sec- 


tors for the benefit of the whole is al- | 


most impossible to implement. This is 
because Japan is a society which prefers 
its leaders to be more coordinators than 
commanders, where concepts such as 
traditional bottom-up management, 
nemawashi (literally, preparing the 
ground for transplanting, it has come to 
mean preliminary consultations and ap- 


cerned before acting in order to avoid 
internal frictions) and, moreover, the 
stress on “harmony and unity" is en- | 
couraged. Naturally, any business 
which has accumulated successes will be 
hesitant to destroy the system which 
yielded these profits. | 
Due to the tightly knit and intricate | 
vested interests in Japanese business. it | 
is difficult to apply in practice the | 
| rationalised and efficient svstems which | 
operate in some countries. For that 
| 

| 


i 
| 
proval of any decision among all con- 
| 
| 
| 


reason, external shocks, contrary to ex- 
pectations, work positively for Japan. 
Many Japanese have a strong feeling 
of having their arms unjustly twisted by 
outsiders seeking reforms in long-en- | 
trenched practices, so they furiously op- 
pose change. With regard to the present 
issue of liberalising the agricultural sec- 
tor, foreign pres- — 
sure is being re- 
sisted also to pro- 
tect existing sys- 
tems and vested 
interests. 


| 
| 
| 
| 
| 
| 
But 


the hi- 
beralisation of 
the agricultural 


sector will make it more efficient just as 
the high yen will result in accelerating 
inexpensive imports from the newly 
industrialised economies and cause 
Japan's redundant and wasteful distri- 
bution system to become more stream- 
lined. Moreover, government policy 
which previously focused on producers, 
will now change and pay more attention 
to consumers. 

After the arrival of Commodore 
Perry, Japan realised how much isola- 
tion had caused it to be left behind the 
Western world, and vowed to catch up. 
Now again, Japan has realised that it 

cannot live in isolation and that it has to 
live as a member of the world commun- 
ity. The liberalisation of the financial 
market, the agricultural market, the 
construction industry and possibly other 
markets has brought a sudden increase 
| of foreign companies to Japan. Inter- 
nationalisation — the second coming of 
| Perry — is a new shock that will force 
| Japan to undergo many changes, re- 
| forms and restructuring. 
| H there is any element that will dam- 
| age the health and growth of Japan, it is 
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Jiro Tokuyama is special adviser to 
Mitsui Research Institute and execu- | 
tive director of the Centre for Pacific | 
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The shocking second coming 





| als for plans and permits, and the nar 


| mission is almost as long as it takes 
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rampant "group centrism" — the mul 
titude of required government approv- 


row Orientation of government adminis- 
tration. | 

There are many examples. For in- 
stance, because of the economic domi-.. 
nance and overcentralised functions of 
Tokyo, many people from provincial 
areas as well as foreign companies flock 
to Tokyo, causing congestion and in- | 
credible increases in prices of the little | — 
land available. But many areas in Tokyo | .- 


| still unreasonably limit the height of |. 


buildings. 

And if a civil engineering company 
wants to reclaim a portion of Tokyo | | 
Bay, it cannot move an inch without du 
first obtaining permission from the Con- | 
struction Ministry, the Transportation | . 
Ministry, the Tokyo Metropolitan Gov- — 
ernment, the Yokohama City Office, 
the Chiba Prefectural Government and 
the Kanagawa Prefectural Govern- 
ment. The time it takes to obtain per- 


for reclaimed land to settle. 

The decentrali- 
sation of the gov- 
ernment’s func- 
tions, or even the 
transfer of the 
whole capital, has 
been much talked - 
about (and unfor- . 

^ tunately still is). 
since the early part of this century. . 
There is a need to develop the coun- 
tryside as lack of opportunities cause. 
many to leave rural towns empty. Yet 
the towns and villages along the long. 
and beautiful coastline of Japan cannot 
be turned into marina resorts as fisher- 
men use their centuries-old fishing 
rights as a barrier against development. © 

When we talk of rural development, 
we often mention the construction of 
railways and roads. When we talk of in- | 
ternational development, we need to | 
talk of airports and ports. Yet Narita In- 
ternational Airport still does not oper- 
ate 24 hours a day. Even the Japan: 
Socialist Party, while talking about 
"reforms, reforms," opposes most 
suggested changes and has yet to doone - 
constructive thing. During 10 years in 
office, one past governor of the Tokyo. | 
Metropolitan Government, did nothing - 
to improve transport in metropolitan 
Tokyo nor accessibility to Narita. d 

This is what Japan has come to. One |. 
by one, outside shocks have become 
necessary to make any changes — a- 
shameful state of affairs. So these de- 
structive forces that pave the way for- 
market liberalisation and other policy 
changes are welcome, as it seems that. 
this is the only way Japan can proceed — 
with the necessary structural realign- - 
ments to build a stronger and more effi- 
cient economy. 
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A man of action again 


Hongkong’s Li Ka-shing finds a new lease of life at 60 


By Christopher Marchand in Hongkong 
year ago, a profile of Li Ka-shing, 
Hongkong’s richest entrepreneur, 

might have said that he was yesterday's 
man. At 59 years of age, Li seemed to 
have lost his touch. The brilliant, risk- 
taking property developer of the 1970s 
had given way to the inactive conserva- 
tive of the 1980s. 

Rather than capitalise on Hong- 
kong's property-market boom after the 
signing of the Sino-British Joint Dec- 
laration, Li appeared content to run 
down the land bank of his flagship com- 
pany, investment holding and property 
arm Cheung Kong Holdings. A restruc- 
turing of his group companies was un- 
original and seemed aimed only at ex- 
tracting short-term gain while Li's 
image as Mr Clean had been spoilt by 
being named a culpable in- 
sider trader. Younger men — 
Joseph Lau, Robert Ng, Peter 
Lam, Tony Wong and Y. S. 
Lo — did the deals that 
snatched the headlines in the 
business sections of newspap- 
ers. 

The October 1987 stock- 
market crash changed all that. 
The storm cast aside the chal- 
lengers. Lau, Ng and Wong 
were revealed as novices, de- 
cimated by the crash. An 
offshore private company 
controlled by Ng defaulted on 
HK$1 billion (US$780 mil- 
lion) of futures-market debt. 
Lau and Wong sustained huge 
stockmarket losses and had to scramble 
to restructure their companies. The old 

uard’s sagacity and wealth reasserted 
itself. 

Li was metamorphosised into a Pros- 
pero. By strokes of his magic wand, he 
took the wraps off one bedazzling pro- 
ject after another. In Li’s first acquisi- 
tion at a public land auction for years, 
Cheung Kong bid with Gordon Wu's 
Hopewell Holdings for a HK$470 mil- 
lion industrial site. In the largest prop- 
erty project in Hongkong’s history, Li's 
group said it would spend HK$9 billion 
to develop residential and commercial 
estates at Ap Lei Chau on Hong- 
kong island, and at Kwun Tong near the 
international airport at Kai Tak. 

In April, group shipping, trading, in- 
vestment and property arm Hutchison 
Whampoa bid a HK$4.4 billion land pre- 
mium to build the seventh terminal at 
Hongkong's container port. The total 
cost after land reclamation and building 
works: HK$6.8 billion. 

In the same month, a consortium 
headed by Li won development rights to 
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the Expo '87 site in Vancouver on ex- 
tremely cheap terms. The downpay- 
ment is just C$50 million (US$41.2 mil- 
lion), with the bulk of the C$320 million 
purchase price not due until the turn of 
the century. The development could be 
worth C$2 billion. It promises to be a 
veritable goldmine for Li and his 
partners, fellow Hongkong tycoons 
Cheng Yu-tung and Lee Shau-kee and 
the Canadian Imperial Bank of Com- 
merce (CIBC ). 

The net of Li's ambitions is cast 
wider still. Cheung Kong plans a HK$2 
billion joint venture with the Kowloon 
& Canton Railway Corp. to redevelop 
housing for railway staff. Hutchison 
will invest HK$3 billion in Hongkong's 
cable TV network, if it wins the right to 





Li in Shantou: Hongkong success story. 


own the network, and another HK$6 
billion should it win the right to operate 
the system. Counting minority and 
joint-venture interests, the cost of the 
Hongkong investments alone amounts 
to some HK$27 billion. 


l^ addition, there are more projects 
on the drawing board. These include a 
stake in building a possible new interna- 
tional airport, property development on 
reclaimed land, a satellite joint venture 
to offer domestic telephone services to 
countries in South and Northeast Asia, 
and more energy and property invest- 
ments in North America. 

Li, it seems, has acquired a new lease 
of life at 60. The trader is becoming the 
long-term investor. The bear on Hong- 
kong's future is giving way to the cal- 
culating risk-taker. The change from 
last year, when Li was fiercely attacked 
for short-sighted business passivity and 
Peg trading mentality, is remarka- 

e, 

The catalyst for much of that criti- 

cism was the way property and invest- 


ment company Cavendish International 
was spun off in March 1987 from a group 
associate, public utility Hongkong Elec- 
tric. Li was reorganising his companies 
to enhance group gearing for the invest- 
ments ahead. However, enim a 
lack of corporate touch which has 
plagued so many of his corporate deals, 
Li thought the spin-off terms would be 
good for the market. 

But Hutchison got outright control 
of Cavendish on terms not priced by the 
market nor extended to Cavendish's 
other shareholders. In short, the deal 
broke a basic rule of corporate finance: 
that all shareholders should be treated 
alike. Hongkong stockmarket plunged, 
just as most world stockmarkets had 
embarked on a grand bull run. 

To compound the Cavendish deba- 
cle, Li copied then Jardine Matheson 
taipan Simon Keswick by rushing out a 

roposed issue of supervoting B shares 
in his major listed companies: Chet 
Kong and Hutchison Whampoa. 

The critics complained that Li would 
use B shares to entrench his control of 
Cheung Kong and Cheung Kong's of 
Hutchison on the cheap, in the 
process releasing personal 
capital. (During Hongkong's 
1982-84 recession, Li's 
shareholdings of both com- 
panies fell below 35% of the 
equity, the crucial point of ac- 
quisition which triggers a gen- 
eral offer to shareholders.) 
The stockmarket was poised 
to collapse, and the govern- 
ment hastily stepped in, di- 
recting the stock exchange 
committee not to grant new B 
share listings. 

Even more controversial 
were Li's HK$10 billion rights 
issues last November, the 
biggest and most fortunatelv 
timed issues in Hongkong's history. ' 
four listed vehicles — Cheung Kc..&, 
Hutchison, Hongkong Electric and 
Cavendish raised a net HK$6 billion in 
cash in a series of related deals. The 
right of the underwriters to invoke force 
majeure clauses and withdraw from the 
deal expired at 3 p.m. on 19 October, 
just hours before Wall Street's historic 
collapse. 

After the crash, the stockmarket was 
shell-shocked. The 10 November dead- 
line for a cash drain of unprecedented 
size eroded stability still further. Com- 
missioner for Securities Ray Astin pub- 
licly appealed to Li to cancel the rights 
issues. Governor Sir David Wilson him- 
self, reportedly brought private pres- 
sure to bear. But Li went ahead. 

In doing so, Li again showed his re- 
nowned ruthlessness. Clearly, sharehold- 
ers had no advantage in paying for 
scrip at prices way above market odds. 
Shareholders saw their holdings di- 
luted, while one underwriter, Banque 
Paribas Asia, and hundreds of sub-un- 
derwriters took losses calculated at bil- 


4 AUGUST 1888 e FAR EASTERN ECONOMIC REVIEW 





lions of Hongkong dollars on picking up 
virtually the entire issue. Nor did the 
rights issues help the Hongkong market. 

But the rights issues were in the in- 
terest of Li's companies. The cash 
added to a quantum increase in group 
capital last year, and complemented the 
earlier asset shuffling and creation of 
Cavendish. Hutchison's capital employ- 
ed doubled last year to HK$22.6 billion, 
while Cheung Kong's shareholders 
funds rose more than 50% to HK$11.1 
billion. With his financial firepower 
vastly enhanced, Li had cleared the way 
to s usi into a diverse Hongkong/ 
Canadian group. 

Typically, Li is secretive on details of 
his plans. To a degree, that reflects Li's 
judgment on the political sensitivity 
of investing out of Hongkong, even 
though such moves make clear business 
sense. But the secrecy also reflects Li's 
style of management. That in turn raises 

ubling questions of his accountability 

he majority, non-controlling body of 
shareholders in Li's four listed com- 
panies. 


As with most Hongkong Chinese en- 
trepreneurs, Li manages his group 
in an intensely personal style. “If he has 
20% , he thinks he owns the company,” 
a critic says, “and if you work for him, 
you've got to keep showing your loyalty 
the whole time.” 

Such autocracy works fine when the 
master knows his patch. After all, 
shareholders never invested in Cheung 
Kong for its management 
but for Li's property- 
trading genius. Property 
analysts think Cheung 
Kong’s site and project- 
management controls are 
the worst of Hongkong's 
big property developers. 

And Li has the record 

a very middling cor- 
, ‘ate entrepreneur. His 
company investments 
read like a roll call of 
losses: Green Island Ce- 
ment, Kaiser Cement, 
Hongkong Land and 
Cable & Wireless p/c. 





Friends and supporters: page 54 


Li moves to the top of the class: 
page 55 





when he diversified his business in- 
terests geographically 10 years ago into 
US property investment. His Hongkong 
expertise seemed of little help in the far 
tougher US market. 

In short, Li must still dispel the ver- 
dict that his corporate success owes 
more to the generosity of friends 
(Hutchison Whampoa) or the misfor- 
tune of rivals (Hongkong Electric) than 
to intrinsic skill on his part. The jibe that 
his famous sense of timing owes 
more to simple good luck is not without 
merit. From the shareholders' view, the 
worry is that an autocratic Li provides 
them with no insurance against 
sycophancy, managerial error or an ex- 
cess of risk-taking. 

Perhaps Li is changing. His chal- 
lenge after all is to build a legacy which 
survives him. Future group profit 
growth is mapped in property, shipping 
terminals, energy, trading and telecom- 
munications. But Li's ability to allow 
more disclosure and a professional, less 
complaisant management will be litmus 
tests for big investor support. The signs 
are not wholly encouraging. But Li has 
embarked on a radically new phase in 
his business career, one symbolised by 
his watershed 60th birthday on 13 June. 


In terms of wealth, Li already stands 
at the zenith of material enrichment. 
His personal shareholding in the 
Cheung Kong group is worth nearly 
HK$6.5 billion; his group dividend in- 
come last year was some HK$175 mil- 
lion; his listed companies are capitalised 
at HK$70 billion. 

Of the offshore interests, Li told a 
Washington Post reporter at Hutchi- 
son's annual general meeting this year, 
that his US property holdings carry a 
written down value of US$20 million. Li 
also owns an estimated 10% stake in 
CIBC, one of Canada's big five com- 
mercial banks, worth some HK$2.1 bil- 
lion. The CIBC shareholding helps ce- 
ment a warm relationship with the 
bank, which came to Li's aid when he 
was a struggling Hongkong property de- 
veloper more than 20 years ago. 

Most important, though, is the un- 
quantifiable scale of Li's wealth from 
apap eed dealings in stocks, 

onds and futures, both in Hongkong 
and overseas. That could push his per- 
sonal wealth to anything from US$1.5 
billion to US$2 billion or well beyond. 

Li is Hongkong’s greatest material 
success story. His progress from plastic 
flower manufacturer to property de- 
veloper to a tycoon with diverse in- 
terests reflects Hongkong's prosperity 
and economic progress. Like Prospero, 
Li marks his seventh decade with his 
power and fortunes restored. “His pro- 
Jects gather to a head, his charms crack 
not, his spirits obey." u 
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pus and industrial 
olding company, Hong- 
kong's  Cross-Harbour 
Tunnel and the South 
China Morning Post, one 
of the world's most pro- 
fitable newspaper groups, 
are cases in point. 

Poor management and 
the vain quest for a short- 
term bargain were also 
crucial in the heavy 
loses Li incurred 
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Friends and supporters 


Li’s ties with foreigners underpin his style 


reat wealth brings great responsi- 

bility, and for Li Ka-shing a great 
need to portray the right face to the 
world. No other Hongkong business- 
man has laboured with Li’s care or skill 
to acquaint the world with the “right” 
image. For image is an essential adjunct 
to Li’s career, a needed underpin to re- 
spectability and influence. 

Li is the shareholders’ friend, the ap 
gressive property magnate, the family 
man, the generous donor, the solid citi- 
zen who will support Hongkong in time 
of need. His political antennae are also 
finely tuned. With the skill of a Bis- 
marck, Li juggles the glass balls of 
Hongkong’s fragile confidence, over- 
seas diversification, the China card, 
British goodwill, the Hongkong 
Chinese press, shareholder support 
and, of course, personal interest. 

Naturally, the idyll does not always 
conform to the facts. Disentangling illu- 
sion from reality is an exercise in explor- 
ing Li’s character, with its elements of 
generosity, absolutism, far-sightedness 
and blinkered self-interest. Nowhere, 
however, are the strands of his career 
more subtle, more ambivalent, than his 
relationship with gweilos (“foreign 
devils” or foreigners). 

Li was largely forced to deal with 
gweilos. He was a relative latecomer to 
Hongkong's property scene, while 
Hongkong's established textile, ship- 
ping and property entrepreneurs, many 
of them Shanghainese, tended to view 
Li, the plastic flowers manufacturer, as 
a parvenu from Chiu Chow in Guang- 
dong province. To get ahead, Li had to 
take risks from which other property de- 
velopers shied away. His brilliance was 
to realise that property could be traded, 
as just another commodity. 

Li's strategy was to form joint-ven- 
ture property developments with gweilo 
companies, notably Wheelock Marden, 
or smaller Chinese property concerns, 
in which the partner contributed the 
land in return for a guaranteed price. Li 
handled the planning, construction, 
marketing and financing. To hedge his 
risk, Li pre-sold developments. In 
Hongkong s soaring property market of 
the late 1970s, the strategy was hugely 
profitable. 

While fellow property tycoons Kwok 
Tak-seng, of Sun Hung Kai Properties, 
and Lee Shau-kee, of Henderson Land, 
mostly built residential blocks, Li 
hunted out grander, eye-catching office 
developments. Kwok and Lee do not 
speak English, but Li learned the for- 
eign devil's language. Where New 

orld Development’s Cheung Yu-tung 
got a reputation for being too taciturn, 
Li befriended gweilos. He gets on well 
with them socially. 

Li also appreciates the value of 





gweilos in his business: as a source of 
management and advice, to negotiate 
with other gweilos, and to discharge 
a public relations function. Alan 
Johnson-Hill, Li’s one-time general as- 
sistant, did much to interest him in 
Hutchison’s potential. 

Johnson-Hill was followed by 
George Magnus. Magnus, as managing 
director of Haw Par Brothers in Singa- 
pore in the 1970s, had sold its 20% stake 
in Cheung Kong to Li. The sale of that 
strategic holding helped neuter a possi- 
ble Gkeover and Magnus’ reward was 


to be made Cheung Kong’s managing 
director. Philip Tose, a long-time 
trusted associate, serves as Li's 


stockbroker. Simon Murray, Hutchison 
Whampoa's managing director, is Li's 
public relations ambassador. 

All this made Li a natural choice in 
1979 to buy the Hongkong & Shanghai 


Li and Princess Alexa 


Banking Corp.'s 22% stake in Hutchi- 
son Whampoa, the trading hong which 
had come under bank management as 
part of a successful rescue package. Li 
was dynamic, successful, good with 
gweilos and — politically important — 
Cantonese. Owning Hutchison was to 
catapult Li from being just another rich 
Hongkong property developer into the 
really big league. The hong was also to 
provide him with vital earnings sup- 
port during Hongkong's 1982-84 reces- 
sion. 


ut Li also stresses his Chinese identi- 

ty. He cultivates links in China, and 
respects Chinese traditions and ways 
of doing business. He sits on Peking's 
committee drafting Hongkong's Basic 
Law — the mini-constitution detailing 
how the territory will be run after sover- 
eignty reverts to China in 1997. Despite 


his knowledge of English, Li sticks to 
Cantonese at press conferences. He is ac- 
cessible to Hongkong's Chinese press. The 
extrovert in him is happy to indulge the 
Chinese reporters' craving for news of 
his latest property or corporate exploits. 

In return, the Chinese press gives Li 
unstinting support. Li is the hero who 
has led the assault on British dominance 
of Hongkong's commercial life. He 
bloodied Hongkong Land, the terri- 
tory's bluest chip property company, 
with his daring property deals. He won 
Hutchison from the gweilos. He was 
going to wrest control of Land from Jar- 
dine Matheson, the princeliest British 
hong, before he suddenly threw in the 
towel in early May this year (REVIEW, 
19 May). 

“I admire him," says Jardine's 
former taipan Simon Keswick, a long- 
time Li adversary. "He's an extraordi- 
narily clever man, but he is able to bene- 
fit from the dual standards in Hongk« 
for Chinese and gweilo businessm 
The checks and balances are not neces- 
sarily there in the Chinese community. I 
could never have done the 
Cavendish deal." 

By contrast, Western report- 
ers do not as a rule get inter- 
views. Instead, Li regularly liti- 
gates against the English-lan- 
guage press if he feels the right 
image is not presented. When 
the South China Morning Post 
published an article naming him 
as an insider trader, Li success- 
fully demanded damages. 

Ironically, just three months 
later, Hongkong's insider trad- 
ing tribunal was to declare Li a 
culpable insider trader as a re- 
sult of Cheung Kong dealing in 
the shares of associate company 
International City Holdings 
(ICH). The share trading took 
place at the time when mar 
sensitive news relating to ux 
ICH deal with Everbright Hold- 
ings, a Peking-controlled com- 
pany, had been withheld from 
the market. 

This largely symbolic exercise — in- 
sider trading is not a criminal offence in 
Hongkong — is probably the most pub- 
lic setback Li has endured. Li, however, 
garnered much sympathy over the ICH 
affair. The verdict was felt to be unjust, 
as Li had not profited from any insider 
trading, nor even known about it. (Li 
was also the focus of Hongkong’s only 
other insider trading inquiry, into 
Hutchison share dealing. On that occa- 
sion, Li was cleared in a controversial 
decision. ) 

Certainly, the ICH affair revealed 
flaws in Hongkong’s insider trading law. 
The evidence suggests that Li stood bet- 
ter accused of creating a false market in 
ICH shares. (It was not revealed until 
Everbright backed out of the deal that 
its downpayment was fully refundable. ) 
The affair also demonstrated the danger 
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of Li’s managerial style when his bril- 
liance deserts him. Most revealingly, 
Lis much vaunted image as the 
shareholders’ friend took a back seat to 
other interests. 

In typical style, Li only informed 
other directors about the HK$1 billion 
deal after it was completed. ICH, how- 
ever, was not a group company, but a 
joint property-development "venture 
with the then Hongkong Land-control- 
led Hongkong Electric. In the end, Li 
got the last laugh. He was to reap vast 
profits from the company which had 
caused him such loss of face. In January 
1985, the Jardine-Land group, strapped 
by debts from pre-crash property over- 
expansion and from forming strategic 
cross-holdings after Li's 1980 raid on 
Land shares, sold its 35% stake in 
Hongkong Electric at a bargain price to 
Hutchison, the only bidder. 


lectric's sale opened the way for Li 

to privatise ICH. At first, Li was not 
convinced of a property- market recov- 
ery and the immense riches to be gained 
from this course. The Electric purchase 
had pushed the Cheung Kong group's 
ICH stake past the 35% trigger requir- 
ing a general offer. But Li won a waiver 
from making a general offer on the 
grounds that he already had control. 
(Two years later, the same reason was 
invoked when Ray Astin, the securities 
commissioner, exempted  Hutchison 
from making a general offer when rais- 
ing its Cavendish shareholding from 
23% to 52%.) 

When Li changed tack, privatising 
ICH at the end of 1985, the offer to 
shareholders was HK$1.01 a share. 
That compared with the HK$1-a-share 
issue price when ICH was floated in 
mid-1981, just before the property 
crash. The take-out valued ICH at 
HK$1.3 billion. In the Cavendish spin- 

18 months later, ICH was valued at 

$2 billion. And Hongkong's con- 
tinuing property boom prompted 
stockbroker James Capel to value ICH 
at HK$2.7 billion in September 1987. 

Not that Li's image was hurt by being 
named an insider trader. He retains his 
post as vice-chairman of the Hongkong 
& Shanghai Banking Corp. He has 
worked on his public relations in Bri- 
tain, being photographed with Princess 
Alexandra at a C fines festival in Lon- 
don and lunching with Prime Minister 
Margaret Thatcher. He found a spokes- 
man in the House of Lords, Lord Der- 
went, managing director of Hutchi- 
son's London office. In the House of 
Lords debate on the territory’s future in 
June, Lord Derwent denounced direct 
elections in Hongkong and ignored any 
reference to the soaring rate of middle- 
class emigration. 

In Hongkong, Li's ability to coax the 
government to change the rules remains 
unimpaired. During the stockmarket 
crash last October, Li and Magnus 
leaned heavily on a confused and 
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frightened government 
for yet another waiver 
from the  Takeovers 
Code. This time, Li 
wanted to raise his per- 
sonal stake in Cheung 
Kong, and Cheung 
Kong's in Hutchison, to 
over 35% without mak- 
ing a general offer. The 
waiver was the price of 
Li's "support" for the 
market asa good citizen. 

As a result, Financial 
Secretary Piers Jacobs 
forced the Securities 
Commission to overturn 
a Takeovers Committee 
ruling that the 3596 trig- 
ger should remain in 
force. For one month after the crash, in- 
vestors could buy 35% or more of a 
company's shares without making a 
general offer for one year. 

The suspension of the rules was 
strongly criticised as making matters 
seem even more desperate than they 
were. Not that Li was grateful for 
Jacobs' unprecedented act. He publicly 
berated the government for not sus- 
pending the trigger point uncondition- 
ally, and his market support proved to 
be very small. 

Li, it seems, has become too power- 
ful for Hongkong. Partly, this reflects 
his shrewdness, charisma and luck. And 

artly, this flows from the inadequacy in 
ongkong of checks and balances. A 
tired colonial government desires only 
stability in the last decade of its rule. ft 


Oh lucky man 





Li Ka-shing's pasen luck worked 
overtime on 25 September 1979, the 
day that Michael Sandberg, then chair- 
man of the Hongkong and Shanghai 
Banking Corp., sold Li the bank's 2296 
controlling shareholding in Hutchison 
Whampoa, the Hongkong property and 
trading hong. 

The terms were generous to a fault. 
Li got the shares at half their net asset 
value, and on two years' deferred pay- 
ment terms. Although Sandberg, as 
then-Hutchison managing director Bill 
Wyllie publicly noted, was aware of 
Hutchison's true worth, he gave no 
other party the formal chance to offer a 
better price. 

Hongkong trading hongs Jardine 
Matheson and Swire Pacific, British 
entrepreneur Sir James Goldsmith, 
Hutchison's management, and a 
number of US companies, were all keen 
on buying the bank’s Hutchison shares. 
Instead, Li won the nod at a Hongkong 
Bank board meeting from which the 
Jardine and Swire men were absent. 
Even today, Sandberg (now Sir 




























Murray: PR ambassador. 


sees Li as an essential 
ally in this task. 

Hongkong’s incestu- 
ously small business 
community leaves little 
room for schism. More- 
over, materially con- 
scious Hongkong wants 
to take a good view of 
billionaire Li. To that 
extent he enjoys a Tef- 
lon quality —  criti- 
cism does not often 
stick. 

Sadly, though, Li has 
not translated mastery 
over image (and illu- 
sion) into mastery of 
using politics or busi- 
ness for the greater 
good. His critics say such behaviour is 
typical. To them, Li is a short-term 
trader, unable to rise above section- 
al interest and far happier trading as- 
sets and financial instruments than 
building a company's value in the long 
haul. 

That could relate to Li's personality: 
to an ingrained vulnerability and a mod- 
esty which makes Li, for all the public- 
ity, a very private man. These qualities 
have their confining aspects. Li has 
given Hongkong no building of ar- 
chitectural import. His influence on the 
Basic Law appears confined to the parti- 
san interest of balanced budgets and 
small government. His vision for Hong- 
kong appears not to extend much 
beyond a generalised form of happi- 
ness. — Christopher Marchand 








One deal moved Li to top of his class 


Michael) will not discuss the sale, telling 
the REVIEW that “it was a board deci- 
sion." Doubtless, the bank had its 
reasons for selling. It shrank from per 
ing the West German or Japanese bank 
role of holding company equity. 

And Sandberg believed strongly that 
the bank needed to back a bigger com- 
mercial role for the Cantonese in Hong- 
kong, a Cantonese Chinese city. None 
of this, however, explains the extraordi- 
nary generosity of the terms on which 
Sandberg sold to Li. 

If Li got the shares as a kind of sacred 
trust, he has proved a poor controlling 
shareholder. During Hongkong's 1982- 
84 confidence crisis, he was able to draw 
on Hutchison's immense cash flow to 
fund the liquidity of its holding com- 
pany, Cheung Kong, the main reposit- 
ory of Li's wealth. Hutchison's growth 
was given second place to Li's political 
concerns, while management, under 
managing director Simon Murray, has 
become a team with immense loyalty to 
Li personally. 

Despite that, Hutchison today is the 
















axe) Assicurazioni Generali 
1987 Highlights 








(000 US Dollars) | | 1987 1986 
Premiums written 3,787,401 3,052,498 
Premiums ceded — 508,722 — 480,000 
Net premiums | 3.278,679 2.572,498 
Net investment income 707,830 630,035 
Technical interest allocated to Life funds | — 368,926 — 315,242 
Insurance underwriting result es 9,726 — 81,587 
Sundry income and expenditure fe > — 8,359 — 21,222 
Operating profit UTE de 320,819 211,984 
Profit on sale of properties and securities | » 11,653 77,489 
Unrealized capital losses on securities ea — 94,762 — 12,469 
Allocation to reserve for realized | "M E 
capital gains to be reinvested = — — E — 6,274 — 18,920 
Taxes — 13,996 — . 11,608 
Total other items ; u - 103,379 - 25,504 
Profit for the year | 217,440 186,480 





* Gross premiums written by the. Company totalled © The shareholders surplus including the year’s profit 
US$ 3,787.4m of which USS 1,375.9m for Life and reached USS 1,373.4m showing an increase of US$ 
US$ 2,411.5m for Non-Life. IU | -187.6m over the previous year. | 


e The. dividend amounts to US$ 0.513 per share, 

— "showing an increase of 20% over 1986 taking into 
^gecount the increase of the capital from 350 to 420 
billion Lire. 


e Total investments reached US$ 8,546.9m showing 
a growth of 21.896. | RB C 


e Net investment income totalled US$ 707.8m showing 
a growth of 12.3%. The average yield has been 9%. 
Realized capital gains generated from the sale of — * The Extraordinary General Meeting approved the 
securities amounted to US$ 65.4m and from the sale increase of the Company's Capital from 420 to 1,060 






All of above-listed figures have been converte 








for properties to US$ 6.3m which were allocated to 
the reserve for realized capital gains to be reinvested. 


The year’s profit, showing a growth of 16.6% over 
the previous year, amounted to US$ 217.4m of which 
US$ 93.3m for Life and US$ 124. Im for Non-Life. 


Profit per share (Dollars) 1987 1986 
Profit 1.085 . 1.066 
Dividend 0.513 | 0.513 
Pay-out ratio (per cent) 090. 48 


US8 87.9m from the year’s profit were allocated to 
the extraordinary reserve. "pe ee i | 


| Head Office in Trieste (Italy) 


billion Lire to be effected in two phases: Firstly the 
Capital will inerease from 420 to 840 billion Lire 
through the issue of bonus shares to be assigned to 
the shareholders in the proportion of 1 new share for 
every one held: secondly, the Capital will further 
increase from 840 to 1,060 billion Lire through the 
issue of 105 million new shares to be offered as an 
option to the shareholders in the proportion of 1 new 
share for every two held before the free scrip issue 


-by payment of 10,000 Lire (nominal value 2,000 Lire 
plus 8,000 Lire premium). Furthermore, 5,000,000 
shares will be assigned as an option to the employees 
vat the share price of Lit. 10,000. All new shares will 

- - bear dividends as from 1.1.1988. 





exchange of Lire 1,169.25 to the US Dollar. 








1987 Consolidated Statement 


ASSETS (000 US Dollars) 


Building and farm property 
l'ixed-interest securities 

Shares (including Associates) 
Mortage and policy loans 
Deposits with Ceding Companies 


Bank deposits 
Accounts receivable and other assets 
Total 


LIABILITIES (000 US Dollars) 
Provisions for insurance liabilities 
Reinsurance deposits 
Other liabilities 
Minority shareholders interest 

Shareholders surplus 
Profit for the year 

Total 


^ @ This Balance Shes consolidates 54 insurance 


companies operating in some forty markets, (including 
. 6 Europ Assistance companies), 17 financial, 24 
| property and 4 agricultural companies where Generali 

directly or indirectly holds more. than 50% of the 
shares. | 


Gross premiums amounted. to US$ 8,310.5m 
(23.996), of which US$ 2,643.8 for Life and 
US$ 5,666.7 for Non-Life. The geographical 
breakdown is as follows: Italy 34.3%: other EEC 
Countries 42.396; rest of Europe 19.866; rest of the 
world 3.6%. 


Investments total US$ 20,457.4m (-- 19.2606). 


investment income amounts to US$ 1,686.2m 
(+12.5%) of which 63.4% is produced by fixed- 
interest securities, 17.596 property, 6.5%. shares, 
4.2% bank deposits and 8.4% other investments. 


1987. 





1986 

3,853,880 3,472,898 
11,343,805 9,801,772 
2,564,747 1,609,489 
1,191,738 1,082,891 
532,891 454,277 
970,388 | 737,872 
2,517,007. .. 2,224,149 
23,034,456 19,383,348 
18,086,479 15,012,644 
248,125 218,673. 
1,920,285 1,738,797 
349,940 302,793 
2,069,994 1,767,938 
359,633 342,503 
23,034,456 19,383,348 





* The provisions for insurance liabilities amount to 


US$ 18,086.5m (+20.5%). 


* The shareholders surplus amounts to US$ 2,378.8m 
and 87% belongs to the Parent C ompany, the minority 
interest being 13%. 


* The profit for the year increased by 5% to US$ 359.6m 
and originated from: 





(000 US Dollars) 1987 1986 
Parent Company's profit 217,440 186,480 
Profit of the other 

Companies 209,610 . 221,338 
Consolidation 

adjustments —26,2760 | —21,987 
Consolidated profit 400,774. 385,831 
Minority interest -vohti — —43,328 
Profit for the vear 359,633 — 342,503 


Ep Parent Company: Assicurazioni Generali | 














most important of Li's com- 
panies. With a market capitali- 
sation of some HK$27 billion 
(US$3.46 billion), it vies with 
Swire Pacific for third place in 
the Hongkong capitalisation 
league. Hutchison is a warrant 
on Hongkong, with exciting 
profit prospects in property de- 
velopment, container terminals 
and communications services. 

Trading is less impressive, 
with Park "n Shop making 
heavy weather against the re- 
tailing superiority of rival Dairy 
Farm's Wellcome chain. But 
analysts forecast an average 
25% gain in profit before ex- 
traordinary items in 1988 to 
some HK$2.3 billion. 

For Li, this is aeons away 
from the awful days of 1982-84. 
Li had anticipated a property 
slide, but Cheung Kong was still ham- 
mered y s slump in profit and property 
prices. From 1982-84, Cheung Kong 
and associated company International 
City Holdings (ICH) had to provide 
more than HK$1.2 billion on land value 
plunges. 

Cheung Kong's other associated 
roperty and cement companies were 
osing money, while contingent lia- 
bilities soared to more than HK$500 
million. On his personal account, Li was 
hit by losses on US property, mainly in 
Houston, Texas, and on his 9.576 hold- 
ing in Kaiser Cement, the US cement 
producer. 

Only Hutchison was a bulwark. In 
1984, it paid some HK$800 million in di- 
vidends to Cheung Kong, the same year 
that Cheung Kong posted just HK$282 
million in pre-tax profit. To get such ex- 
traordinary income, Li induced Hutchi- 
son's top management to agree to a 
HK$1.8 billion special dividend. The 
pay-out amounted to an immense one- 
third of Hutchison's net asset value, and 
helped prompt the resignation later 
that year of managing director John 
Richardson and other senior execu- 
tives. 

Of course, the 65% non-Li sharehold- 
ers of Hutchison had an interest in 
their company’s growth, not in its con- 
traction. Business logic pointed to an 
off-shore move. But Li, the politician, 
knew that off-shore investment in 1983 
would be highly damaging to Hong- 
kong’s confidence and to him person- 
ally. Possibly, he was also afraid of 
further US property investment. 

So he vetoed Hutchison’s attempt to 
buy Arvida Properties, a Florida real 
estate developer, which later went to 
Walt Disney Inc. for US$200 million in 
stock. Disney last year sold Arvida for 
US$437 million cash, keeping residual 
land holdings. 

Unfortunately, Li’s vitality and ini- 
tiative were sapped by Hongkong’s 
1982-84 travails. He ceased to rebuild 
Cheung Kong’s land bank, while his 


Hutchison House: no for shareholders. 
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n moves were contentious (as 
with Cavendish), or denied sharehold- 
ers the chance to share in capital gains 
(in the buy-out of ICH). Not until late- 
1986 did Li change tack, with the pur- 
chase of a 4.99% stake in Pearsons plc, 
the British publishing-oriented group. 


he Pearsons gambit always seemed 
out of character for Li. It dis- 
solved when Pearsons chairman Lord 
Blakenham, fearin Hutchison's 
takeover designs, resisted a plan for 
production ties between the Pearsons- 
owned Financial Times and the South 
China Morning Post (SCMP), then 
art-owned by Hutchison. This would 
ave given the Financial Times a pro- 
duction base in Asia. Li later sold his 
SCMP and Pearsons stakes at prices 
which were rapidly seen as ridiculously 
cheap. 


Better progress came in De- 
cember 1986 when Hutchison 
aid HK$2.7 billion for 43% of 
usky Oil, an integrated oil 
producer and retailer in west- 
ern Canada. Li also scrambled 
with his old panache to rebuild 
Cheung Kong's land bank. In 
1987, Cheung Kong spent 
HK$1 billion on land bank pur- 
chases. Added to this year's 
plans for massive redevelop- 
ments at Hongkong's Ap Lei 
Chau and Kwun Tung, Cheung 
Kong again has one of the 
largest land banks among the 


Hongkong property com- 
panies. 
Hutchison’s management, 


however, bears all the hall- 
marks of Li's not-to-ask-why 
appena. Husky paid C$375 
million (US$314 million) to buy 
Canterra Energy, a Canadian oil-ai - 
gas company with C$1.5 billion de 
with not a word to Hongkong sharehold- 
ers. (REVIEW, 7 July [page 96]). 
Hutchison bought a sail-making outfit 
and announced plans to retail personal- 
care products in China. 

But shareholders heard not a word 
on Hutchison's probable HK$230 mil- 
lion loss on Li's about-face in early May 
in selling its shareholding in Hongkong 
Land, the territory's leading property 
company. And at last year's market 
peak, Hutchison and Cavendish paid 
HK$2.9 billion for a 4.9% stake in 
British telecommunications company 
Cable & Wireless (C&W). The loss 
could be HK$700 million at current 
prices and exchange rates. No reason 
was given for the purchase. 

The objective probably was to pres- 
sure C&W to join Hutchison's consor- 


KENA SAT 








| 





STOCKMARKETS 


Market watchdog 
starved of cash 


Indian brokers resist 
turnover tax proposal 


By Lincoln Kaye in Bombay 


| ndia’s brokers may be asked to finance 
the regulatory agency which has been 
set up to oversee dealing on the country’s 
14 bourses. It has been suggested, much 
to the brokers’ disquiet, that the work of 
the Securities and Exchange Board of 
India (SEBI) could be funded through a 
tax on market turnover. 

The board, which was established in 
April to map out a framework for a more 
stable and less speculative stockmarket, 
said recently it was ready to graduate 
from strategic planning to supervision. 
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Board officials estimate that such a s 
would cost about Rs 50 million (US$3.2 
million) initially and Rs 10 million a year 
in running expenses. 

The Finance Ministry proposed that 
such modest outlays could be financed 
with a turnover tax of just a tenth or a 
twentieth of 1%. These levies could be at 
least partially passed onto customers in 
genuine investment transactions. 

But in purely speculative transac- 
tions, where no shares actually change 
hands, the turnover tax burden would 
fall squarely on the brokers. These deals 
comprise 80% of the bourses’ posted vol- 
ume, in the estimate of one market ob- 
server, and they account for most of the 
volatility the SEBI is trying to curb. 
They have also made some brokers rich. 

To signal their displeasure with the 
proposal, speculators let prices drift 
downwards in early July. The point was 
not lost on the government of Prime 
Minister Rajiv Gandhi, which has talked 
itself into reading stockmarket indices 


tium delete to buy, launch and oper- 
ate a telephone-relay satellite, after 
rival British Telecom declined, owing to 
the high risk involved. The Hongkong 
Government's decision not to allow 
C&W to own more than 15?6 equity in 
Hongkong's cable TV network might 
also spur an entente in respect of the 
two's ambitions in Hongkong. 


A: for the Ap Lei Chau property de- 
velopment, Li displayed little re- 
pard for his group companies’ rights. 

he land belongs to utility Hongkong 
Electric which gets 20% equity in 
the development. Li has not told 
shareholders why Electric gets just 
20% , nor the land cost payable to Elec- 
tric, let alone put the Ap Lei Chau deve- 
lopment out to tender. That route, at 
least, would have shown Electric 
shareholders they were getting the best 
deal. 

To date, the market has looked be- 

ily on Hutchison. Partly, this re- 
tlects the relatively small but growing 
scale of Hutchison's investment losses 
and risk exposure (Husky, satellites) in 
relation to balance-sheet strength and 
overall earnings. Li's aura and Hutchi- 
son's policy of non-information also 
play their part. 

nvestor tolerance should not be a 
blank cheque. Hutchison's debt has 
jumped after paying the HK$4.5 billion 
land premium to develop the new Kwai 
Chung container terminal site. 

Husky may also need more capital, 
the market reckons some C$1 billion 
(US$830 million), a figure which 
excludes the cost of any takeover 
of oil company Texaco Canada. High 
debt and high risk at some point 
merit a proper explanation to share- 
holders. 


—————— À—À———— "fti! !i1'/ ——— — 


barometer of business confidence. 

By mid-July, New Delhi was ready to 
retreat from the turnover tax, deferring 
until at least October any decision on 
how to fund the SEBI. Until the question 
is resolved, the bourses are left to regu- 
late themselves. 

That is unlikely to disturb many in 
the semi-hereditary caste of dalals 
(brokers) who have run the Bombay 
Stock Exchange (BSE) for nearly five 
generations with hardly any bureaucra- 
tic supervision. Under self-regulation 
they enjoyed a heady speculative spree in 
1985-86, followed by a prolonged bear 
market lasting until April of this year. 

Dalals made fat ramping profits on 
the upswing as well as the downswing. 
Recurrent defaults on settlement pay- 
ments were never allowed to spoil the 
speculative feast: bourse officials simply 
let the offending brokers off with token 
suspensions and the game went on with 
undiminished elan. 

The only losers were the genuine in- 
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However, if Li wants a hedge to 
Hon Kong. he has little option but to 
i 


develop his Canadian interests. Li 
should also find Canada a more conge- 
nial environment than the tempestuous 
US market. Disclosure laws are more 
lax and business is more closely in- 
grained with politics, relationships at 
which Li excels. 

Canada’ growing population, 
boosted in key areas by the cream of 
Hongkong talent, and the strategic na- 
ture of Li’s investments, offer him a 
high prospect of success. The imponder- 
able is Li's ability to attract good man- 
agement, be it supplied by his two sons 
as well as talent from outside the group. 
But the challenge is as important for L 
as for other shareholders. Posterity's 
epitaph might otherwise be that Li ran 
an insubstantial empire which turned to 
rack. — Christopher Marchand 


vestors who had been lured into the mar- 
ket in the Rajivite spring of 1985. Once 
burned in the 1986-88 bear phase, they 
have remained twice shy of the bourse, 
despite its recent signs of recovery. 
Investor caution worries the govern- 
ment which is counting on the private 


sector to raise Rs 540 billion worth of 


new investment capital during the cur- 
rent five-year plan (1985-90) — a target 
that looks more unreachable with each 
passing month. The SEBI was conceived 
partly to assuage investor qualms. But 
the delay caused by the funding wrangle 
has sent the opposite signal. 

An alternative scheme, proposed by 
BSE officials, would fund the board 
through taxes on new issues and share 
transfers or higher corporate listing 
fees. Such levies would leave dalals un- 
scathed but act as disincentives to the 
two types of market-player the govern- 
ment is keen to introduce to the bourse 
— closely held companies and small- 
time individual investors. 









SHIPPING 


Heading for 
the rocks 


World-Wide shipping and 
Hyundai in contract row 









By Michael Westlake in Hongkong 
and Mark Clifford in Seoul 


H orekone magnate Sir Yue-Kong 
Pao’s World-Wide Shipping group 
and South pacha industrial giant 
Hyundai Heavy Industries are at 
loggerheads over a contract for the sup- 
ply of three very large crude carriers. 

The month-long row became public 
on 22 July when, because of rumours 
circulating in the London shipping mar- 
ket, World-Wide issued a statement ac- 
cusing Hyundai of unilaterally and with- 
out warning breaching a US$120 million 
contract to build three 250,000 dwt 
ships. 

The World-Wide statement said the 
vessels were ordered in the second 
half of 1986 for delivery in mid-1988 
through to early 1889, and that the 
low price of about US$40 million a ship 
— which other sources said would now 
be about US$55-60 million — reflected 
the depressed market conditions and 
Hyundai's eagerness to obtain new 
orders. 

But, according to World-Wide, 
Hyundai told the shipping group in mid- 
June that its budget for building the 
third ship had run out. It said this ship 
would have to be cancelled. Then, while 
World-Wide was still trying to establish 
what was happening, Hyundai stopped 
work on 5 July on the first two ships and 
without explanation blocked access to 
them by World-Wide's construction 
supervisors. The first ship by that time 
was almost completed and was awaiting 
sea trials. 

Finally, according to World-Wide, 
Hyundai asked World-Wide in mid-July 
for a price increase on the first two 
ships, despite the fact the contract for all 
three had been set at a fixed price in US 
dollars and did not include an escalation 
clause. The Hongkong group points out 
that a similar contract for three virtuall 
identical ships was signed in 1986 with 
another South Korean yard, Daewoo 
Shipbuilding and Heavy Machinery. 
Work there is proceeding normally. 

Both yards have been hit by labour 
disputes in the past year and by the ap- 
preciation of the South Korean won 
against the US dollar. Together with the 
country's two other major yards, Sam- 
sung and Korea Shipbuilding, they have 
run up à total debt of about US$4.5 bil- 
lion. The debt was built up during gov- 
ernment-supported expansion over the 
past 10 years. The plan was to use low 
wages to offer attractive prices as a 






























































tes ETA 








-and Europe. 
. A senior Hyundai official reacted to 
‘the World-Wide statement by saying: 


qe “We heard about it with astonishment 


‘| and disappointment. We have talked 
-| with them about the difficulties in ship- 
| building created by labour unions . . . 

. We have asked World-Wide to help us 
...lamstill suffering from shock [about 
the statement]. " 

He said Hyundai was prepared to de- 
liver the first two ships at the contract 
price but wanted to cancel the third be- 
cause of rising labour costs. He said 
Hyundai had not yet started work on the 
third ship and was waiting for the issue 
to be settled before deciding whether to 
go ahead. 

He denied that World-Wide's super- 
visors had been barred from access to 
the first ship, but said the vessel had 
been moved to another pier and security 
around it tightened after labour unions 
| stopped work during bonus negotia- 
| tions. 

| The Hyundai official added: “We 


* 1 hope we can settle with them amicably 
-| before we [have to] go to court . . .” But 
| World-Wide told the REVIEW the mat- 


4| ter was now in the hands of the com- 
-| pany's lawyers, and that it still wanted 
^| the third ship as agreed under the terms 
cF of the contract. World-Wide chairman 

. Helmut Sohmen said in the 22 July 
:statement that the company would 
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| The poverty trap 


reans of grabbing a large chunk of the 
vorld shipbuilding market from Japan . 


take all legal steps necessary to protect 
sp the buyer's position." fl 


Toky 


jo down, but not out 







The TSE is in the doldrums, as sentiment becomes fragile 


By Nigel Holloway in Tokyo 
W hen peace broke out in the Gulf, 
the Nikkei index fell by 1.9%, the 
biggest one-day drop this year. There 
may be good reasons for the 19 July sell- 
off, because a more united OPEC oil- 
exporting cartel could well push up pet- 
roleum prices — always bad for Japan- 
ese companies. More significant is that 
the decline indicates the fragility of 
sentiment in the Tokyo market. 

The Nikkei has been moving within a 
trading band of 26,650-28,350 since 
mid-April — too long a period to be de- 
scribed simply as a "pause for breath." 
It shows that the tremendous share- 
price spurt from the beginning of the 
year to the middle of April, adding 2876 
to the Nikkei's value, has ended. 

The Japanese stockmarket is also 
significantly underperforming markets 
in the rest of the world on a US-dollar 
basis, something that has only hap- 
pened a couple of times since the Plaza 
accord in September 1985, when the yen 
began its steep ascent. The last time it 
occurred, about a year ago, Wall Street 
peaked dramatically. The US and other 
markets are much weaker this time, but 
the Tokyo stockmarket is performing 
even WOrse. 


A Manila’s heavy debt-servicing burden will curtail growth 


By Jose Galang in Manila 

T Philippine budget for 1989, pre- 
sented to Congress by President 

Corazon Aquino in late July, underlines 


| the harsh reality that the country’s eco- 


nomic growth, despite recent substan- 
tial gains, will continue to be limited by 
huge debt-servicing requirements. 

Of planned expenditure of P228.9 
billion (US$11 billion) for the year start- 
ing on 1 January, 42.7% will go on pay- 
ments of principal and interest on bor- 
rowings, including its foreign debt of 
US$28.6 billion. This year's repayments 
will account for at least 42.276 of the 
budget, and will rise further if the peso's 
exchange rate against the major curren- 
cies deteriorates. 

Of the 1989 payments, P56.4 billion 
will be on domestic borrowings and 
P41.3 billion on foreign loans. That 
leaves just 20.596 of the budget availa- 
ble for economic services, including 
programmes seeking to improve the 


- |. standard of living in the countryside, 


where some 70% of Filipinos live in 
poverty. Another 18.7% of the budget 
will go to social services, including edu- 
cation and housing programmes. 

The budget deficit is projected at 
P22.9 billion, which is to be financed 
from new borrowings as no new taxes 
are proposed. Close to 4096 of the bor- 
rowings will come from external 
sources, mainly as soft loans. 

The share of foreign borrowing in 
financing the deficit is up from this 
year's 3076 as the government steers 
away from domestic credit so as not to 
crowd out private business whose own 
financing needs should grow with the 
expanding economy. Government bor- 
rowings are projected to keep interest 
rates at current levels. 

In the bicameral Congress, some 
lawmakers are planning to seek reduc- 
tions of up to 30% of total expenditure. 
Behind this is the legislators’ linger- 
ing contempt of the debt stock, large- 





A comparison of Wall Street and 
Tokyo on a local-currency basis shows 
that the bull cycles on the two markets 
were similarly spectacular from mid- 
1982 until the crash last October. Japan 
only came into its own after that event, 
falling less sharply than other bourses 
and then bouncing up to new highs. Its 
relative gain from January-March was 
greater than in any first quarter for the 
past 20 years. This was due to, first, an 
unusually slow decline in the amount of 
"excess liquidity" in the money mar- 
kets, which started as early as the begin- 
ning of 1987 and was postponed by ^": 
crash. The second factor was the re 
recovery of Japanese industry from the 
second quarter of last year. 

Japan and its stockmarkets were the 
chief beneficiary of the disinflationary 
boom. By the yardstick of TOPIX, the 
index of all shares quoted on the first 
section of the Tokyo Stock Exchange 
(TSE), the surge reached an all-time 
high in June 1987. It is currently 5% 
below that level. This is largely because 
interest-rate sensitive financial institu- 
tions have such a heavy weighting in 
TOPIX and they have underperformed 
for the past year because people expect 


ly inherited from the administra- 
tion of ousted president Ferdinand 
Marcos. 

There is also revenge in the air. The 
Aquino government increased, without 
seeking congressional consent, alloca- 
tions for debt servicing this year bec: 
of erosion in the peso's value over 
past few months. The budget measure 
m by Congress set aside P69.2 bil- 

ion for debt servicing this year. This has 
been raised to P80.4 billion. 

Some of the lawmakers insist that the 
action was unconstitutional though ad- 
ministration officials can invoke laws 
that allow “automatic appropriations" 
for certain budget items. 

The debate on the debt-servicing 
component of the budget will take 
centre stage even as the government 
prepares for new negotiations with the 
country's creditors early next year with 
a request for fresh financing for the 
period to 1993. 

The government is also seeking a 
Mexico-type arrangement with the cre- 
ditors for the replacement of old public 
debt with new notes secured by either 
the US Treasury or the World Bank. 
These schemes, aimed at securing more 
funds to pursue expansion projects, 
could be jeopardised by Congress, 
which in its previous session had begun . 
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the price of — to rise — a 
negative factor for bank stocks. 

Corporate profits had the op- 

osite effect on the market. 

arnings per share for all first- 
section stocks jumped 18% in the 
year to end-March 1988, faster 
than investors expected. A lot of 
that growth was discounted by 
the time of the crash and an 
further expected earnings growt 
was more than compensated for 
by the subsequent rise in the 
stockmarket. Analysts are pre- 
A: a sharp decline in profit 
growth this year, to perhaps half 
the rate of 1987-88. As a result, 
isis rice-earnings ratios 

ave fallen from 90 in June 1987 
to 50 around the beginning of 
1988 and back up to a current 
level of 60. 

Attention is returning to monetary 

icy — inflation, exchange rates and 

ticularly interest rates — to deter- 
mine the path of the market. For most 
of 1986 and the first half of last year, 
shares rose because Japan was blessed 
with "triple merits": a falling oil price, a 
rising yen and declining interest rates. 
For the moment at least, commodity 
rices are gaining and these are no 
onger being offset by a rising yen. 

The weaker yen has given the Japan- 
ese central bank the excuse to nudge in- 
terest rates higher. Rather than inter- 
vening in the currency markets, the 
Tokyo authorities restrained moneta 
growth by increasing the one-month bill 





looking into a possible ceiling 
on debt servicing. 

Aquino, in her address at 
the reconvening of the legisla- 
ture on 25 July, said that while it 
was "intolerable" to allocate more 

n 40% of the national budget 

debt servicing, it was necessary 
to "maintain access to the interna- 
tional financial system" to pursue 
growth goals. 


till, one move to be discussed in 

Congress is the establishment of 
a debt-service ceiling equivalent in 
the first year to 10% of the coun- 
i dp annual revenue from exports 
of goods and services, to be 
raised by stages to a maximum of 
20% by 1993. The proposal calls 
for the establishment of the ceil- 
ings with the consent of creditors. 
If the creditors refuse to nego- 
tiate, the proposal calls for a *cre- 
dible threat" prior to unilateral action. 

Some economists, nonetheless, be- 
lieve that the emergence of investment- 
led growth in the next few months could 
avert these confrontations. In 1987, the 
Philippine economy grew by 5.7% in 
real terms after a surge in consumption 
spending by both government and pri- 
vate sectors. A 7.6% growth rate in the 
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(Performance o! Japanese stocks compared with world markets) 
(USS terms, end June 1987 = 100) 
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RE VIEWGRAPH by Barny Lee 


discount rate by one-sixteenth of a per- 
centage point in mid-July. The long- 
term prime rate will also be raised from 
5.5% to 5.7% on 1 August. 


To Japanese Government bond mar- 
ket (and indirectly the stockmarket) 
has taken these signs less negatively 
than it did in the middle of last year be- 
cause the supply-demand balance for 
bonds in 1988 has been more favoura- 
ble. Strong government revenue has 
meant less need to issue bonds to cover 
the deficit. Bond yields have been ris- 
ing, but at nothing like the rate of mid- 
1987. 

All these elements point to a correc- 
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REVIEWTABLE by Barny Lee 


first quarter of this year was accom- 
panied by some expansion in purchases 
of capital goods. 

A continuation of this pattern is ob- 
viously the target of the 1989 budget, 
which itself represents an increase of 
20.2% from the current year’s spending. 
Given projected inflation of 7% for 
1989, the budget increase in real terms 





tion in the Japanese stock- 
market, but how far and for how 
long? Japanese securities houses 
remain sanguine and few are pre- 
pared to believe the Nikkei will 
fall below 27,000. Foreign ana- 
lysts are a bit more pessimistic 
and, in fact, non-residents have 
sold ¥897 billion (US$6.8 bil- 
lion) of Japanese equities since 
the end of April, continuing à 
four-year trend that was only 
briefly interrupted in the first 
four months of 1988. 

Robert Burghart, portfolio 
strategist at SBCI Securities in 
Tokyo, thinks the Nikkei could 
drop as much as 7%. over the 
next 10 days or so. Peter Tasker, 
head of research at Kleinwort 
Benson in Tokyo, reckons that 
the index may fall by up to 1096 
by the end of September 1988. But he 
argues strongly that this period will be a 
good time to make long-term purchases, 
because the quality of corporate earn- 
ings has improved a lot in the past year. 

First, Japan is now less dependent on 
the US economy, because of its own re- 
structuring and of the growth of intra- 
Asian trade. Second, corporate balance 
sheets are much stronger and, third, 
manufacturers are considerably more 
efficient than before. Private capital in- 
vestment is expected to reach 21% of 
Japan's GNP in the year ending March 
1989, the highest ever. All these are in- 
gredients for a firm recovery in shares 
next time round. 





will be the biggest since the ad- 
vent of the Aquino government 
in February 1986. 

After the allocations for 
debt servicing, "priority" will 
be given to "expensive but neces- 
sary" socially distributive pro- 
grammes, including land distribu- 
tion under the agrarian reform 
programme and free secondary 
education nationwide. Schemes to 
upgrade rural roads and water 
supplies will also receive increased 
attention. 

The overall objective is to push 
GNP up by 6.7% in 1989, after an 
expected 6.4% this year, and re- 
maining steady at 6.595 by 1992, 
These growth rates are well above 
the estimated population growth 
of 2.3% annually, and should 
boost per capita GNP by 7496 
by 1992. 

The central government is ex- 
pected to get the biggest chunk, or 
P110.6 billion, of the 1989 budget. 
Some P11.2 billion will go to govern- 
ment corporations in the form of equity, 
subsidies and net lending. The amount, 
however, is lower than the current 
year's outlays, continuing a programme 
for lower allocations for state entities 
that was launched in 1985. u 
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€ AS Hongkong's property tycoons 
jockeyed for position in last year's race 
to raise funds from an overpriced stock- 
market — Cheung Kong's Li Ka-shing, 
Hang Lung's Thomas Chen and Sun 
Hung Kai Properties Kwok Tak-seng 
raised nearly HK$10 billion (US$1.28 
billion) cash in the three weeks before 
the crash. — Henderson Land's Lee 
Shau-kee was left behind. 

To try to recapture lost ground, Lee 
now proposes to restructure his group 
companies, Henderson Land and Wing 
Tai Development. The effort, however, 
promises to be one of the messiest and 
most futile company reshuffles seen in 
Hongkong for years. 

Officially, nothing has been said. 
But a spate of leaks, no doubt anxious 
tests of market reaction, reveal a labori- 
ous scheme for Wing Tai to raise 
HK$1.2 billion from the market. The 
deal requires a veritable feast of 
sweeteners: bonus issues, share splits, 
warrants and a 7% yield and eight times 
earnings multiple on the issue of Wing 
Tai's new shares. 

The first catch is that Wing Tai will 
buy Henderson's stakes in utilities 
Hongkong & China Gas Co. and Hong- 
kong & Yaumatei Ferry Co. (HYF) 
on yields far below 7%. So it will dip 
into cash reserves to finance the pay-out 
to shareholders. To bolster earnings, 
Wing Tai must also retain property de- 
velopment interests. 

hat, though, makes a nonsense of 
the scheme's declared purpose of tidy- 
ing the group structure. In theory, Hen- 
derson is to be the property developer/ 
holding company and ie. Tai the in- 
vestment company. But the cherry is 
that Wing Tai's surplus cash will finance 
something attractive, possibly HYF's 
Jordan Road pier development in Kow- 
loon. 

The obvious question is why Hen- 
derson does not keep its HYF and Gas 
stakes, itself raising the cash to finance 
the Jordan Road project. At this point, 
the bearish outlook behind the scheme's 
intricacy emerge. The bottom line is 
that Lee does not want to put up any 
money himself. 

Shunting the utilities to Wing Tai 
places the onus of a rights issue on that 
company. And with Hongkong stock 
and possibly property prices likely to 
fall later this year, Wing Tai rather than 
Henderson Land (where Lee's wealth is 
concentrated) would bear the loss on di- 
minished values. 

e THE ramping of Wing Tai's share 
price has compounded this unhappy 
spectacle. A share which eei 
trades thinly has mutated into the virile 
performer of recent weeks, surging 
ahead some 40% in value, even as the 


stockmarket was falling. The theory is 


| that the market is happy to subscribe for 


Wing Tai shares at post-ascension 
prices. 

Wing Tai's yield (as noted above, 
sustained by living off cash) may indeed 
seduce investors to buy at the mooted 
HK$12.50 issue price, even though the 
1696 discount to net asset value is thin 
in comparison with just about every 
blue chip in Hongkong's property sec- 
tor. 

But Wing Tai's ramping has become 
an acid test of siege Red Hong- 
kong's market reformers. The stock ex- 
change says it is "investigating." A few 
inquiries with any trader in town can in- 
form them of the trading abnormalities. 
So is this another case of old-time Hong- 
kong trading shenanigans? Will the 
stock exchange get to the bottom of the 
problem? 

The underwriters to the issue — 
Wardley Corporate 
Finance, Baring Sec- 
urities, Standard 
Chartered and Sun 
Hung Kai Securities 
— should also think 

ast the underwriting 
ee and Lee's good- 
will to a basic princi- 
ple of underwriting. 
That means offerin 
investors a deal wit 
value. An artificially 
boosted yield apart, 
few investors believe 
Lee has placed a bar- 
gain on the table. 

e ONCE again it 


seems that Li Ka- | 
shing 9 PRETE Aao B xs H5 
the post. His 22 July |Purves: growing exposure. 


lacement of 41.5 mil- 
fion Cheung Kong shares at HK$7.30 
each was to bring his holding under 
the 3596 trigger point which would re- 
quire a general offer to sharehold- 
ers. 
Li's Cheung Kong purchases crossed 
the 35% threshold in the month after 
the 19 October stockmarket crash, 
when shell-shocked Financial Secretary 
Piers Jacobs forced the Securities Com- 
mission to suspend the takeover trigger 
rules for one year. With the authorities 
for once resolved not to grant Li a per- 
manent waiver, the question is why Li 
v" three months ahead of dead- 
ine. 

Clearly, Li thinks the market will not 
go much higher in the next quarter. 

at suggests an even tougher out- 
look for another mega-cash call from 
behemoth Hongkong Telecom. With 
Telecom’s shares trading at HK$6.80, 
the reputed target of a HK$5.90 place- 





ment price already looks ambitious. 

But Hongkong’s rising interest rates 
and inflation, slackening property mar- 
ket activity and a slump in textile 
and apparel quota prices, all portend 
a stagnating stockmarket later this 
year. 

€ GENEROUS as ever, the Hong- 
kong and Shanghai Banking Corp. has 
been ladling out the lolly to its favourite 
client, Australian entrepreneur Alan 
Bond. Down Under, Bond Corp. Hold- 
ings has rustled up a A$670 million 
(US$520 million) credit line to help it 
merge with the Bell Group. The Hong- 
kong Bank has chipped in A$350 mil- 
lion, and 14.9%-held Midland Bank 
A$300 million. (Shades of the way 
Hang Seng Bank was dragged in to le 
money for Bond’s Chilean telecom- 
munications caper?) 

When the genial Sir Michael 
Sandberg retired as chairman in De- 
cember 1986, the be- 
lief was that successor 
William Purves would 
bring a more “com- 
mercial” € to 
financing Bond. In- 
stead, the bank's ex- 
posure to him con- 
tinues to grow. Are 
Bond loans now so 
large that the bank 
could not call them in, 
or refuse to continue 


lending to Bond, 
without severely dis- 
rupting the Bond 


group or jolting Aus- 
tralia’s external cre- 
ditworthiness? 

As ever, the b: 
will not discuss pri- 
vate client affairs. 
The Bond group. however, could owe 
the Hongkong Bank’s various compo- 
nents in excess of ASI billion. Maybe 
Hongkong's commissioner for banking 
has an interest in the matter. Hongkong 
banking law forbids loans to a single 
client of more than 25% of a bank's 
shareholder funds. The Hongkong 
Bank's limit on lending to Bond is thus 
some HK$8.3 billion, a ceiling which 
could be perilously closg at hand. 

e THE Takeovers Committee may 
note how outdated is their decision to 
force Hang Lung subsidiary Amoy 
Properties to make an offer to Local 
Property's A and B shareholders which 
allows no premium on the B shares' 

reater voting rights. A British takeover 
ight for Stead & Simpson, a shoe re- 
tailer, incorporates a far larger pre- 
mium for the voting shares. The British 
regulatory authorities do not propose to 
"equalise" the terms. 
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ECONOMIC MONITOR SINGAPORE 


Export surge spurs growth 


byes export demand from the 
US and other OECD markets has 
spurred Singapore's growth in the first 
half of 1988. Foreign purchases in the 
key electronics industry have been 
strong, while the managed slide of the 
Singapore dollar against the yen and 
other strong currencies has boosted 
overall growth. 

Singapore’s external trade grew b 
33.5% in nominal terms to $$77.5 bil- 
lion (US$37.7 billion) for the half year, 
with a particularly strong surge in ex- 
ports during June. 

For June, the Trade Development 
Board reported that total trade in 
real terms rose to $$15.7 billion, up 

7% over the same month last year. 

Orts were up by 47.1% and total ex- 
ports increased 40.196. over June last 
year. Domestic exports grew by 42.1%, 
reflecting the continued strong per- 
formance of computers and peripherals, 
electronic components and telecom- 
munications equipment. 

The most rapid export growth in 
June was domestic exports to the Euro- 
pas Community (EC) and Thailand. 

xports to the EC rose by 61.5% to 
S$583 million while Thailand was up 
80.3% to S$265 million. 

Nonetheless, the biggest growth in 
value terms was exports to the US, Sin- 
gapore's largest single market. US pur- 
chases in June rose 36% to S$1.28 bil- 
lion over the previous June. Exports to 
Japan rose T mt nd as well — up 
36.9% to $$456 million. 

Because of the faster increase in im- 
ports over exports, Singapore's trade 
' “cit widened from S$1.1 billion in 

e 1987 to S$1.34 billion this year. 












Y = year ended. H = half-year ended. 
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But overall the deficit in the first half of 
the year as a percentage of total trade 
dropped from 6.8% to 5.8%, 

Tourist arrivals have picked up over 
the same period in 1987. Although the 
growth rate of arrivals slowed to 9.396 
in May, the total number of visitors rose 
by 14.5% to 1.6 million for January- 
May. In turn, hotel occupancy rates 
rose to 75% for the same period. Far the 
past three years, occupancy rates have 
ranged from 66-69% . 

ecent figures from the Civil Avia- 
tion Authority show an upsurge in trade 
and passenger air traffic. Some 5.93 mil- 
lion passengers passed through Changi 
Airport in the first half of the year, up 


PRICES CREEP UPWARDS 


(Changes in Consumer Price Index compared with 
12 months previously, June 1982-May 1983 = 100) 
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up 13.1%, 


Bangkok publishing group expect earnings of Baht 12.6 
ashare. 


*51 aht40 | Earnings a share of Baht 87.2 on increased capital against 
(Baht 24.2) | previous Baht 77.4. Mb. 

Profits and sales for Japan's largest printer down due to 

switch over in reporting period. 


Japan's second-largest 
improved earnings from subsidiaries in 1988-89. 


Commercial bank reported lending up 17.7% and deposits 
(same) 


12.976, while the volume of air cargo 
handled increased 23.196 to 240,761 
tonnes, compared with the same period 
last year. 

Singapore's strong economic per- 
formance in the first half has led the 
Monetary Authority of Singapore 
(MAS) to predict that the economy is 
likely to grow faster than the revised 

overnment forecast of 6-7% growth. 

e MAS said the government's fore- 
cast was conservative. The economy 
grew by 10.9% in the first quarter 
but slowed in the second quarter, 
though figures have yet to be an- 
nounced. 

With the upturn in economic growth, 
the unemployment of 1985-86 gave wa 
to a labour shortage in 1987 and the 
probability of double-digit wage in- 
creases in some sectors in 1988. In 
1987, about 66,000 jobs were created 
and the unemployment rate declined 
from 4.7% to 2.8% for June-De- 
cember 1987. 

As a result of overseas trends 
and a strong local economy, the 
Development Bank of Singapore 
expects local interest rates to rise in 
the next few months. At present, the 
average prime-lending rate of the big 
four major banks is 5.25%, un- 
changed from a year ago. But the 
three-month interbank rose to 
3.88% at end-April, up from 3% at 
end-January. 

The consumer price index (CPI) is 
also creeping upwards. In June, the 
index fell by 0.1% points over May, 
largely due to lower food costs. But 
compared to the same month a year 
ago, the CPI has increased by 1.4%. 
The CPI rise is fuelled by higher 
wages and the rising cost of imported 
Japanese goods. — Ellen Salem 
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P = 10 months to 31 Mar. (comparisons for year to31 May 1987). — "forecastdividend. ^ tvslossRs2.4m. ttvs loss ¥6.8b. 
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USS1 WORTH 


. Australia 
. Britain 
Canada 
"France 
;: Hongkong 
india 
indonesia 
Japan 
Malaysia 
New Zealand 
Pakistan 
Philippines 
Singapore 
South Korea 
Srilanka 
Switzerland 
Taiwan 
Thailand 
West Germany 


Bangladesh 
Brunei 
Burma 
Macau 
Nepal 
Papua N.G. 


doliar 
pound 
dollar 
franc 
dollar 
rupee 
rupiah 
yen 
dollar 
dollar 
rupee 
peso 
dollar 
won 
rupee 
franc 
NT dollar 
baht 
mark 


taka 
dollar 
kyat 
pataca 
rupee 
kina 


CURRENCIES 


Spot Previous 
ratet weekt 


1.229 
0.578 
1.217 
6.187 
7.806 
13.950 
1,692.000 
131.450 
closed 
1.487 
17.830 
21.030 
closed 
723.900 
31.949 
1.525 
28.620 
25.470 
1.835 


Banknote 
rate 


29.50 
2.00 

63.50 
8.055 

22.00 
0.875 


Other: SDR1-US$1.3166, ECU1 = US$1.1394 
$$1=closed, £1=HK$13.4613, 
3 months forward: Japan ¥ 132.518, 


Hongkong HK$7.8135, Singapore ciosed, 


fMiddlerate “Selling rate 


Source: Telerate for spot and forward rates from Asian money markets, Republic Na- 
tional Bank of New York for banknote selling rates on the Hongkong market 


Official 
rate 


31.35 
2.035 
6.50 
8.05 

24.00 
0.87 


and Deak International Ltd for official rates. 
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C 


Sept. delivery 
Aluminium 
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Current delivery (July) 


Current delivery (July) 


Sept. delivery 


Tin 
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Current delivery (Oct.) 


Dec. delivery 
Rubber 


Current delivery ( —) 


~ delivery 
Palm Oil 


Current delivery ( —) 


— delivery 
Sugar 


Current delivery (Oct.) 


Jan. delivery 
Pepper 


Sarawak Asta bik 100% 


Wheat 


Current delivery (Sept.) 


Dec. delivery 
Maize 


Current delivery (Sept.) 


Dec. delivery 
Rice 

59^ white fob 
Soyabeans 


Current delivery (Aug.) 


Sept. delivery 
Cocoa 


Current delivery (July) 


Aug. delivery 
Coffee 


Current delivery (July) 
Aug. delivery 


London 
New York 


London 


Kuala Lumpur 
New York 


Kuala Lumpur 


Kuala Lumpur 


New York 


Singapore 


Chicago 


Chicago 


Bangkok 


Chicago 


London 


London 


COMMODITIES 


(3) 
(4) 


(1) 


(2) 
(4) 


(9) 


(5) 


4) 


(10) 


(6) 


V) 


(B) 
(6) 


(1) 


(1) 


435.55 


103.50 
98.70 


1,630.00 
1,472.50 
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58.74 
57.14 


closed 
closed 


closed 
closed 


14.16 
12.85 
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320.40 


310.00 
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INTEREST RATES (%) 


3 months 


agot in l Prime 


Year agot 
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15.00 . 
10.00 
9.00 
22.00 
*5.50 
"3,375 
6.75 
18.50 
7.5625 
6.13 
11.50 
5.75 
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9.00 


tndonesia 


] Japan 


Malaysia 

New Zealand 

Philippines 

Singapore 

South Korea 
| Taiwan 


Communist Thailand 


countries 

China 

US$ - Rmb 3.722 

HK$=Rmb 0.476 
Soviet Union 

US$ --Roubte 0.6310 
Laos 

US$= New Kip 350.00 
Vietnam 

US$= Dong 368.00 


8.00 
10.3125 
4.5625 
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4.5625 
12.1875 


* long term ** short term 


astsaleto25July — 


3months ^. 
ago 


Previous - 
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436.25 448.95 


95.60 93.60 


1,452.50 1,248.50 . | 934. 


18.78 17.27 


57.71 65.13 


338.00 311.50 
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15.23 8.67 


657.50 805.00 1,040.00 


384.00 315.00 258.25 


333.40 201.20 164.50 
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1,221.00 


“4-year 
treasury 
bilis/bondst 


t offered rate 


interbank 
1 montht 
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10.5625 
8.0625 
19.50 
4.6875 


3.35 
15.20 
13.00 

4,4375 

5.20 

8.75 

8.0625 


Interbank 
3monthst 
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8.25 
n.a. 
4.8125 


3.50 

15.95 

13.50. 
4.625 
5.20 
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8.3125 


interbank 


6monthst |. 
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3-5 years? 
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ECONOMIC INDICATORS — SELECTED ASIAN COUNTRIES 


AUSTRALIA 


CHINA 


INDONESIA JAPAN 


_ Economic Growth % (real (1) 
. 1987 
1988 
International Reserves (5) 
Latest 


Year earlier 


Trade Balance (total merchandise) 
Latest 3 months 


Previous 3 months 
Year earlier 
Exports (7) 
Latest 3 months 
% change previous 3 months 
% change year earlier 
imports (8) 
' Latest months 
% change previous 3 months 
% change year earlier 


Consumer Prices 
B 
Latest 3 months index average 


% change previous 3 months 
* change year earlier 


Money Supply (3 
! atest 


change previous month 
.. Change year earlier 


Economic Growth % (real) (1) 
1987 
1988 


International Reserves (5) 
Latest 


i Year earlier 
|] Trade Balance (total merchandise) 
|] Latest 3months 


Previous 3 months 
Year earlier 


Exports (7) 

Latest 3 months 

% change previous 3 manths 

% change year earlier 
imports (8) 

Latest 3 months 

% change previous 3 months 

% change year earlier 
Consumer Prices 


Base 
Latest 3 months index average 


% change previous 3 months 
% change year earlier 


Money Supply (3) 


Latest 


Yo change previous month 
% change year earlier — 


4.6 
4-3 


US$1 0.50b 


ee 


A$126,75b(10) 
(Apr.) 


US$7.01b 
(Mar.) 
US$6.45b 


+US$0.78b(4) 
(Nov.-Jan.) 
:US$0.61b 
+US$0.45b 


US$4.08b(4) 
42.8 
437.4 


US$3. pga 
~2.3 
431.2 


M$55.04b 
(Nov.) 
- 0.5 
*5.7 


9.4 
7-7.5 


US$18.15b 
(Mar.) 
US$11.78b 


~ US$1.24b 
(Oct.-Dec.) 
—US$0.71b 
—US$3.0b 


US$13.41b 
+ 35.8 
440.4 


US$14. Pi 


(Sept -Dec. } 
+ : o 


Rmb 775.48b 


PHILIPPINES 


5.05 
5.5-6.5 


USS0.73b 
(Apr.) 
US$1.67b 


- US$0.16b 
(Feb.-Apr.] 
-USS$0.21b 
-US$0.23b 


US$1.65b 
^44 
430.9 


US$1. Btb 


1978 « 100 
397.2 
(Apr.-June) 
* 1.5 


+9.3 


P159.22b 


US$14.99b 
+ 16.4 
+26.5 


(Mar. May) 
i 7. 2 


HK$325.72b 
(May) 
-0.5 
424.8 

SINGAPORE 


8.8 
6-8 
US$15.23b 
(Dec.) 
US$12.94b 


June 82-May 83 = 100 


104.1 
(Apr.-June) 
*0.3 

46. 


S$36.47b 
(Apr.) 
—0.7 
*15.5 


3.5 
3-4 


US$5.33b 
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US$5.09b 
(Jan.) 
US$3.57b 
—US$1.15b 
(Dec.-Feb.) 


-US$1.52b 
-US$1.52b 


US$3. Q3b 


pis ps 
~ 44,0 


7,98 
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Mj # 


bio 34.27t 


SOUTH KOREA 


8-10 


US$7.64b US$74.26b 


(Apr.) 
US$47 29b 


+US$1.56b(6) 
(Feb.-Apr.) 
*US$1.82b 
*US$1,.04b 


*US$3.21b 
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+US$1.34b 
+US$4.85b 


US$13,51b(6) US$15.50b 
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Won 40.38t 
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-0,12 
*18.5 


*US$19.25b(6) 
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May) 
+US$16.91b 
*US$22.05b 


US$65.59bí(6) 
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*5.6 


(1). Official and other estimates of GDP (GNP in Japan) (2) Consumer Price index A (3. M2 or currency plus bank deposits (4) Peninsular Malaysia only 


(5) IMF definition of reserves minus gold 
except for Singapore ul Customs basis — (7) fob M cif (9) Excluding petroleum products (10) M3 (11) % change over past 3 months 


Source: Official statistics. 








MOST Asian markets eased in the period to 25 July, unsettled by Tokyo’s steep decline on fears of higher oil 


| prices in the wake of moves to end the Gulf war. Seoul and Taipei bucked the trend and advanced strongly. 


c < TOKYO: Shares fell by 1.9% on 19 
| July, the biggest one-day fall this year, 
because the apparent end of the Iran- 


Iraq war has opened up the prospect of 26,00 AT 


higher oil prices. Anxiety about infla- 
[tion underlined the weaker tone. Daily 
| volume was 1.2b shares, worth ¥1.4t 
E (US$10.7b). Nippon Steel fell ¥10 to 
aF iie and Toshiba gained ¥90 to 
1.170. 


|. HONGKONG: Prices declined in mo- | go) 


derate trading because of weakness on 


overseas markets and an increase in | 


^ local interest rates. The 22 July sale of 
|. 41.5m shares in Cheung Kong by con- 
^4 trolling shareholder Li Ka-shing also 
hit sentiment. Cheung Kong slipped 30 
HK cents (3 US cents) to HK$7.70. 
HK Land fell 5 HK cents to HK$8.15. 
Volume was2bshares, worth HK$4. 1b. 























SINGAPORE: Sentiment was led by 
Tokyo throughout the holiday-short- 
ened period. Prices held generally 
steady, however, and interest in the re- 
tail and food and beverage sectors was 
strong. Yeo Hiap Seng put on $$1.02 (5 
US cents) to $$3.16 while second-liner 
Kentucky Fried Chicken managed a6$ 
cents gain to $2.56. Volume averaged 
. Simshares, worth S$90.69 m. 


KUALA LUMPUR: Share prices eased 
in the holiday-shortened period. Brok- 
ers blamed profit-taking but said that 
losses would have been worse but for 
«| recoveries on Wall Street and Tokyo. 
— | Malayan Banking lost 10 M cents (4 US 
^'| cents) to M$6.70 while Malaysian To- 
^l]. bacco shed 2 M cents to close at 

(4. M$4.98. Volume averaged 27.8m 
shares, valued at M$52.1m. 


BANGKOK: Sentiment turned bearish | sa 
in the run-up to the elections. But the |. 
last session, the day after the polls, saw |. ~ 
resistance to further downward pres- | 49/—f-1 

sure. The SET Index closed 7.95 lower | yg 7. 

at 455.56. Siam Tyre led gainers, rising | | V 

Baht 40 (US$1.60) to Baht 395. Post | ^^ 

Publishing jumped Baht 34 to Baht | ?9* : 
498. Finance and securities counters | aL. ee eed 


dominated losers. 


| MANILA: A surge in oil and mining | 


^] shares, helped by rumours of stock di- 
| vidends and favourable developments 
.] in drilling sites, boosted the market. 
^| The Manila Composite Index rose 
= | 29.17 to close at 881.55. Average daily 
| turnover was 2.15b shares, worth 
tS] B88.59m (US$4.36m). San Miguel- 
zoj. B gained 4.8% to P220 and PLDT rose 
1 12.6% to P223. 














AUSTRALIA: Stocks rallied on firmer 

metal prices after retreating in tandem 
with the Tokyo market at the begin- 
ning of the holiday-shortened period. | $9 
Brokers said investors remained cau- | 47% 
tious in the wake of the fall in Japan | 
and the prospect of rising US interest | 7^ 
rates. MIM Holdings slipped 3 A cents | 1999 wore : 
(2 US cents) to A$2.18. BHP fell 18 A | vaL eee 
cents to A$8.44. eed ce a a 






























































NEW ZEALAND: Prices declined on | gay —— ——, 
profit-taking and falls in major over- | © | cose202292 
seas markets but recovered after Brier- 
ley's Hongkong subsidiary, Industrial 
Equity Pacific, announced a healthy 
profit from the sale of a stake in Cal- 
Mat of the US. Brierley finished the 
eriod 4 NZ cents (2 US cents) lower at 
NZ$1.58. Volume was 53.3m, worth 
NZ$56.7m. 


SEOUL: Stocks advanced strongly, 
cheered by news of the Iran-Iraq cease- 
fire, which could benefit construction 
firms, and North Korea’s offer of a 
non-aggression pact. All sectors 


gained, with construction rising 
25.6%. Samsung Construction rose 
30.3% and Daewoo Corp. 26.9%. 
Daily volume reached 10.1m shares, 
worth Won 172.5b (US$246.4m). 


TAIPEI: Stocks surged to record levels, 
helped by hopes that recent cabinet 
changes would boost financial reforms. 
Average daily turnover rose 10% to 
NT$27.39b (US$957m). The weighted 
financial sector led the market. Cathay 
Life Insurance jumped from NT$1,460 
to NT$1,655 — a 13% rise. Plastics 
firm USI Far East gained NT$12 to 

NT$111, a 12% gain. B 


BOMBAY: Equities surged on strong pum o 
speculative buying in the first and only : 
trading session of the period. Officials | 

closed the market so that brokers could |: 
clear up a backlog of paper-work | 
caused by a wage dispute. Shares were 

placed higher in weekend kerb deals. | 
Reliance rose Rs 5.50 (35 US cents) to | 4€ Rus : 
Rs 214.50 and Tata Steel gained Rs | eL e eae 
18.75 to Rs 808.75. |  ASONDIFMAMJ) 


NEW YORK: Prices bounced back late |. 
in the holiday-shortened period after 
retreating in sluggish trading on con- 
cern about inflation and the sharp drop 
in the Tokyo market. The Dow Jones 
Industrial Average fell 46.06 to 
2.071.83. Volume was 809.58m shares. 
The Morgan Stanley Capital Interna- 
tional Index finished 0.7 of a point 
lower at 445.3 on 22 July. 





CLASSIFIED ADVERTISEMENTS 





PROPERTY 


HAWAII 


DOWNTOWN HONOLULU 
OFFICE BUILDING FOR SALE 


Leased 42,900 sq ft. Gross 21- 
year ground lease remaining. 
1988 Net Operating Income 
estimated US$395,500. 

Asking price US$4-Million. 
Offers by July 29, 1988 to: 


HENRY ALEXANDER, INC. 
900 Fort Street Mall, Suite 1777 
Honolulu, Hawaii 96813, U.S.A. 
| Phone (808) 531-4378; 








Classified Advertisements 


Reservations should be 
addressed to: 


Intemational Classified Manager 
Far Eastern Economic Review 
15th Floor, 80 Gloucester Road 
GPO Box 160, Hongkong 
Tel: 5-293123 Telex: 62497 REVAD HX 
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LOS ANGELES, CALIF. 
301,000 sq ft office bldg. Fortune 
500 company  triple-net-leased. 
US$79-Million. Over 5 acres with 
water view. CENTURY 21-YOH 
ASSOCIATES, 133-18 41st Rd., 
Flushing, New York 11355, USA 
Phone (718) 886-8020, ask for 
Mr. Healey. 








METAL PLATING PLANT 


Established, profitable business. 
Southern California location. Turn- 
c AR- operation. US$1.7-Million. 

EAT WESTERN REAL ES- 
TATE, 3401 Katella, Los Alamitos, 
CA 90720, U.S.A. Phone: (213) 
596-4493. 


FOR SALE 
MALTA 


Brand new house and land 
in midst International tourist location 
Land convertible 
For further enquiries write: Mr A. 
Micallif, 58 ebrook Street, 
Spring Hill, OLD AUSTRALIA 4000 





de — A 


liti d] t 


Classify — 


For every seller there's a buyer — 


who knows the market. And what to look for. 


Reach this elusive audience in the 


Far Eastern Economic Review Classifieds. 
Phone Karen Cole Tel: 5-293123. 
Telex 82804 REVMD HX. 


FarEasternEconomic 


Command an Elusive Audience 








BUSINESS OPPORTUNITIES 


ABSOLUTE BEST INVESTMENT 


Health/fitness equipment manufacturing facility plus corporate 
offices. Well developed product line; 2.5 mil. income; 3-4 mil. 
for fiscal year 1988. Newly developed and patented products 
not included in above yearly figures. Phenomenal and unli- 
mited sales potential with over 1,000 existing outlets. New 1.3 
mil. facility in prime commercial/industrial location in beautiful, 
historical Saratoga Springs, NY. President's home overlooking 
one of the U.S.A.'s oldest and most prestigious Golf & Polo 
clubs; family golf club membership included. Well established 
firm; family retiring. Please — only serious buyers with 
adequate capital. F.A.X. 518-584-0039 or write P.O. Box 
1258, Saratoga Springs, NY 12866. 












SCOTTSDALE, ARIZONA 


Retail jewelry store for sale. 5000 sq. ft. Mutli-million 
volume. All-gold inventory. Major watch lines: Rolex, 
etc. Established 38 years. LARSON, 7233 Main St., 
Scottsdale, AZ 85251, U.S.A. Phone: (602) 941-2600. 







Importers Wanted! PERSONAL 


We deliver 
Daimler Benz, BMW, 
Porsche, automobiles 

and spare parts. 
Contact: 
Dietze & Straub 
West Germany 
Im. — Export since 1975 
Telex 68608 dskfz 
Fax 9305-8333 


THE 
DIPLOMAT HOTEL 
2 CHESHAM STREET 
BELGRAVIA 
LONDON SW1X 8 DT 
TEL: 01-235 1544 
TELEX: 941 3498 EXECUT G 
FAX: 259-6153 
Single: £49.95 + VAT 








If you have something Double/Twin: £69.95 + VAT 
e All rooms with private facilities, col- 
to say... sayit our television, direct dial telephone, 
i 1 hairdryers, coffee and tea makers. 
an the Classifieds! Substantial breakfast served in 
bedrooms. 
NOTICE 


Readers are recommended 


to make appropriate enquiries and take approp- 
riate advice before sending any money, incurring 
any expense or entering into a binding commit- 


ment in relation to an advertisement. The Far East- 
ern Economic Review shall not be liable to any per- 
son for loss or damage incurred or suffered as a re- 
sult of his/her accepting or offering to accept an in- 
vitation contained in any advertisement published 
in the Review. 

















"innair has inaugurated a brand new nonstop route between Beijing and Helsinki. Flying time from 
3eijing to Europe, using a DC-10, is just 8 hours 40 minutes. Flying over the USSR, this is the 
ihortest, most direct route between Beijing and Europe. 

'innair also flies nonstop to Helsinki from Tokyo and Bangkok, and direct from Singapore. 

\S many business travellers know, Helsinki is now more popular than ever as the gateway to 
-urope. From Helsinki Finnair flies you quickly and comfortably to 26 cities in Europe. 


yall your travel agent or Finnair: Bangkok 251-5012, Beijing 512-7180, Hong Kong 5-215175, 
akarta 588-550, Kuala Lumpur 441-1905, Manila 818-2601, Osaka 363-0270, Seoul 734-7100, 
iingapore 733-3377, Sydney 328-1377, Taipei 592-3911, Tokyo 580-9231 


LETTER FROM OSHIMA 


scour is as deeply ingrained in 
Japan's culture as freedom is in 
America's. It has provided a motive 
force pushing the Japanese to succeed. 
There are many possible reasons for this 
nervousness, from resource poverty to 
atomic bombs, but ever present is the 
fact that Japan perches on a particularly 
unstable piece of the earth's crust. 

Legend has it that brine dripping 
from the spear of the goddess Izanami 
fell on to hot lava causing the boiling 
minerals to coagulate to form Japan, à 
land separate and apart from the rest of 
the world. It seems a peculiarly apt de- 
scription for the group of islands that lie 
along the eastern edge of what is called 
the Eurasian tectonic plate, one of a 
score on the earth's surface that float on 
a soft mantle of molten rock, perpetu- 
ally rubbing against each other. It is 
their convergence and di- 
vergence that cause earth- 
quakes and volcanic erup- 
tions. 

The movements of the 
earth's crust give an en- 
tirely different meaning to 
that much-vaunted economic 
success story of the Pacific 
Rim, because the lands on its 
edge form a belt of intensive 
earthquake and volcanic acti- 
vity some call the Ring of 
Fire. Four out of five earth- 
quakes occur somewhere 
along this belt. On the 
eastern side of the Pacific, 
the Cocos plate is sliding 
under its American cousin. In 
September 1985, the friction 
20 km down released a thou- 
sand times as much energy 
as the Hiroshima atom bomb, 
sending shock waves 350 
km east to Mexico City, where more 
than 9.000 people were killed by the 
force. 

Nowhere is the seismograph more 
frenetic than in Japan. There are about 
800 active volcanoes in the world, of 
which 67 are on Japan proper and 
another 10 on the three northern islands 
which are occupied by the Soviet 
Union. Earth tremors are a daily fact of 
life along the length of the archipelago. 
Sometimes you can experience a sudden 
upward jolt, at others a swiftly magnify- 
ing movement from side to side. But 
each time the question is the same: has 
my turn come? 

The pattern of tremors varies, mak- 
ing earthquakes particularly difficult to 
predict. One reason for this is the com- 
plex geology of Japan, lying close to the 
conjunction of not two tectonic plates 
but three. There is the Pacific plate, 
edging its way westward, under the 
Eurasian plate. At the same time, the 
iis. ipe plate is moving north, under 
the Eurasian plate, but over the Pacific 
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one. The geology of Izu peninsula, 130 
km southwest of Tokyo, is completely 
different from that of Honshu, having 
travelled up from the south millions of 
years ago until it rammed into Japan. 
The earthquake which struck Tokyo 
in 1923 and claimed 143,000 lives was 
caused by the friction between the 
Philippine and Eurasian plates at a 
oint a little way south of Odawara, 40 
cm from Tokyo. A notorious hypo- 
thesis has it that Tokyo suffers a massive 
earthquake every 70 years, which sug- 
gests that the next big one is only five 
years away. This view is based upon 
some pretty thin data, observes Tsu- 
tomu Miyazaki, a researcher at the 
physical volcanology department of 
Tokyo University’s Earthquake Re- 
search Institute. He is in as good a posi- 
tion as anybody to know this, since his 


Oshima: vigorous volcanic activity. 


institute houses one of Japan's main 
earthquake prediction centres. 

The hypothesis is based on the fact 
that four big earthquakes have taken 
place in or around the capital within 
about 70 years of each other, the last of 
them in 1923. “The life of a volcano is 
long and human life is short,” says Miya- 
zaki. Or put another way, the science of 
earthquake prediction has only been in 
existence for 100 years. The tectonic- 
plate theory was first dreamed up little 
more than a quarter of a century ago. 


E: the definition of "active" vol- 
cano is disconcertingly vague, 
meaning either that it has a record of 
frequent, previous eruptions or that it 
looks likely to display a fit of temper. 
The beautiful Mount Fuji, a motif for 
Japan, last erupted in 1707, destroying 
crops over a wide area and covering 
Tokyo with 5 cm of ash. And that 
particular display was a mere tan- 
trum, boiling up through a crater on 
Fuji-san's flank. 








Te 





"A volcano doesn't keep its beautiful 
figure for ever," says Miyazaki. Mount 
St Helens in Washington state in the US 
was as shapely as Mount Fuji, before the 
top blew off in June 1980. Another tem- 
peramental brute is Mount Asama, 160 
km northwest of Tokyo in the Japan 
Alps, which last created hell in 1783. Its 
danger lies in the fact that 80% of 
Tokvo's population gets its drinking 
water from the Tone river, whe 
source is Mount Asama. 

The nearest truly vigorous volcano 
to Tokyo is Mount Mihara on the island 
of Oshima. due east of the Izu peninsula 
and a mere 120 km from the capital. It is 
the first of a chain of 14 volcanic islands 
that stretches south for more than 1.200 
km, helpfully extending the territorial 
waters of a nation of fish eaters. The last 
time Mihara went up in smoke was only 
nine months ago when plumes of ash 
and steam belched thousands of metres 
into the air. 

But this was insignificant compared 
with the spectacular firework display 
laid on a year earlier. when red-hot lava 
shot up like a geyser from a fissure along 
the volcano’s flank. The entire popula- 
tion of 10.400 people was forced to eva- 
cuate as molten lava advanced to within 
200 m of Motomachi. the island's largest 
town. For the first time since 1777, li- 
quid rock flowed beyond the caldera rim, 
scarring the lush green hillsides blac’ 

Today, a column of white steam 
ing from a massive squat mound is the 
only visible sign of subterranean rumbl- 
ings. The lava within Mihara appears to 
have retreated downwards and the main 
crater has sunk more than 50 m since 
November 1986. 

There are two observatories on 
Oshima - one run by Tokyo University, 
the other by the Meteorology Agency — 
both constantly monitoring the volcano 
as if it was a patient in intensive care. 
Nobody seems prepared to predict 
when Mihara will erupt again. There 
were earthquakes off the Izu peninsula 
and northern Honshu à month before 
the big eruption on Oshima, but scien- 
tists are not sure whether they were di- 
rectly linked to Mihara's moods. 

And what about Tokyo. but a stone's 
throw away? Mount Mihara was active 
from December 1922 until the following 
January. nine months before disaster 
struck the city. It could happen again, 
perhaps in 1993. Twenty million people 
are hoping that the last time they hap- 
pened in close succession it was a mere 
coincidence. — Nigel Holloway 








Dupuy-SAATCHI & SAATCHI ADVERTISING 


A MAJOR STRATEGIC MOVE - 
SOCIÉTÉ GÉNÉRALE BECAME AN AUTHORISED 
DEALER ON THE TOKYO STOCK EXCHANGE 


ON 22ND JULY 1988 





Société Générale is strengthening its presence in the most active financial market in the 
world by acquiring a seat on the Tokyo Stock Exchange, thus enhancing the commercial banking, 
merchant banking (with Sogen Securities) and leasing facilities it provides in Japan. 

As a member of the Tokyo Stock Exchange, the largest privatised French banking group 
will handle all your market operations more quickly, efficiently and competitively, without recourse 
to intermediaries. 

Whether you are an issuer or an institutional, private, domestic or international inves- 
tor, we can place Japanese securities on the major financial markets in Asia as well as deal on the 
domestic capital markets (e.g. Japanese Government Bonds) and place international securities on 
the japanese market, all on the most favourable terms. 

Our new arrangements in Tokyo are an integral part of our international capital markets 
network, which comprises twelve opérational units. By arranging for us to carry out your financial 


strategy, you will have the advantage of our full range of services twenty-four hours a day. 
Your contact can be reached: 
— in Hong Kong, at Sogen Asia, 5 - 84453 88 


— in Sydney, at Sogen Securities Australia, (02) 2517855 
— in Tokyo, at Sogen Securities, 03 (459) 6841 


SOCIÉTÉ GÉNÉRALE 


INVESTMENT BANKING AND SECURITIES 
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The Regal Meridien Hotel is 

Hong Kong's one hotel with a 
classically European ambience. It 

shows in a superb French gourmet 
restaurant and an authentic Parisian 
Brasserie, 





Yet this quietly luxurious world is 
in the very heart of Tsimshatsui's 
bustling business, shopping and 
entertainment arca. 


Stay with us soon and experience 
an ambience that's unmistakably 
Regal. 





REGAL MERIDIEN HOTEL 
HONG KONG 








A REGAL INTERNATIONAL HOTEL 
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For reservations, call your travel agent, ye vie ob apis Air Frarice, 

Meridien Reservations International (MRI) or the hotel dirett. Mody Road, Kowloon, Hong Kong. 


Tel: (852) 3-7221818, Tix: 40955 HOMRO HX, Cable: HOMRO, Fax: (852) 3-723641 3, SITA: HKGROAF 
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JAPAN: HONG KONG: 
MURAK TRADING CO. INC JEAN D'EVE HONG KONG LTD. 
PO. Box Nihonbashi No 278 1, Nathan Road 
Chome, Chuo-ku Ground Floor 
TOKYO 103-81 KOWLOON 
Japan Hong Kong 
SINGAPORE: BANGKOK : 
CORTINA WATCH CENTRE PTE. LTD. PLABBUS CO. LID. 
Funan Centre 02-15/17 88/36 Unvwest Bldg. Bth Fi 
108, North Bridge Road Radidamri Road 
SINGAPORE 0617 BANGKOK 10500 

Thailand 
MALAYSIA: SOUTH KOREA: 
CORTINA WATCH SON. BHD. HAEYOUNG COMMERCIAL CO. LTD 
Lot KLG. 2, Lower Ground Ft KPO. Box 848 
Sungai Wang Plaza Seoul 
Jalan Sultan Ismail 
KUALA LUMPUR 
AUSTRALIA: USA: 
WORLD FAMOUS GIFTS (Aust) JEAN DEVE NORTH AMERICA INC 
Box 891 Trump Tower 725, Ffth Avenue 
GP0. SYDNEY 2001 New York 

NY 10022 

LE PHARE JEAN. D'EVE, 2301 La Chaux-de-Fonds 


tel 099/2301 23, fax 039/238023, t 962 228 





Fair deal for Abeles 


The survey of Down Under’s Dark Side 
[COVER STORY, 28 July] gave exam- 
ples of Australian Government deci- 
sions stated to be seemingly favourable 
to the business interests of Sir Peter 
Abeles. These were Canberra’s deci- 
sion on airline deregulation, the use of 
BAe-146 aircraft to serve a proposed 
Christmas Island casino, Royal Aus- 
tralian Air Force (RAAF) considera- 
tion of leasing VIP aircraft from 
Ansett, and Abeles’ leadership of 
an Australian transport mission to 
China. 

On airline deregulation, the May 
Committee considered the Australian 
airline system and its report gave five 
options ranging from the status quo to 
complete deregulation. Abeles de- 
scribed the three intermediate options 
as cop-outs. He said that while he be- 
lieved the existing aviation system bene- 
fited the Australian community, the 
general perception of it was such that 
the only true option was complete dere- 
gulation. The deregulation option had 
the support of every state government, 
large numbers of organisations, and the 
editorial support of virtually every 
newspaper in the country. It is not sur- 
prising that the government adopted the 
deregulation option. 

Ansett has never sought to operate 
an air service to Christmas Island with 
the BAe-146 or any other aircraft. Two 
years ago Ansett was approached by a 
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developer to provide air services linking 
Christmas Island with Singapore, Kuala 
Lumpur, Jakarta and Australia. The 
services related to a proposed casino. 
The developer was advised that Ansett 
would not contemplate purchasing an 
additional BAe-146 aircraft necessary 
to meet the requirement. 

For operational reasons, including 
airport limitations at Christmas Island, 
the BAe-146 would have been the op- 
timum aircraft for the task, had Ansett 
been interested in performing it. The jet 
would not have been selected because 
TNT has five years’ production of the 
BAe-146 tied up. This statement by the 
REVIEW is incorrect. 

TNT’s order for the large production 
run is for the BAe-146-QT, a cargo air- 
craft. It is not the BAe-146 airliner 
British Aerospace is selling successft " 
throughout the world. 

Ansett has not put any proposal to 
supply aircraft for the RAAF's VIP 
transport squadron. Aircraft manufac- 
turers have done so and Ansett has indi- 
cated interest in providing support, such 
as engineering, for any aircraft select- 
ed. 

Abeles has built TNT from a small 
Australian company to one of the 
largest and most successful multi-modal 
transport operations in the world. His 
selection to lead an Australian transport 
mission to China should not come as a 





Missing the point 


The article on William Hunt Holdings, 
Inn at a deep end [21 July]. contained 
several significant errors which I feel I 
should call to your attention. 

There appears to be a general misun- 
derstanding of William Hunt's public 
offer. The article argues that Southern 
Pacific Hotel Corp.'s (SPHC) acquisi- 
tion should have been a private invest- 
ment; it is correct that this could have 
been much more easily done, but it 
misses the whole point of William Hunt. 
This is not à purchase of shares in 
SPHC, but rather an investment in à 
company which plans to acquire rapidly 
a diversified group of hotels and hotel 
companies to Profit from that industry's 
high rate of growth in the Asia Pacific 
region. 

Specific factual errors include: 

» "The balance-sheet [of SPHC] is 
heavily geared after the rapid expansion 
of the last three years.” The fact is that 
bank financings at end-1987 were ap- 
proximately 30% of the accounting 
book value of the assets and 14% of the 
market value of the assets, hardly re- 
flective of high gearing! 

> “... cutting SPHC's debt to A$175 


surprise. Ross Alexander 

Public Affairs Executive, 
Melbourne Ansett 
million [US$142.4 million]. Such a 


reduction would still leave William 
Hunt with HK$2.7 billion [US$345.9 
million] debt and only HK$1.3 billion 
equity." It is clear from the Prospect 
that the only debt is the Austra 
financing. Multiplying the AS/HKS ex- 
change rate of 6.25 by A$175 million re- 
sults in total debt of HK$1.1 billion, not 
HKS2.7 billion as stated. That debt- 
equity ratio provides for a very positive 
cash flow and is well within the norms of 
hotel owning companies which have 
been successful in consistently expand- 
ing their operations. 

"Cash must be retained which 
abes no prospect of dividends for the 
next two years." The fact is that while 
the cash flow will be primarily retained 
vs dividend, this is a conscious deci- 
sion by management to reinvest those 
funds in the Asian hotel market. Almost 
universally the investment institutions 
which were contacted agreed that rein- 
vestment was the appropriate near-term 


policy. 

The article is correct in stating 
we had planned to launch the offer 
earlier. However, many factors in- 


cluding those outlined in the prospec- 
tus, contributed to the issue being 
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We believe 
technology should 


enhance our lives. 


With simplicity, reliability and durability. 


Created as a family, 
to live and work together. 
Today and tomorrow. 
loshiba 
office technology 
that talks. 


In Touch with Tomorrow 


TOSHIBA 





launched on a fully underwritten basis 
on 19 July. 

We would agree that the deal and its 
concepts are entrepreneurial, i.e., dif- 
ferent from the mould in Hongkong. It 
may not be so extraordinary when view- 
ed in an international context: like 
William Hunt, the majority of overseas 
public companies have professional 
outside managers, are less than 35% 
owned by management, utilise the de- 
"Per capital markets to fund debt 
needs, acquire assets by using equity 
shares, trade at premiums to asset 
values because the values are realised 
for shareholder benefit, etc. 

Adrian Zecha 
Chairman, 
Hongkong William Hunt Holdings 
e According to SPHC's prospectus, 
the hotel chain had bank secured debt 
at 31 December 1987 of A$152.2 mil- 
lion. Shareholder's equity was A$149.5 
million. That equates to a debt-equity 
ratio of 102%. By conventional yard- 
sticks, SPHC's balance-sheet is heavily 
geared. 

The prospectus also reveals that Wil- 
liam Hunt will incur HK$1.6 billion debt 
in buying SPHC. After Zecha has 
pruned SPHC's debt to A$175 million 
( HK$1.1 billion), the consolidated debt 
on William Hunt's balance-sheet will be 
HK$2.7 billion. 


Nemesis for Nair 


Devan Nair's latest salvo [LETTERS, 21 
July] in the continuing Singapore saga 
makes engaging reading. While one 
cannot but feel for Nair on account of 
the situation in which he now finds him- 
self, his pleas for justice, fair play, truth, 
need to be viewed in perspective. 

Now that he is at the receiving end of 
the treatment the Singapore Govern- 
ment metes out to its “opponents,” his 
telling criticism of his former comrades 
makes refreshing reading. But where 
was Nair 10 or 15 years ago, when the 
people of Singapore needed someone 
with the courage to speak up for them? 
He was right there at the top, dishing 
out to others the kind of treatment he ts 
now getting. At the peak of his political 
career, he was just as unforgiving, just 
as unpleasant and, (though he never 
went to Oxbridge) just as arrogant as the 
comrades he now so severely criticises. 
Bedford Park, 
South Australia ‘Astonished’ 
In Singapore, the expose of ex-presi- 
dent Devan Nair has come like a shock 
wave. But before we make conclusions 
we should consider a few points. 

Prime Minister Lee Kuan Yew has 
made his charges under the safety of 
parliamentary immunity. If he has the 
evidence he should make his charges 


outside parliament, without absolute 
rivilege. Many politicians in the past 
lavé misused parliamentary immunity 
by bad-mouthing their opponents. Is 
Lee guilty of an abuse of parliamentary 
immunity? If he is not, he should be 
bold enough to repeat his charges with- 
out fear of an action for defamation. 

Once a rumour has been circulated, 
the damage is immediately done. No 
amount of legal action can undo that 
damage. Even if Nair took legal action 
against Lee, the damage to Nair's charac- 
ter has already been done. Lee knew 
this before he started his attack on Nair. 

If Brig.-Gen. Lee Hsien Loong was 
ever accused of misconduct would his 
father delve into the family history 
and expose the son's transgressions. 
Close observation of PM Lee shows that 
his customary punitive action is to dig 
deep into the subject's past and expose 
all his or her flaws. 

No one can deny that Lee alm 
single-handedly made Singapore i 
what it is today. But an increasing 
number of we Singaporeans are getting 
wary of him. He has lost touch with the 
pulse of our island republic. 

Honolulu 'Cowed critic' 


Pseudonyms are accepted, but letters in- 
tended for publication in these columns must 


bear the writer's signature and address. 





Like No Other Hotel In Singapore. 


Like No Other 
Hotel In The World 





At the top of a small hill off Singapore's bustling Orchard 


Road stands one of Asia's grand hotels. 


Surrounded by 5 hectares of prime property in the island 
Republic, the hotel is at once regal and gracious, 


charming and historic. 


* <A heritage of the last century, the Goodwood Park’s 


natural beauty is enhanced by its urban sophistication. 


In the 235 guest rooms and suites, executive meeting rooms, 


the pa 


SINGAPORE 


bars, cafes and specialty restaurants, the grand traditions of 


s ology meet in timeless elegance. 
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22 Scotts Road Singapore 0922. Tel: 7377411. Tlx: RS 24377 GOOBITEL. Reservations: Goodwood Hotels Corporation Pte Ltd Tel: 5-246303, 258007/8 (Hong Kong). 
Goodwood Park Hotel Sdn Bhd Tel: (03) 2929275/6 (Kuala Lumpur). Your travel agent or airline. 
SRS) Member of The Steigenberger Reservation Service. erm , 
Goodwood Group Singapore: Goodwood Park. York. Boulevard. Ladyhill. DD won fie 
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REVIEW THIS WEEK 11 August 1988 


fter an eight-year term that brought stability and strong 

economic growth, Thai Prime Minister Prem Tin- 
sulanond sprang a surprise by announcing his retirement 
when a new coalition formed after the 24 July election 
asked him to serve another term. Once again, Thailand is 
experimenting with an elected premier, with the gregarious 
Chart Thai leader Chatichai Choonhavan poised to take 
over the premiership. Bangkok bureau chief Paisal 
Sricharatchanya analyses the ability of Chatichai — 
of a scandal-prone, pro-business party and with an active 
army service that ended 30 years ago — to hold the govern- 


leader 


Cover illustration by Yuen Tai Yung. 





Page 12 

Singapore produces a plan for an 
ected president with enhanced 

~2wers of veto over government 

spending and appointments — a job 

that seems designed for Prime Minis- 

ter Lee Kuan Yew ‘in retirement.’ 


Page 16 

South Korean judges successfully op- 
pose the reappointment of the politi- 
cally tainted Supreme Court chief jus- 
tice and demand judicial indepen- 
dence. 


Page 18 

A British constitutional lawyer tells 
parliamentarians of grave flaws in 
Hongkong's draft Basic Law. 


Page 22 

Civilian politicians in Indonesia's rul- 
ing Golkar struggle to get out from the 
army's shadow by criticising the 
state-run lottery. 





AP 


Page 28 
The Jakarta meeting to discuss the 
Cambodian conflict ends inconclu- 
sively, but more talks are promised. 


Page 32 

Ne Win's announcement that Sein 
Lwin will succeed him as Burma's rul- 
ing party chairman brings on a new 
wave of student protests. 


34 
Hongkong seriously considers the 
forcible repatriation of Vietnamese 
boat people after its policy of dis- 
couraging their arrival into the terri- 
tory fails. 


Page 48 

China may devalue its currency in 
order to sustain its high-growth stra- 
tegy, but conservatives say an ex- 
change-rate shift might hurt the coun- 
try's overstretched economy. 


Page 49 

Foreign investment, mainly from 
Japan and Taiwan, continues to flood 
into Thailand, undaunted by the coun- 
try's infrastructural shortcomings. 


50 
Indian borrowers, backed by the re- 
form-minded Gandhi government, are 
increasingly turning to the interna- 
tional capital markets for funds. 


Page 51 

Two of Malaysia's ailing banks, bur- 
dened by massive bad loan provi- 
sions, stage a comeback and return 
profits for the first time in four years. 


Page 52 

Japan's consumer electronics giants 
develop a new generation of high-def- 
inition TV sets. 


Page 59 

South Korean car makers plan to pro- 
duce low-priced minicars for domes- 
tic buyers in a bid to reduce their over- 
whelming dependence on exports. 


60 
US commercial banks are likely to win 
the power to underwrite securities 
despite warnings that depositors' 
money could be misused. 


Page 64 

Pakistan businessmen put pressure 
on the government to withdraw a 
proposed law which imposes tough 
penalties for tax evasion. 


Page 66 

New Zealand merchant bank Fay, 
Richwhite and Co. hopes its sponsor- 
ship of the America's Cup challenger 
will thrust it into the global limelight. 
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REGIONAL 


Chinese dissident 
writers in meeting 
Dissident writers Liu Binyan 
from China and Chen Ying- 
chen from Taiwan met for the 
first time in Hongkong on 2 
August to discuss issues com- 
mon to the Chinese people on 
both sides of the Taiwan Strait. 
Both had been invited to at- 
tend a Hongkong University 
seminar on Chen's works. 
Chen supports reunification 
and Peking 's allowing Liu to at- 
tend the seminar underlined 
the mileage it thinks it can get 
from the meeting. 

Liu, a former People's Daily 
newspaper reporter, was twice 
expelled from the Chinese 
Communist Party — in the 
1950s for being a “rightist” and 
in 1987 for supporting 
"bourgeois liberalisation." He 
is now studying in the US. 
Chen, who is also publisher of 
Ren Chian, a magazine which 
emphasises social comment, 
was once jailed for sedition. 

— Emily Lau 


Vanuatu expulsions 
are judged valid 
Sitting in the Vanuatu High 
Court, Solomon Islands Chief 
Justice Gordon Ward ruled 
that the expulsion from Van- 
uatu's parliament of a former 
cabinet minister and 22 other 
MPs was legal, despite there 
not being a quorum at the time 
of the vote. Prime Minister 
Walter Lini and 22 supporters 
were one short of the number 
needed but Ward said that 
under standing orders, the 
speaker need not rule the sit- 
ting illegal unless the lack of a 
uorum was pointed out. 
ormer cabinet minister Barak 
Sope and the others will con- 
tinue legal challenges to Lini’s 
government. — Michael Malik 


Taiwan fears an ally 
is slipping away 


Taiwan President Lee Teng- 
hui has urged South Korea to 
be cautious in its dealings with 
communist countries. He told 
the South Korean newspaper 
Chosun Ilbo that “entertaining 
the illusion of reaching a com- 
promise with communist rulers 
will eventually encounter 
harmful results.” Taiwan fears 
that Seoul, its chief anti-com- 
munist ally in the region, niay 
shift diplomatic recognition 
to Peking, thus increasing 
Taiwan's diplomatic isolation. 


Lately, commercial ties be- 
tween the two allies have 
deteriorated. Taipei announc- 
ed it had raised the im- 
port quota for South Korean 
cars from 2,250 units in 1987 to 
3,000 this year, with an extra 
2,000 units permitted on a 
counter-trade basis. But Seoul 
insisted it had made no such 
agreement and demanded, in- 
stead, that the quota be lifted. 

The bickering highlights not 
only sharper competition in in- 
ternational trade between the 
two countries, but also growing 
concern over Seoul's improved 
relations with Peking. The 
South Korean press has stop- 
ey calling Taiwan the Repub- 
ic of China and has dropped 
the adjective “communist” 
when referring to China. 

— Shim Jae Hoon 


Strategy to split 
Bangladesh opposition 
The opposition Bangladesh 
Nationalist Party (BNP) has 
been split with the expulsion of 
six prominent leaders, includ- 
ing secretary-general Obaidur 
Rahman. The six claim they 
were expelled because they de- 
manded the party hold a long- 
overdue council session and 
that the party structure be 
democratised. BNP chairman 
Khaleda Zia, however, said 





that Rahman had no authority 
to call a party meeting in late 
July and that he was conniving 
with the ruling Jatiya Party to 
split the BNP. 

Observers credit Kazi Zafar 


Ahmed, political adviser to 
President H. M. Ershad, with 
engineering the rift. Ahmed is 
also believed to be trying to 
split Awami League chief 
Sheikh Hasina and her sup- 
porters from the party old 
guard. It has been rumoured 
that the opposition is being 
weakened before parliamen- 
tary elections are called later 
this year. — S. Kamaluddin 


BUSINESS 


South Korea’s current 
account surplus soars 
South Korea racked up a US$6 
billion current account surplus 
in the first six months of the 
year, equal to the govern- 
ment’s target for all of 1988. 
Officials now say that 1988's 
surplus is expected to to 
USS$10 billion, compared wit 
US$9.8 billion last year. The 
continuing surplus will in- 
crease pressure on South 
Korea to further liberalise im- 
port policies. | — Mark Clifford 


nto seeks US$100 

million gold loan 
The Philippines’ second-largest 
gold miner, Lepanto Consoli- 
dated Mining, is finalising a 
US$200 million joint-venture 

roject with Canada's Galactic 
Resonrens: The project will be 
called Far South East Gold Re- 
sources Inc., with a planned 
output of 250,000 oz a year. 
Lepanto is seeking a US$100 
million gold loan to partially 
fund the project. A gold loan 
involves the company buying 
gold which is then sold and re- 
ges from future production. 

owever, the scheme may run 
into trouble with Philippine 
regulations on gold production 
and trading, analysts said. 


— Jose Galang 
Nomura buys into New 
York firm 


Japan's largest stockbroker, 
Nomura Securities, has paid 
US$100 million for a 20% stake 
in the New York mergers and 
acquisition firm Wasserstein, 
Perella. Nomura had previ- 
ously tried to build up its US 
business alone, mainly dealing 
in government securities in 
which it is said to have lost 
US$200 million last year. Nom- 
ura will be able to bankroll 
leveraged buy-outs by Was- 
serstein, Perella, but will not 
be involved in day-to-day deci- 
sion-making. — Nigel Holloway 


Fresh allegations of 
insider trading on TSE 

The Tokyo Stock Exchange 
(TSE) is investigating suspi- 
cious price movements in the 
shares of Sankyo Seiki Manu- 
E on 29 July, just be- 
fore a formal announcement 
that Nippon Steel had acquired 
18.1% of the electronics and 
music-box maker. Armed with 
new regulations to curb insider 
trading, TSE officials are 


checking whether executives of 
the two companies dealt in 
shares before the announce- 
ment. The investigation fol- 
lows inquiries into the private 
sale to politicians of shares in 
Recruit Cosmos which might 
have breached the Securities 
and Exchange Law. 

— Nigel Holloway 


posts 

than expected results 
Hongkong shipping tycoon Sir 
Y. K Pao’s diversified Wharf 
(Holdings) Ltd posted a better 
than expected 17% increase in 
profits from its core businesses 
on 2 August. nrg dr ex- 
traordinary gain of HK$260 
million (US$33.3 million) from 
the sale of its Wheelock Mar- 
den subsidiary and a stake i 
Hongkong Realty and Trus., 


Wharfs profit was HK$1.27 
billion. ergs group rev- 
enues declined 28% to HK$2.39 


billion, Wharf is bullish about 
the future. — Jonathan Friedland 


China to set up 
foreign-debt fund 
China plans to start up a 
special fund to ensure repay- 
ments of its growing foreign 
debts, the pro-Peking Hong- 
kong Wen Wei Po newspaper 
reported. Quoting Chinese 
sources, it said the Trea- 
sury, provincial and municipal 
governments, and Chinese en- 
terprises which have borrowed 
overseas will contribute to the 
fund. The fund is designed to 
rescue borrowers who have de- 
faulted. Borrowers who de- 
fault could also find their assets 
auctioned off by the stat 
China’s foreign debt has rise 
61% since 1986 to US$33.3 bil- 
lion, the report said. 

— Louise do Rosario 


Indian banks loosen 
rules for NRis 
Non-Resident Indians (NRI) 
will be able to deposit yen 
and Deutschemark in Indian 
banks starting this month. The 
scheme is designed to augment 
foreign exchange reserves. 
Banks had previously accepted 
only US dollar and sterling de- 
posits, paying the same interest 
rate for all hard-currency de- 
sits. In recent months, this 
ad led to a jump in dollar de- 
posits (which were overpriced 
relative to market rates) and a 
slump in sterling balances. 
Under the new scheme, in- 
terest on all types of NRI de- 
posits will be linked to prevail- 
ing Euromarket rates. 

— Lincoln Kaye 
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ISRAELI ACCESS 


Peking is allowing Israeli scientists to 
attend conferences in China after 
virtually freezing such contacts for 
several months in apparent 
displeasure at Israel’s handling of 
Palestinian unrest in its occupied 
territories. Chinese tourism 
authorities have also announced that 
tourist visas would be given to both 
individuals and tour groups from 
Israel. Previously, Israeli tourists 
were admitted only as part of mixed 
tour groups organised by a particular 
London travel agency. 


TOO GOOD TO BE TRUE? 
Some economists in the City of 
London are questioning the validity 
Japanese statistics which show a 
- .pid rate of growth in domestic 
demand and a general shift in the 
economy gs Moker export 
orientation. They feel the turnaround 
has been too rapid to be credible and 
wonder if certain trends are being 
overstated so as to impress trading 
artners and to stave off pressure 
rom the US and elsewhere for Japan 
to ease protectionist policies. 


SOFTER LINE 


China no longer insists that the Soviet 
Union must end its support for the 
Vietnamese occupation of Cambodia 
before relations between Peking and 
Moscow can be normalised. Chinese 


officials told US Secretary of State 
George Shultz in Peking recently that 
they would now be satisfied if 
Moscow took a constructive approach 
on Vietnamese withdrawal. 
Moscow’s pressure was crucial in the 
Vietnamese pullout of their military 
high command from Cambodia on 30 
June. The Soviets are also known to 
have influenced Hanoi's decision to 
advance its total troop withdrawal 
from Cambodia, by one year, to the 
end of 1989. 


MOSCOW INVITE 
- The Supreme 
Soviet has 
invited US 
Congressman 
Stephen Solarz, 
Democratic 
chairman of 
the house 
subcommittee 
on Asia and 
Pacific affairs, 
to visit Moscow 
in mid-August. The invitation is 
clearly linked to increased Soviet 
interest in Asian issues, particularly 
Cambodia. Solarz has been keenly 
interested in the settlement of the 
Cambodian civil war and recently, 
with subcommittee colleague Chester 
Atkins, pushed for passage of a joint 
resolution to take measures to 
prevent a return of the Khmer Rouge 





SKETCH by Morgan Chua 


to power. After Moscow, Solarz will 
visit Peking and Bangkok. 


HOLLYWOOD EAST 


Japan's largest steel company, 
Nippon Steel Corp. and its 
internationally renowned film 
director Akira Kurosawa are forming 
a prroente with Hollywood director 
Steven Spielberg and Universal 
Studios to build a replica in Japan of 
Universal's California complex. It 
will be built on one of Nippon Steel's 
disused industrial sites and run as a 
theme park but it may also be used for 
making films. About 4 million visitors 
flock to the California complex every 
year. 


NEW POLICE FORCE 
A draft law to replace the 45,000- 
strong military-style Philippine 
Constabulary (PC) with a civilian 
lice force is being circulated among 

ey Filipino legislators. A new 
national police commission may 
accept up to 75% of the officers from 
the PC, using inducements such as 
extending signing retirement by 
another five years. Who will contro 
the new force at the local level has not 
been decided: the government wants 
the country’s 1,570 local mayors to 
have some say in command decisions, 
probably via the existing “peace-and- 
order councils,” but it does not want 
local officials to appoint officers, 


GHANISTAN 

A Norwegian and 12 Afghan rebels 
were killed in a mine explosion in east- 
ern Afghanistan, sources said (30 July). 


AUSTRALIA 

British Prime Minister Margaret 
Thatcher arrived on an official visit (7 Aug. ). 
BANGLADESH 


Rival political groups clashed in Dhaka 
and 11 people sustained battle wounds, po- 
lice said (27 July). Opposition leader 
Khaleda Zia expelled six senior members of 
her Bangladesh Nationalist Party for break- 
ing party discipline (28 July). 


BURMA 

About 200 students demonstrated at the 
Shwedagon Pagoda (29 July). Aung Gyi, the 
most respected and strident critic of the 
current regime was arrested along with more 
than 10 other dissidents (30 July). Au- 
‘horities arrested two war heroes for involve- 
nent with underground pamphlets circulat- 
ng in Rangoon that call for the overthrow of 
1ew President Sein Lwin, according to West- 
?rn diplomatic sources in Bangkok (2 Aug. ). 
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CHINA 

More than 600 people are feared dead in 
floods in Zhejiang province following the 
heaviest rainfall in the area for five cen- 
turies, it was reported (2 Aug. ). 


INDIA 

Soldiers were given orders to shoot on 
sight rioting policemen in Baroda in a bid to 
curb a police revolt (27 July). Suspected Sikh 
extremists shot dead the leader of a hardline 
Hindu organisation in Punjab (30 July). Ten 
people were hacked to death by Sikh mili- 
tants in Punjab (37 July). Two bombs 
exploded in Srinagar, capital of Kashmir, it 
was reported (/ Aug.). 


NORTH KOREA 

President Kim Il Sung appealed to the US 
to help reunite the two Koreas and the North 
Korean parliament called for direct talks 
with the US Congress, it was reported (29 
July). 


SINGAPORE 

British Prime Minister Margaret 
Thatcher held talks with Prime Minister Lee 
Kuan Yew during a stopover (3/ July). 


SOUTH KOREA 

Riot police arrested about 30 student pro- 
testers in front of the US Army headquarters 
in Seoul as they demanded the expulsion of 
American forces from South Korea (23 
July). 


LANKA 

Tamil rebels hacked 14 Sinhalese farmers 
to death in the northeast, it was reported 
(28 July). Ten Sinhalese extremists and 
a soldier were killed when radicals attacked 
government property and set fire to buses 
on the first anniversary of the Indo-Sri 
Lankan peace accord, police said (29 
July). 


THAILAND 

Prem Tinsulanond decided not to serve 
a fourth term as prime minister (27 July). 
Deputy Prime Minister Chatichai Choon- 
havan will head the next government (28 
July). 


VANUATU 

Eighteen opposition MPs were sacked 
from parliament for boycotting the legis- 
lature (28 July). 





REGIONAL AFFAIRS 


Can Chatichai maintain Prem’s balancing role? 


A hard act to follow 





By Paisal Sricharatchanya in Bangkok 


After more than eight 
5 | years of relative poli- 
-] tical stability and eco- 
nomic prosperity, 
Thailand is taking 
another step towards 
fuller democracy. 

A newly elected 
civilian leadership was slated to take 
over in early August after non-partisan 
Prime Minister Prem Tinsulanond, a 
former army general who does not sit in 
parliament, declined renomination to a 
fourth term. The change represents im- 
portant political progress, but there are 
fears it might be achieved at the cost of 
instability and some economic disrup- 
tion. 

Such concern arises in the light of the 
country's less-than-impressive experi- 
ment more than 12 years ago with a fully 





Chatichai: bargaining well advanced. 


elected government. Thailand enjoyed 
three vears of full democracy after a stu- 
dent-led popular uprising toppled one 
of the country's succession of military 
dictatorships in 1973. But the period 
was marred by a number of revolving- 
door governments and widespread stu- 
dent and labour unrest. 

As leaders of the prospective five- 
party coalition grapple with the latest 
move towards a more democratic sys- 
tem, the prospect of an initial period of 
political turbulence looms. Former 
deputy prime minister Chatichai 
Choonhavan, whose Chart Thai Party 
won the largest number of seats (87) in 
parliament during the 24 July general 
election, was slated to be officially ap- 
pointed the next prime minister by 5 
August. With inter-party bargaining 
well advanced, the new cabinet list was 
expected soon afterwards. 
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Although Prem's non-elected status 
had accorded his government a "half- 
baked democracy" label, Prem was in- 
strumental in sustaining the democratic 
process since 1980. "He struck a balance 
within the parties and the military," said 
Thammasat University political scien- 
tist Likhit Dhiravegin, adding: "At 
another level, he also compromised be- 
tween the interests of the politicians and 
the uniformed men. Through this 
balancing act, Prem managed to create 
an equilibrium.” 

Prem's thwarting of two coup at- 
tempts — in April 1981 and September 
1985 — also diluted the military’s influ- 
ence on mainstream politics. Perhaps of 
equal importance was Prem’s tolerance 
of free expression. Despite occasional 
excesses, Thailand’s free press — espe- 
cially its vernacular press — has come to 
play an increasingly ef- 
fective role as a “watch- 
dog” of government, 

But the Prem ad- 
ministration’s record 
was less than perfect. 
The departing prime 
minister's aloofness — 
and his penchant for 
avoiding direct involve- 
ment in contentious is- 
sues — had given the 
false impression of har- 
monious administra- 
tion. “Outside appear- 
ances portrayed an im- 
pression of unity and 
stability. But conflict 
on the inside was 
camouflaged,”  Likhit 
asserted. As a result, the government's 
friends had the inside track for contracts 
and prestigious posts, while interests 
connected with the opposition were left 
on the outside. 


hances are that the uncertainties of 


a change in government leadership 
will foster an intensification of inter- 
arty rivalry and conflicts over vested 
interests among parliamentarians, 
whose performance in recent years has 
not been inspiring. With leaders spend- 
ing their time wrangling in Bangkok, 
the parties have not made the effort to 
build long-term loyalty at the grassroots 
by extending their branch networks, re- 
lying instead on “money politics” at 
election time. 
Democrat Party leader Bhichai Rat- 
takul conceded that the political parties 
have failed miserably in building strong 








grassroots support. In a pre-election in- 
terview, Bhichai said: “We used to de- 
nounce dictatorship. But instead of nur- 
turing and promoting democracy when 
we had the chance, we ended up de- 
Stroying it. It's a pity, Im disap- 
pointed.” His party has suffered a pro- 
tracted and bruising internal rift over 
the past two years which precipitated 
the parliamentary dissolution of late 
April (REVIEW, 12 May). 

Despite concern that the new coali- 
tion may be short lived, some analysts 
are hopeful that the aspirations of ; 
ever more pluralistic society, as express- 
ed through an increasingly assertive 
media, will help keep the parties’ politi- 
cal conduct in check. The people's ex- 
pectations were highlighted by King 
Bhumibol Adulyadej, who officiated at 
the new chamber's opening on | August 
and delivered a pointed message: 
"Members of this House should re- 
member the importance and responsi- 
bility . . . of their duties. Whatever you 
do will have a direct effect on national 
security and the people’s livelihood.” 

For the moment, the new govern- 
ment appears to face no immediate 
danger of intervention by the military, 
which has justified such moves in the 
past by pointing to alleged irresponsible 
party politics. Prem’s rejection of the 
prime ministership was read as a signal 
by the armed forces that they, like 


| former army commander Prem himself, 


| should give the politicians a chance 


prove their worth. 

But the Chatichai leadership cannot 
expect the same sort of military backing 
enjoyed by the Prem administration. 
Although acceptable to the armed 
forces, Chatichai, who left active army 
service 30 years ago, is not likely to be 
able to exert the same degree of influ- 
ence over the military as did Prem, who 
entered politics soon after retiring from 
the army. 

With the change in political leader- 
ship comes a question concerning the 
future of army commander and acting 
supreme commander Gen. Chaovalit 
Yongchaiyut. Sources said Chaovalit 
was offered the defence portfolio — a 
move seen as an attempt by the new 
government to ensure military support 
— but he turned it down. 

The military-cum-political strate- 
gist’s resignation last May was re- 
Jected by Prem. If his recent words to a 
visiting foreign dignitary can be taken at 
face value, Chaovalit will tender his res- 
ignation again during the annual mili- 
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tary reshuffle in Sep- 
tember, perhaps to 
prepare for a political 
future. In any case, 
Chaovalit will have a 
freer hand in the an- 
nual promotions, now 
that Prem’s direct in- 
fluence is gone. 

Analysts expect 
Chaovalit to stand at a 
future election. He is 
said to have drafted 
the blueprint for a new 

olitical party, though 

e also enjoys the op- 
tions of joining former 
deputy army comman- 
der Gen. Thienchai Sirisamphan's Ras- 
sadorn Party or Chart Thai. 

The potentially destabilising issue of 
corruption is already surfacing as 
another threat to the stability of the new 

vernment. Widespread vote-buying 

upcountry provinces during the re- 
cent elections, which was commonly es- 
timated to have cost politicians more 
than Baht 3 billion (USS$118 million), 
has raised questions about how some 
new coalition members might be plan- 
ning to recoup their election invest- 
ments. 


omparing the outgoing govern- 

ment with the new one, a former 
non-partisan minister said: “Prem has 
had no personal vested interests. 
Though he might have occasionally 
turned a blind eye, corruption was not 
widespread since the top leadership 
didn't play along." 

The concern has been prompted 
largely by Chart Thai's dubious reputa- 
tion as a champion of vested interests 
(REVIEW, 10 Mar.). A company half- 
owned by one deputy party leader was 
awarded a crane-service monopoly at 
ok put main port which, for several 

2eks earlier this year, was held respon- 
sible for a major snarl-up in shipping 
traffic. Another party executive won a 
controversial contract to operate two 
newly built ports in southern Thailand. 

The party's influential secretary- 

eneral, Banharn  Silapa-archa, a 
ormer communications minister who 
was responsible for the awarding of the 
contracts, was singled out as the main 
target for attacks during a spate of 
state-enterprise labour unrest in late 
June. 

The swift replacement of Prem with 
Chatichai as prime minister had not 
been expected. In the aftermath of the 
House dissolution, the four parties that 
had comprised the previous coalition — 
Chart Thai, Social Action, Democrat 
and Rassadorn — struck a gentlemen's 
agreement to support another Prem-led 
coalition, 

This arrangement was reconfirmed 
after the election, though it was mod- 
ified to include a fifth and smaller pro- 
Prem group, the United Democracy 
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Party. The move gave 
the proposed coalition 
215 MPs, a workable 
majority in the 357- 
seat chamber. On 25 
July, a day after the 
election, Chatichai an- 
nounced that he was 
not ready for the pre- 
miership and would 
continue to back 
Prem. 

But when leaders 
from the five parties 
met the prime minister 
on 27 July to offer him 
the job, Prem dumb- 
founded them by re- 
fusing. He said that he had served the 
country long enough and that it was 
time for the country's top leader to be 
chosen from among elected politicians. 
The coalition leaders hurriedly forged 
another pact under which Chatichai 
would accept the country's top post. 

There was a brief effort by opposi- 
tion parties to nominate Social Action 
leader and Foreign Minister Siddhi 
Savetsila as head of a rival coalition, but 
this died out when Siddhi said he would 
honour the original five-party pact. 
Aware of Chart Thai's unfavourable 
image, Siddhi told a group of well 
wishers who urged him to seek the pre- 
miership that he would not go back on 
his initial coalition commitment but 
would vie for the top job at the next op- 
portunity. 

Reaction to Prem's decision in the 
business and financial community was 
nervous, with trading volumes down on 


A the peak of his career and after 
leading the country successfully for 
more than eight vears, outgoing Prime 
Minister Prem Tinsulanond could not 
have chosen a better time to step down. 
Like other Thais from the south, 
Prem has a reputation for being comba- 
tive and stubborn. During his years in 
office, the 68-year-old former army 
commander warded off two coups and 
survived numerous other political 
crises. He could have opted to serve yet 
another term in the country’s top politi- 
cal post — as indeed most observers 
thought he would — but he was shrewd 
enough to realise that doing so would fly 
in the face of growing public demand for 
an elected prime minister and risk a 
dangerous political polarisation of the 
country. 
In the event, Prem’s surprise decision 
won resounding praise, even from his 
staunchest critics. Kukrit Pramoj, a 
former prime minister and respected 
senior statesman, who led a one-man 


Prem hangs up gloves 
while still champion 





the Bangkok sharemarket. Attention 
was focused on the impending new 
cabinet line-up — particularly the fi- 
nance portfolio, which was previously 
held by a non-partisan Prem appointee. 

Chatichai and other coalition leaders 
have promised a continuation of the 
major economic programmes set in mo- 
tion under Prem. These include indus- 
trial development of Thailand’s eastern 
seacoast; promotion of investment and 
exports, and alleviation of rural pov- 
erty, 

High on the new government's prior- 
ity list is some quick action to alleviate 
worsening bottlenecks in port facilities. 
The new leadership is also expected to 
confront an increasingly assertive la- 
bour movement, which is demanding a 
fairer share of the fruits of the current 
economic boom and an end to state-en- 
terprise privatisation. 

Although key economic policies are 
not expected to be changed, the way 
they are administered may be modified. 
During Prem's years, non-partisan 
technocrats on his economic-advisory 
staff and the National Economic and 
Social Development Board, a planning 
agency, tussled with the politicians but 
succeeded in striking a generally conser- 
vative approach. 

This contributed to  Thailand's 
favourable credit rating today. But 
given a likely decline in the influence of 
economic technocrats, as political con- 
siderations become a more important 
factor in policymaking, it is feared that 
economic conservatism could give way 
to excessively growth-oriented pro- 
grammes. 





crusade against Prem during the past 
two years, wrote a flowery eulogy in 
his Siam Rath newspaper column, part 
of which stated: "Prem should be re- 
spected because he knew the opportune 
moment to quit. He is like a popular 
boxer who hangs up the gloves while re- 
maining champion . . .” 

Sources close to Prem said he must 
have pondered the move for a long 
while, though he held the decision close 
to his chest until the final moment. A re- 
luctant prime minister from the outset, 
the soft-spoken, gentlemanly Prem last 
said he would "e" down following a 
general election in 1983, but was quickly 
renominated. 

However, his return to power after 
the 1986 election appeared well orches- 
trated and reflected his desire to ad- 
minister important state functions dur- 
ing two auspicious royal events: King 
Bhumibol Adulyadej's 60th birthday in 
December 1986 and celebrations last 
month when he became the long- 
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est-reigning monarch of Thailand. 
A visibly relaxed and smiling Prem 
told newsmen on 1 August that he de- 
cided to quit because he had had enough 
of being prime minister. He brushed 
aside a question on the chances of his re- 
turn to power, saying that it was a mat- 
ter for the future and that in the mean- 
time he would be an observer willing to 
advise the new regime if advice is 
sought. 
espite repeated criticism that he 
was not a professional politician, Prem 
nevertheless came to be regarded as a 
shrewd political master who man- 
oeuvred successfully to keep bickering 
politicians at bay while at the same time 
maintaining a firm grip on the powerful 
armed forces. 


erhaps Prem’s single most impor- 
tant contribution to Thailand was the 
lengthy period of relative political sta- 
bility under his rule. This boosted busi- 
ness confidence, which in turn fostered 
steady economic growth, averaging 
more than 5% annually since 1980. Last 
year, Thailand attracted more invest- 
ment funds from Japan and Taiwan than 
any other country in Southeast Asia. 
Thailand benefited from such eco- 
nomic windfalls as cheap world oil 
prices, but the country’s economic suc- 
cess was also due partly to Prem’s pro- 
business policies, strong foreign-invest- 
ment incentives and cautious fiscal plan- 


ning: 

ut for an increasingly restive and 
politicised urban middle class, stability 
alone was not enough. Prem's final days 
in office saw an informal alliance of the 
country’s various opposition groups 
which, despite their sometimes differing 
objectives, all shared the ultimate com- 
mon goal of bringing down “Premo- 
cracy.” 

The campaign against Prem never 
centred on constitutional legitimacy, for 
the present charter does not bar a non- 
elected person from becoming prime 
minister. At stake was the fundamental 
democratic principle that the prime 
minister should come from among the 
ranks of elected MPs. 

Academics had accused Prem of 
peddling influence to bolster his own 
position. Students campaigned before 
and after the recent election to oppose 
his expected return to power. And stu- 
dent and labour groups had threatened 
street demonstrations if he did accept 
another term. 

Finally, there was mounting opposi- 
tion to Prem in parliament. The 
staunchly anti-Prem stance by such op- 
position leaders as Samak Sundaravej 
was understandable given that their par- 
ties would again be excluded from the 
new government if Prem returned to 
power. Samak had threatened that 


another Prem-led coalition would enjoy 
no honeymoon period but would in- 
stead face an immediate no-confidence 
motion. 


— Paisal Sricharatchanya 
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Playboy premier who 
lacks Prem’s clout 


=] Chatichai Choonha- 
Tom van’s colourful life- 
style is in marked con- 
$] trast to that of his 
~ | mild-mannered pre- 
: decessor. Less than a 
week before he was 
due to be officially 
nominated by the crown as Thailand's 
next prime minister, the 66-year-old ex- 
army major-general, was seen speed- 
ing around the compound of his Soi 
Rajkru residence on a high-powered 
motorcycle. He makes no secret that 
he enjoys disco dancing and fine 
wine. Like it or not, in recent years 
he has been dubbed the "playboy" 


SINGAPORE 


minister by local newspaper columnists. 

Although his career is highlighted 
by an impressive record of public ser- 
vice — first in the army, then the for- 
eign service and more lately the cabi- 
net — his ability to govern from the top 
remains very much an unknown quan- 
tity. 

Thanks to his early army experience, 
he is acceptable to the current military 
leadership, while his frank and easy- 

oing manner should help create 
riendly rapport with others in the five- 
party coalition. 
There is no doubt, though, that he 
still has a long way to go before amas- 
sing the immense baramee (aura of es- 


Keeping the keys 


President to have wide veto over finances and bureaucrats 


By Rodney Tasker in Singapore 

ingapore is about to change its poli- 

tical structure to install a directly 
elected president who will be neither a 
fully executive president, in the Ameri- 
can or French mould, nor a largely cere- 
monial figure like the republic's current 
head of state. The declared purpose is to 
introduce a “two-key safeguard system" 
against any future government eroding 
the island-republic's huge reserves or 
the standards of its civil service. Obser- 
vers agree that the job is tailor-made for 
Lee Kuan Yew to continue to guide Sin- 
gapore after he stands down as prime 
minister. 

A government white pepe proposes 
that the new president will be elected 
for six years instead of the current four- 
year appointment. An “impartial body” 
of three or five people, presumably ap- 
pointed by the government, would 
select candidates to stand for election as 
president and vice-president. The presi- 
dent must have ministerial or high 
executive experience, and “moral au- 
thority” reinforced by popular elec- 
tion. 

The vice-president, unlike the presi- 
dent, can still be a minister or an MP. 
Implicit in the white paper — but not 
spelt out — is that only one candidate 
will be presented to the electorate for 
each post. 

The president will have powers to 
block any attempt by the government to 
squander reserves it has not accumu- 
lated, and to approve key members of 
the public service. However, while he 
will be allowed to attend, address and 
communicate with parliament, he will 
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not be allowed to initiate policies or 
make executive decisions. 

Introducing the white paper, First 
Deputy Prime Minister Goh Chok Tong 
said the new system would serve to pro- 
tect ee pes reserves and assets, 
commonly valued at $S$30 billion 
(US$14.7 billion) and preserve the in- 
tegrity of the public service. These were 
“two key assets we cannot afford to 
have eroded.” But Goh pointed out that 
the government would continue to be 
run by the prime minister and cabinet, 
with a parliament with full legislating 
powers. 

The proposed constitutional change 
requires a two-thirds majority in parlia- 
ment, easily obtained by the ruling 
People’s Action Party (PAP), which has 
77 of the 79 seats. Made amid a period 
of heightened political activity in the 
run-up to a general election expected in 
either September or December, Goh's 
announcement led to wide speculation 
on one political scenario: that Goh 
would succeed Lee as prime minister, 
by agreement of the PAP “second gen- 
eration,” and that Lee would stand for 
the new presidential post. The only un- 
certainty is whether the presidential 
election will come before or after the 
general election. 

Lee’s fingerprints can be detected on 
the white paper. The prime minister 
turns 65 on 16 September, a time when 
he has said he should consider retiring 
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teem) enjoyed by Prem. As a result, he 
is likely to encounter difficulties in con- 
trolling anticipated inter-party rivalry 
and in achieving the type of consensus in 
decision-making that was the hallmark 
of the Prem administration. 

Those who have worked with him 
say Chatichai is particularly effective 
when using unorthodox means of crisis 
management. He played a key role in 
resolving a crisis in the early 1970s, 
when Arab terrorists stormed the Israeli 
Embassy in Bangkok and seized a 
number of hostages. His colleagues, 
however, also warn that he has a poten- 
tially alarming tendency to tackle prob- 
lems by resorting to over-simplistic solu- 
tions. 

During pre-election campaigning, 
Chatichai was accused of siding with 
rightwing movements in advocating a 
tough crackdown on student dem- 
onstrators before the bloody coup in 


after 29 years in power. It is also a time 

when previously ineffectual opposition 
forces appear set to mount a greater 
challenge to his PAP government, al- 
beit without much hope of winning 
many seats in the next election. 

Political analysts believe Lee has a 
longterm concern to prevent what he 
would view as an irresponsible govern- 
ment spending from the reserves to pro- 
vide political largesse to keep itself in 
power, and tampering with the public- 
service hierarchy. However, the move 
also displays a singular lack of faith in 
any generation other than his own. 

The white paper said the present 
constitution contained no checks 
against profligacy. “Any government, 
even a temporary coalition which comes 
into power by a majority of only one 
seat in parliament, has complete legal 
access to all the levers of power and de- 

ision-making,” it said. "It can do any- 

ing it wishes to the financial assets and 
reserves. It can also change any ap- 
pointment in the civil service i 
Overnight, everything can be dis- 
mantled." 

The presidential veto would cover 
the spending or commitment of all as- 
sets and reserves which the current gov- 
ernment itself has not accumulated. 
This includes: disposal of government 
assets and reserves (including prop- 
erty); the spending of reserves and for- 
eign-exchange assets managed by the 
Monetary Authority of Singapore, the 
Government of Singapore Investment 
Corp., the Currency Board; disposal of 
the assets and surpluses of statutory 
boards covering ports, aviation, utilities 
and so on; the capital assets and 
surpluses of government companies 
such as Temasek Holdings, and “ex- 
traordinary" measures to raise loans lo- 
cally or abroad by pledging the credit of 
Singapore. 

All public officials will be under a 
legal obligation to inform the president 














October 1976 — an allegation that he 
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has denied. 

Married with two children, 
Chatichai was an outstanding cavalry 
officer during his early career, having 
served in Indochina in 1940-41, and was 
part of the first Thai expeditionary force 
to Korea in 1950-52. His army service 
abruptly ended in 1958, when the then 
Pibulsongkram regime, of which his 
father, Pin Choonhavan, was deputy 

rime minister, was toppled by Sarit 
hanarat in a military coup. 

Viewed with suspicion by Sarit at the 
time, he was sent overseas for the fol- 
lowing 15 years on various ambassado- 
rial postings that took him to Argentina 
and several European countries. The 
diplomatic life apparently suited him 
fine. Chatichai once told an inter- 
viewer: "Six years in Argentina was like 
[living in] paradise. No guests, no visit- 
ors, no trade, no students. Only a few 


whenever assets or reserves are used or 
pledged. 

The president is thus given sweeping 
powers to intervene in virtually every 
corner of government finance. This and 
the distinction between the assets built 
by past and current governments would 
seem to pose numerous demands on 
government accountants and 
perhaps tempt governments into some 
juggling of the figures. 

The public appointments which 
would be subject to the president's ap- 
proval include: the chief justice and Su- 
preme Court judges; the attorney-gen- 
eral; the chairman and members of the 
Presidential Council for Minority 
Rights; the Public Service Commission; 
the Armed Forces Commission, and 
members of public financial and invest- 
ment boards. 

Overall, the new president is por- 
trayed as Singapore's lofty guardian 
against any irresponsible whims on the 
part of a future government, as the cur- 
rent political leadership sees it. His 
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friends visit us. I played polo every 


day, then went to cocktail parties before 


going home at six or seven in the morn- 
ing... | 

He was recalled to Bangkok in 1973 
to serve as deputy foreign minister. Ex- 
cept for interruptions during the late 
1970s and mid-1980s, he has held senior 
government posts ever since. He was re- 
sponsible for the foreign affairs 
and industry portfolios before assum- 
ing the deputy premiership under 
Prem. 

Like Foreign Minister Siddhi Savet- 
sila, Chatichai is well respected in the 
Sino-Thai community. In 1975, as for- 
eign minister, he accompanied then 

rme minister Kukrit Pramoj to Pe- 
ing to normalise Thai-Chinese dip- 
lomatic relations. He has been presi- 
dent of the Thai-Chinese Friendship 
Association since 1978. 

— Paisal Sricharatchanya 


blocking powers are considerable. In 
the event of a continuing deadlock be- 
tween the president and the govern- 
ment, the proposed system has no easy | 
mechanism for the president to beover- | 
ridden. 

On financial matters, the president 
will have to listen to the “moderating” 
advice of a presidential commission for 
the protection of reserves, but is not 
bound to follow it. The president is re- 
movable, by a three-quarters majority 
vote of parliament, only on grounds of 
mental incompetence, certain crimes, 
or "moral turpitude." The government 
can make a "political issue" of a refusal, 
wait out the president's six-year term or 
amend the constitution to curtail the 
president's powers (but the new presi- 
dential system will be entrenched so 
that changes require a two-thirds major- 
ity both in parliament and a referen- 
dum). But if Lee becomes president, 
and the PAP is still in power, it is dif- 
ficult to conceive of a prime minister 
standing up to him. 


, Ko 
VON VA ma; © l 
WM ad PLKTONIC [Sg 
CREPORUC/ say 








ite 








Taking up the gauntlet 


Seow plans to run as opposition election candidate 


By Rodney Tasker in Singapore 


ormer  solicitor-general Francis 

Seow, peas i freed after 72 days' 
detention for allegedly collaborating 
with US diplomats, says he plans to run 
in Singapore's next general election, 
which could be held as soon as next 
month. He appears to have changed his 
mind about running as an independent, 
or forming his own party, opting instead 
to join an existing opposition party to 
take on the might of Prime Minister Lee 
Kuan Yew's ruling People's Action 
Party (PAP). 

The 59-year-old lawyer spoke of his 
plans to the REVIEW on 1 August, the 
day of his return to Singapore from a 
break in Malaysia, 16 days after his re- 
lease from detention under the Internal 
Security Act (ISA). In the interview, he 
described in detail his interrogation by 
the Internal Security Department (ISD) 
— the first 15 hours of which were "the 
most unpleasant experience in my life" 
— and his dealings with US State De- 
partment officials. 

Before his release or, technically, 
suspension of detention on condition 
that he did not meet or communicate 
with foreign diplomats or representa- 
tives of foreign governments, the gov- 
ernment had said it would free Seow be- 
fore the next election. “Now there's an 
invitation [from the government] which 
I think it would be extremely churlish on 
my part not to accept," Seow said drily. 
"Since he [Lee] has released me, I don't 
want to disappoint him." He said he 
would love to run against Home Affairs 
Minister S. Jayakumar in his consti- 
tuency. 

Seow prefaced his account of his de- 
tention by saying that “by and large, I 
think I was treated rather well — after 
the first three days." But it was during 
these first three days that he was forced 
to undergo the first of many interroga- 
tion sessions, standing barefooted for 15 
hours, in light prison clothing under a 
blast of cold air-conditioned air, while 
his ISD interrogators wore warm cloth- 
ing, in a darkened, sound-proofed room 
facing a battery of powerful spotlights 
and a barrage of abuse and obscenities, 
according to his story. His watch and 
spectacles were removed. 

There was no physical torture, but 
twice ISD interrogators made as if to 
slap him hard, stopping their hands 
inches from his face. Seow has long had a 
heart condition, and was given a brief 
medical check-up before the first inter- 
rogation session at Whitley Detention 
Centre. After this, he was checked 
again, and the doctor, according to 
Seow, "seemed alarmed" when he 
examined his heart. After another brief 
interrogation session, in which casual 
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remarks were thrown at him about his 
possibly dying in the centre — he had al- 
ready been told there was evidence 
against him to keep him there for two 
years or more — he was taken to hospi- 
tal. 

After an initial check-up, he was 
examined by two heart specialists and a 
consultant, and finally by a professor of 
cardiology from Singapore University, 
a friend of his, who gave him tablets to 
slow down his heart. He was taken back 
to the detention centre where he re- 
mained for another 71 days in solitary 
confinement with daily, less harsh inter- 
rogation sessions. 

During the the early interrogation 
sessions, Seow came to realise that the 
main themes of the tough questioning 
were: why he was interested in politics; 
where the money was 
coming from to enter 

olitics, and whether 
e was collaborating 
with the Americans in 
a plot to bolster the op- 
position with lawyers 
and professionals run- 
ning against the PAP. 
n the first score, 
having established that 
he was not a Marxist, 
Seow confirmed that 
he was interested in 
politics, and why not? 
On the second, he de- 
nied receiving any 
money from the US 
Government, and the 
government later ad- 
mitted there was no 
evidence to suggest this — having 
checked his dwindling accounts from a 
law practice he has had to neglect be- 
cause of his run-in with the authorities. 
And on the last, Seow told his inter- 
rogators that he had discussed politics, 
among other things, with the Americans 
but that he had not been encouraged to 
become an active politician, and he vehe- 
mently denied that he had sought an 
assurance that he would be granted 
asylum if necessary. 


Dun the first interrogation ses- 
sion, Seow was asked rhetorically if 
he thought he was a substantial enough 
figure to take on Singapore’s “second- 
echelon” leaders. "[Prime Minister] 
Lee is going to stand, and we are here to 
neutralise you," Seow quoted one of his 
interrogators as saying. At another 
time: “You think you want to become 
prime minister, and you are going to dis- 
sipate all our [financial] reserves?" 
According to Seow, the inter- 
rogators told him during the first session 
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Seow: tough questions. 


that it was a kangaroo court “and we 
make the rules.” One interrogator 
shouted: “You have fixed people up, 
and now we are fixing you.” As Seow 
described it, he had nothing to hide, and 
as the interrogators did not seem in- 
terested in his replies he eventually kept 
silent. The anger building up inside him 
kept him going, he said. 

Seow was asked about his two-year 
relationship with Mason Hendrickson, 
a former US diplomat in Singapore. “In 
fact, Hank [Hendrickson] and I dis- 
cussed politics — we talked about 
everything.” Eventually, when Seow de- 
clined to write his own statement, the 
ISD officials wrote it for him, changing 
it numerous times after consulting him. 
As a result of this statement, the gov- 
ernment asked the US Government 
to remove Hendrickson from Singa- 
pore. 

The ISD also asked Seow about 
three other US State Department offi 
cials: David Lambertson, deputy asi 
tant secretary of state for East Asia and 
the Pacific; Joseph Snyder, former 
head of the depart- 
ment’s Singapore, In- 
donesia, Malaysia and 
Brunei desk, and 
his successor, Colin 
Helmer. Seow denied, 
and still denies, know- 
ing Lambertson or 
meeting him when he 
visited Singapore in 
April. At that time, 
Seow says Lambertson 
did see his lawyer 
friend, Patrick Seong 
(also detained under 
the ISA), but he, 
Seow, was away from 
NE Sce at the time. 

eow said he had 
met Snyder in Singa- 
pore in Novemb 
1986, and later the same month wh 
they had lunch in Washington. While 
the ISD interrogators accused him of 
making a special trip to Washington to 
discuss politics and an asylum con- 
tingency plan, Seow said he was in the 
US to see his Malaysian fiancée, 
businesswoman Mei Siah Mooi Guat, 
who was studying in New York, and that 
he had merely made a social call on 
Snyder. At that time, Snyder had intro- 
duced him to his successor, Helmer. 

Seow told the REVIEW he had earlier 
been asked by Chiam See Tong, Singa- 
pore's lone opposition MP and ador of 
the Singapore Democratic Party, and 
J. B. Jeyaretnam, the Workers' Party 
chief, to join their parties. Feeling that 
there was little time to prepare a cam- 
paign as an independent, and that many 
of those professionals who had once 
been keen to join him in a new party 
were now "scared," he said he would 
talk to Chiam and Jeyaretnam about 
joining one of their parties to run in the 
election. u 
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^N s x | “puth Atrica’s s progress eri the road to. 


t, accommodation of the power aspira- 


tions of its various groups has been de- 
layed by a succession of obstacles in the past 
year, some created by South Africans them- 
selves. As those committed to change by 
revolution see the prospect or success re- 
cede they redouble their efforts and the 
authorities, equally predictably, feel 
obliged to respond - with cross-border 
raids, further restrictions on political activ- 
ity, and assaults on the freedom of the 
Press. These actions, in turn, exacerbate 
foreign antipathy, to the point where some 


"cans, and must. continue to be. lest’ ihe. 


sweeping powers conferred by the emerg- 


ency further erode Pretoria’s commitment 


to reform. 








Indirect political leverage 
of black people is growing in 
proportion to their increasing 
economic clout. 








cess of urbanisation, and the squatter's 


shack as an initial form of housing needing 
upgrading in due course, not demolition. 

Mining and industrial interests, while 
rightly urging the authorities to take more 
forthright steps to end apartheid, could and 
should spend more time putting their own 
houses in order. A crucial on-going task is to 
creáte and develop non-racial organisations, 
manned by well-educated, trained and com- 
petent staff. 

Much has been said about the power 
of business to influence and assist the process 
of change in South Africa, and though at 


@@The responsibility for ensuring South Africa’s future 
peace and prosperity, and the contribution that could make to 
the welfare of southern Africa, rests not simply in Pretoria 
but with all power groups represented in the Republic.& & 


no longer want the process of change by 
reform to succeed. There are, no doubt, 


many South Africans who for a variety of. 


reasons, including exasperation and frus- 
tration, share that view, though I believe 
that a far greater number reject the revolu- 
tion that would be the ultimate consequ- 
ence of failure. | 





Reform cannot be — — 
successful unless supported. 
by: an expanding kostet 3 





In South Africa it is common cause 


that reform, particularly during the tran- 


sitional period between one socio-political. 


: structure and the next, cannot be success- 


ful unless supported by an expanding eco- 


nomy. Many politicians overseas attempt 
to force the rate of change through sanc- 
tions and disinvestment. They choose to 
ignore the reality that the result of their 
activities to date has been to set back the 
reform and impoverish the people they are 
intended to help. They assume that the 
black population of South Africa is incap- 
able of looking after its own interests, and 
that others therefore have the right to de- 
cide what is best for them and to prescribe 
it. They fail or do not want to understand 
that South African socio-political dynamics 
are already working powerfully on the side 
of black people. 

How to find a better balance be- 
tween freedom and responsibility is still a 
matter of lively debate among South Afri- 


Anglo, 





. sector, 


*« ne of the most effective means of 
accelerating growth is through de- 
regulation, and that process thank- 


fully is under way. In the field of transport 
the black taxi industry has grown spectacu- 
larly and made a remarkable contribution 
to the economy, over and above its success 
in providing a convenient, efficient and 
economical service to hundreds of 
thousands of black commuters. In terms of 
capital at cost, value of sales and numbers 
employed, this is well in excess of a a mega- 
mine such as Vaal Reefs. More central 
business. districts are being opened to 
people. Of. all races and black business is 


f increasingly diversifying into the services 
financed partly by surplus cash .- 


from the taxi industry. 


The next major advance in deregula- 


tion seems certain to be in housing. That 
could be of even more significance than 
transport in the creation of jobs and satis- 
faction of basic consumer needs. Through 
the efforts of the central and local author- 
ities, the Urban Foundation and its hous- 
ing utility companies, other housing trusts, 


' builders of all races, community groups 


and individuals, there is at last some pros- 
pect of alleviating the shortage of housing 
for people of colour. 

Study of the bilis dealing with Group 
Areas and squatting reveals much that 
appears to be retrogressive, although the 
opportunity to create non-racial areas is 
greatly to be welcomed. Squatting should be 
seen as the first stage in the necessary pro- 


times exaggerated, the opportunity is there 
in a very real sense for those who wish to 
grasp it. Anglo American has never seen any 
conflict between its fiduciary duty and its 
responsibility to work for a more fair and just 
society. The work of The Anglo American 
and De Beers Chairman's Fund in support- 
ing a wide variety of projects, particularly in 
non-racial education, goes back many years 
and has had, we believe, a small but signi- 
ficant impact on change. 

There is a difference between our tra- 
ditional social responsibilities and our con- 
cern for the emancipation of South African 
society from a legacy of racial thinking as 
inimical to human happiness as it is to the 
proper marshalling and use of our resources. 





. Much work is being done 
to develop a greater degree of 
common purpose among all 
employees. 








he successful introduction. of the 
| group employee shareholder scheme 
is a concrete step in this direction. So 
far 114,485 of our people have joined the 
scheme in its first year, representing 64.4 per 
cent of the eligible workforce which is very 
encouraging. Our objective is not only to 
broaden the ownership of Anglo American, 
it is to enable people who mostly have not 
had the opportunity to accumulate even 
modest wealth. in the past, to obtain a tangi- 
ble stake in the free enterprise system, and 
through that in the prosperity and progress of 
the country, 
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SOUTH KOREA 


Making justice blind 


South Korea’s judges sign a declaration of independence 


By Mark Clifford in Seoul 


outh Korea’s judges have been bit- 

ten by the democracy bug. In the 
first collective protest action by judges 
in post-war history, about a third of the 
country’s judges have successfully op- 
posed President Roh Tae Woo's reap- 
pointment of politically tainted Su- 
preme Court Chief Justice Kim Yong 
Chul, who was originally virt by 
former president Chun Doo Hwan. 

In their extraordinary statement is- 
sued in mid-June, more than 300 judges, 
most of them junior members of the 
bench, demanded judicial indepen- 
dence and a restructuring of the court. 
The judges said the country's judiciary 
faced a "crisis, because it has done little 
to reform itself, despite high popular ex- 

ectations for democracy." 

e judges added that the 
public mistrusted the judicial 
system because of the 
"numerous direct and indirect 
restrictions on us which were 
spawned from the abnormal 
political situation of the past.” 

The release of the judges' 
statement, which had been 
kept secret, sent shock waves 
through the country's court- 
rooms. The target of the cam- 
paign, Kim Yong Chul, re- 
signed two days later. The 
other 12 Supreme Court jus- 
tices subsequently stepped 
down, though four were reap- 
pointed by Roh. 

The judges' action stunned 
Roh’s Democratic Justice 
Party (DJP), with its national 
assembly floor leader Kim 
Yoon Whan grumbling to local 
reporters that “the nation is in 
a mess." The damage to the DJP did not 
stop with Kim Yong Chul’s resignation. 
Roh then tried to push through another 
politically tainted nominee as chief jus- 
tice, Chung Ki Seung, which goaded the 
opposition. The leaders of the two main 
opposition groups in the assembly, Kim 
Young Sam of the Reunification Demo- 
cratic Party (RDP) and Kim Dae Jung 
of the Party for Peace and Democracy 
(PPD), looked on Chung’s nomination 
as a test of strength and mounted an all- 
out campaign to stop it. 

“He was the worst choice Roh could 
have made,” one RDP policymaker 
said. Opposition politicians complained 
that Chung had a record of partisan de- 
cisions stretching back to 1972, when he 
was the presiding judge for the first trial 
of students on sedition charges. More 
recently, the Y goin, claimed that as 
chief judge of the Seoul Criminal Court, 
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Kim Yong Chul; Lee: a wigging for Roh. 


where most political cases are heard, 
Chung instructed judges to give harsh 
penalties to students. 

As the judicial-reform movement 
gathered steam, trainees at the nation's 
elite Judicial Training Institute opposed 
Chung's nomination in another unpre- 
cedented protest. In the end, Chung 
was narrowly rejected by the opposi- 
tion-controlled national assembly on 2 
July, the first time a Supreme Court 
nominee has been rejected. His defeat 
came after members of the New Demo- 
cratic Republican Party, a conservative 
opposition group, joined the RDP and 
the PPD in opposing the nomination. 

After the vote to reject Chung, Kim 
Young Sam crowed that the assembly 





had taught Roh a lesson. If so, Roh 
learned it well. His DJP lined up opposi- 
tion support before nominating Lee Il 
Kyu, a 68-year-old retired Supreme 
Court justice who was overwhelmingly 
confirmed by the assembly. 

Lee won kudos in recent years from 
the opposition for being one of the few 
judges to overturn lower-court rulings 
in political cases. In 1983, he reversed 
the conviction of a suspected spy by rul- 
ing that his confession, which was made 
during a coercive interrogation, was in- 
valid. It was one of only a handful of 
cases during Chun's Fifth Republic in 
which the judiciary confronted rampant 
police abuse of suspects and ruled 
against the government. 

In another stg gg n for judi- 
cial independence, the National Sec- 
urity Planning Agency (formerly the 
KCIA) removed its agents from the 
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chambers of the Seoul Criminal Court 
and the Supreme Court earlier this year. 
Moreover, judges are no longer as- 
signed to "liaison" duty at the presiden- 
tial Blue House. And prosecutors, who 
until recently sat up in the front of the 
courtroom next to judges, looking down 
on defendants, now sit facing the bench 
with defence attorneys and their clients. 

Moreover, the judiciary in general is 
pnts to take advantage of the more 
iberal political climate and assert its in- 
dependence. South Korea’s judges are 
among the best products of one of the 
toughest educational systems in the 
world. Most are graduates of Seoul Na- 
tional University’s law school, the na- 
tion’s most prestigious faculty. After 
completing university studies, they must 
sit for a gruelling and highly competitive 
civil service exam, which scarcely more 
than two of every 100 pass. 

Those who do pass enter the Judicial 
Training Institute, a two-year prograr 
me which all aspiring prosecutor 
judges and attorneys must attend. It is a 
tiny elite, comprising only 940 judges, 
668 prosecutors and 1,593 
practising attorneys in a coun- 
try of 42 million people. Since 
1949, the institute has gra- 
duated only 3,692 people. 

The x tnn. in the nation- 
al assembly could lead to the 
courts emerging as a powerful 
check to the government's 
executive branch. South 
Korea’s new constitution for 
the first time gives the assem- 
bly, rather than the president, 
the right to ratify all 13 Su- 
preme Court justices. It also 
provides that Supreme Court 
nominees be selected by an 
outside board that includes as- 
sembly and Justice Ministry 
representatives. 

The constitution approval 
last year also promises mo 
judicial independence. A new 
constitutional court, which 
will have the power to over- 
turn laws it rules unconstitutional, is po- 
tentially a significant check on the 
executive and the national assembly. 
However, a similar institution, the Con- 
stitutional Committee, managed to plod 
along between 1972 and 1987 without 
ever finding any laws unconstitutional, 
so the support of the assembly and pub- 
lic opinion will be critical if the judiciary 
is to assume a more forceful role. 

“No one knows how wide the con- 
stitutional court’s jurisdiction will be,” a 
Seoul judge said. “There is a serious de- 
bate going on now. Attorneys, the poli- 
tical opposition and law professors 
would like to see the court take a wide 
role, while the ruling party and judges 
want the constitutional court to play a 
very narrow role," he explained. 

Certainly, the courts will find them- 
selves tested on their independence. 
Many political dissidents who were sen- 
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tenced during the administrations of 
Chun and the Tate president Park Chung 
Hee plan to ask for their cases to be 
overturned. 

But two trials, one under way and 
one just completed, may do more to 
convince the public that change is afoot 
than anything else. In Inchon, the port 
city near Seoul, a former policeman was 
sentenced in mid-July to five years in 
prison for sexually abusing a woman de- 
tained on political charges. Although la- 
bour organiser Kwon In Suk’s claims 
had initially been dismissed by the court 
after her arrest in 1986, a special investi- 
gation begun after the start of last year’s 
democratic reforms resulted in the in- 
dictment and conviction of policeman 
Mun Kwi Dong. 

But the spectacle of Chun Kyung 
Hwan, younger brother of the former 
president, in handcuffs has been the 
most telling. Chun’s trial on corruption 

irges, which began on 18 July, has dem- 
. strated to South Koreans that even 
those close to the president may not be 
immune from the law. 


However public attitudes also 
showed that notions such as pre- 
sumption of innocence may not be 
deeply instilled. Spectators at his arrest 
pummelled Chun as he stood in hand- 
cuffs. They felt he had not shown 
enough shame and repentance — con- 
cepts that are central to South Korean 
views of punishment and the law — be- 
cause he maintained his innocence rather 
than confessing to his purported crimes. 

Criminals who do show repentance 
are regularly freed in amnesties. So far 
this year, two large amnesties have 
celebrated Roh’s inauguration and 
Buddha’s birthday, and several smaller 
ones have showcased the beneficence of 
the state in forgiving criminals. 

Conversely, government officials 

tify the continued detention of some 

litical prisoners on the grounds that 
they “have not shown sincere repen- 
tance.” Top law students blacklisted in 
1980 for their role in student demonstra- 
tions were not allowed to enter the Judi- 
cial Training Institute without thorough 
security checks and a show of repen- 
tance, 

Even so, there is a sense that South 
Korea has passed a watershed, and the 
vicious cycle of judicial subservience has 
been broken, thanks to the opposition- 
dominated national assembly and a 
more vocal press. 

“In the past, judges who resisted the 
influence of the executive would be sent 
from Seoul to a small town,” a Seoul 
judge said. “Some judges resisted but it 
was in vain, like standing against a 
flood. The press was weak, so judges 
who resigned in protest did not have the 
power of public opinion to support 
them. Judges have no power to support 
themselves. They need public opinion, 
the pressure of the whole society, to 
support an independent judiciary.” gg 
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The opening 
Beijing's other Tend 


The dragon Empress 
considered the doors 
of her many palaces 
their most important 
feature. They enclosed 
the luxury, comfort 
and privacy reserved 
for herself and her 
chosen guests. 

The doors of 
The Palace Hotel were 
created in another age 
but in the same 
tradition of old, the 
comforts, service and 
hospitality on which 
they open would seem 
familiar to 
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offer a full range of 
accommodations from 
de luxe rooms to The 
Palace Club Executive 
Floors, Duplex, 
Wangfujing and 
Presidential suites. 

The dining choice is 
equally tempting, 
French cuisine at 
Champagne Room, 
Roma Ristorante 
Italiano, Bierstube, 
Palm Court Coffee 
House, Ginza 
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of 
ary Palace. 


Japanese Restaurant 
and the Sichuan and 
Guangzhou Gardens. 
For private 
entertainment, The 
Palace Ballroom and 
other function rooms 
are also available with 
a choice of menus to 
suit the occasion. 
Located just a short 
walk away from the 
other Palace, 
The Palace Hotel at 
Wangfujing is at the 
very heart of Beijing. 
And within its 
doors a warm 
welcome and 
impeccable 
service await 


THE PALACE HOTEL 


Wangfujing, Beijing 


Managed by Manila Hotel International 


For reservations: BEIJING — until 8/31/88 Tel. 500-5333, 500-5202, Fax 500-5651, Telex 210370 KGBJ CN. 


From 9/1/88 Tel. 512-8899, Fax 512-9050, Telex 222696 PALBJ CN, Cable PALACE HOTEL BJ, Correspondence 


WANGFUJING, BEIJING. 


U.S.A. — China Express Tel. (800)227 -5663, (415) 397-8811, Telex 340223 CC China 
Asia — The Manila Hotel Hong Kong Sales Office Tel. (5) 253262, (5) 254012 
The Manila Hote! Tei. (632) 47-0011, Telex 40537 MHOTEL PM, Cable, MANILHOTEL, Fax (632) 47-1124 
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HONGKONG 


Basic problems of law 


The territory’s draft mini-constitution is attacked in parliament 


By Emily Lau in Hongkong 


pe flaws in Hongkong's 
draft Basic Law have been highlight- 
ed by a leading British constitutional 
lawyer, members of the British Parlia- 
ment, the human-rights organisation 
Amnesty International and the terri- 
tory's Governor Sir David Wilson. The 
Basic Law will serve as a mini-constitu- 
tion for Hongkong when the territory 
becomes a special administrative region 
(SAR) of China in 1997. 

The House of Commons held a five- 
hour debate on Hongkong on 15 July, 
during which only about 20 members 
from all parties voiced concern over 
draft provisions which they believe 
could undermine the rule of law and the 
"high degree of autonomy" promised 


The Houses of Parliament: political disquiet over Basic 


remarks were endorsed by three MPs. 

The thrust of Wade's argument was 
that from the general tenor of the joint 
declaration, the intention was that the 
SAR "is to enjoy genuine legal au- 
tonomy, with effective judicial protec- 
tion" — meaning the SAR should enjoy 
constitutional independence, secured 
by effective legal guarantees finally jus- 
ticiable in Hongkong. 

Wade ruled out “political au- 
tonomy" for the SAR, which would de- 
ems on a political undertaking by Pe- 

ing, convention and international 
good faith. He said political autonomy 
was "entirely insufficient" since it can 
only operate where there is an estab- 
lished political and legal framework 
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for the territory in the 1984 Sino-British 
Joint Declaration on Hongkong's fu- 
ture. The joint declaration promised, 
among other things, full legal, judicial 
and executive powers for the SAR. 
Three delegations representing the 
Hongkong Law Society, led by president 
Simon Ip, the Hongkong Bar Associa- 
tion and a group of professionals flew to 
London to lobby MPs, the Foreign Of- 
fice and the news media on the draft. 
On the Law Society's instructions, 
Cambridge University constitutional 
lawyer Sir William Wade, delivered a 
21-page opinion on the draft on the eve 
of the Commons debate. The opinion 
centred on what kind of autonomy the 
SAR should enjoy and identified seri- 
ous deficiencies in the SAR's legal and 
judicial systems as proposed in the draft 
— some of which allegedly contra- 
vene the joint declaration. Wade's 
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within which conventions can become 
established and operate reliably. Such 
circumstances are completely absent in 
the Hongkong-China situation, Wade 
said. 


choing concerns expressed by the 
Hongkong legal profession, Ward 
said it is "basically wrong" to allow the 
Chinese National People's Congress 
(NPC) standing committee, a political 
body, to decide whether future Hong- 
kong legislation conflicts with the Basic 
Law. Such power should be left to the 
Hongkong courts, he asserted. 
Wade also questioned a draft pro- 
pons giving power to interpret the Basic 
aw to the NPC standing committee. 
He said such power is absolutely vital 
and should be committed to a judicial, 
rather than a political body. Since the 
Chinese have not suggested that judicial 


bodies in China should be involved in 
Hongkong affairs, he said the power 
should reside in SAR courts. 

Wade said another of the draft's 
flaws lies in a proposal for the Chinese 
State Council to direct the SAR to 
promulgate Chinese laws "which give 
expression to national unity and territo- 
rial integrity." He said the meaning of 
this phrase "is far from precise, and 
there is a danger that it might be 
stretched so as to cover wide areas of 
political legislation." 

He criticised what he called the 
"startling proposition" that SAR courts 
should have no jurisdiction over “cases 
relating to the executive acts of the cen- 
tral people's government" as "funda- 
mentally objectionable." He deduced 
the intention of the Chinese drafters 
was to exempt all political and admini- 
strative acts of the central government. 
The effect is that the central govern- 
ment would be “placed above the | 
and can do whatever it likes." 

Hongkong's present rule of law 
under the British system would cease to 
operate, he warned, adding that this 
would flatly contradict an assurance in 
the joint declaration that “the laws cur- 
rently in force in Hongkong shall re- 
main basically unchanged," and that 
"every person shall have the right to 
challenge the actions of the executive in 
the courts." 

Wade said in his opinion: "It is natu- 
ral for a Chinese lawyer to suppose that 
there can be no legal remedies against 
the state, and that the courts of Hong- 
kong should no more have power to 
question acts of the Chinese Govern- 
ment than have the courts in mainland 
China." 

To resolve disputes arising out of the 
division of powers and responsibilities 
between the SAR and the central gov- 
ernment, Wade said a possibility would 
be to set up a constitutional court .- 
three British and three Chinese jud 
and a president from a third country. He 
said a similar court exists in France and 
has existed in Cyprus. 

Wade also pointed to fundamental 
conflicts between the draft Basic Law 
and the Chinese Constitution: "The 
whole concept of ‘one country-two sys- 
tems' is irreconcilable with Article 1 of 
the Chinese Constitution, enshrining 
the socialist system." Article 5, Wade 
said, provides expressly that no laws or 
administrative or local rules may con- 
travene the constitution. The solution, 
Wade proposed, is for China to amend 
the constitution when it enacts the Basic 
Law. 

During the Commons debate, MPs 
expressed concern about the problem of 
the brain drain and repeatedly iden- 
tified articles 16, 17, 18, 38, 169, 171, 
172 and Annex III of the draft Basic 
Law as problem areas which they hoped 
the Chinese Government would amend 
when they prepare a second draft early 
next year. 
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These articles relate to issues raised | 


by Wade, the question of protecting 
human rights and the method to be used 
in forming the first SAR government. 
Parliamentary Under-Secretary of State 
Tim Eggar said the British Government 
had stressed that the first draft of the 
Basic Law “must be amended to take 
account of genuine anxieties.” 

Speaking in London on 20 July on 
the section in the draft Basic Law deal- 
ing with the economy, Wilson said the 
drafters had gone "beyond the joint dec- 
laration and lay down policy guidelines, 
such as a low tax policy and balanced 
budget." He warned that such provi- 
sions would limit the flexibility of the 
SAR povernment and restrict its au- 
tonomy. 

In July, Amnesty International sent 
an 1&8-page memorandum to the Basic 
Law Drafting Committee expressing 
concern that the draft Basic Law was 

riously flawed and would not 


.. quately protect basic human rights 
after 1997." On 25 July, Amnesty sent 
its deputy secretary-general, Larry Cox, 








SOUTH CHINA MORNING POST 


in 


L led delegation. 


and US law professor David Weissbrodt 
to Hongkong to explain its reserva- 
tions. 

Amnesty is concerned that a number 
of key human-rights concerns have been 
omitted from the draft Basic Law, such 
as the right to life, the right to a fair trial, 


protection against torture and other | 


cruel, inhuman or degrading treatment 
or punishment, and safeguards against 
detention of prisoners of conscience. 

Article 39 of the draft Basic Law 
proposes that the rights and freedoms of 
Hongkong residents can be restricted 
“for the maintenance of national sec- 
urity, public order, public safety, public 
health, public morals and for the 
safeguarding of the rights and freedoms 
of other persons.” 

Amnesty said the Basic Law should 
not include a limitations clause of such a 
general nature which could be used to 














| 











undermine all other human rights. It ar- 
gued that while some rights require limi- 
tations, such constraints must be care- 
fully focused on the specific rights in- 
volved. Some fundamental rights, such 
as the right to be free from torture, arbi- 
trary deprivation of life and racial in- 
equality, and the right to freedom of 
thought, conscience and religion cannot 
be limited at any time. 

In the joint declaration, it is stated 
that “the provisions of the International 
Covenant on Civil and Political Rights 
and the International Covenant on Eco- 
nomic, Social and Cultural Rights as 
applied to Hongkong shall remain in 
force." Hongkong's Legal Department 
confirmed that the two covenants do not 
have the force of law in Hongkong at the 
moment. 

Nevertheless, Britain is subject to 
scrutiny by the UN Human Rights Com- 
mittee. In 1977, Britain submitted a re- 
port on human rights in the territory to 
the committee on behalf of Hongkong 
and its other dependent territories. It 
has recently submitted another report 
but the content is not known. However, 
such reporting is only required of states 
which are party to the covenant. 


hm China is not a signatory to the 
two covenants, Amnesty is con- 
cerned that the means the UN has of 
monitoring implementation of the two 
covenants will not bé available after 
1997. To resolve the situation, Amnesty 
proposes that China could permit 
Hongkong to become à party in its own 
right to the two covenants, just as it is a 
party to the General Agreement on 
Tarifs and Trade — separate from Bri- 
tain. Alternatively, China might be- 
come à party. 

Amnesty also suggested that the fu- 
ture SAR ratify the optional protocol to 
the Internationl Covenant on Civil and 
Political Rights. This would enable the 
UN Human Rights Committee to con- 
sider communications from private indi- 
viduals who claim to be victims of 
human-rights violations. Amnesty also 
urged that the Basic Law include the 
two convenants by reference. 

The draft Basic Law was published in 
late April. Upon publication, a five- 
month-long consultation period began. 
A new draft, taking into account public 
opinion of the first draft, will then be 
published at the beginning of 1989. 
Chen, after another period of consulta- 
tion, the final draft will be drawn up and 
promulgated in 1990, after approval by 
the NPC. 

Since publication of the first draft, 
Hongkong lawyers and concerned 
groups have spoken with one voice 
about their concerns on articles which 
they view as threatening to undermine 
the SAR's autonomy. Such views have 
been echoed by MPs, British lawyers 
and Amnesty. Whether this is enough to 
move Peking to make major alterations 
to the draft remains to be seen. [D 
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THE 5TH COLUMN Robert Orr 


Straightening out the world 
starts with the home first 


Fo years Japan has been criticised 
in Washington as a “free-rider” for 
failing to contribute enough to the re- 
gion’s defence. Now that it spends more 
than 1% of its GNP on defence and is 
deemed to be more or less pulling its 
weight in security, the debate has 
moved on to whether Japan should take 
on more international responsibility by 
increasing its foreign aid. 

By combining the percentage of 
GNP spent on defence with the equiva- 
lent disbursed on aid (0.31% of GNP 
last year), Japan’s share of the global 
security and aid burden is considerably 
less than that of Nato members. But 
within the past five years, Japan’s an- 
nual aid expenditure has in- 
creased from a little more than 
US$3 billion to US$7.45 billion 
in 1987, second only to the US. 

Much of this increase can be 
attributed to the appreciation 
of the yen, but the programme 
nonetheless experienced a 
healthy 13.5% yen-based in- 
crease from 1986 to 1987. And 
at the Toronto summit in 
June, Prime Minister No- 
boru Takeshita announced a 


new aid-expenditure target 
of about US$10 billion a 
year. 


The discussion of numbers, 
however, misses the point. 
With Tokyo continuing to in- 
crease allocations for aid, com- 

arisons with much smaller 


In addition, 12 other ministries give 
technical advice. There are two imple- 
menting agencies, the Overseas Eco- 
nomic Cooperation Fund (OECF), re- 
sponsible for concessional lending, and 
the Japan International Cooperation 
Agency (JICA), which is in charge of 
grants and technical assistance. This is 
not to mention a host of trading and en- 
gineering companies who operate as 
camp followers. 

Each ministry has its own approach. 
The Foreign Ministry has the most in- 
novative policies but it does not always 
get its way. Just before the Toronto 
summit, for instance, it could not over- 
come the Finance Ministry's objection 





uropean economies which 
spend a bigger portion of their GNPs on 
aid are patently absurd — especially 
in trying to estimate the overall im- 
pact aid funds have on developing coun- 
tries, 

More important are two basic ques- 
tions: can Japan disburse the money it 
has allocated for aid; and what global 
role in aid should Japan be playing? 

The tortuous bureaucratic decision- 
making that is characteristic of Japan 
sets it apart from the others in the 18- 
member Development Assistance 
Committee (DAC) of aid providers. It 
is marked by endless in-fig ting, which 
has intensified with the growth of the 
aid budget, and makes for a good deal of 
confusion. 

Officially, Japan’s Finance and For- 
eign ministries, plus its Ministry of In- 
ternational Trade and Industry and 
Economic Planning Agency, are in- 
volved in every decision regarding yen 
loans, which comprised 58% of dis- 
bursements in 1987 and are the back- 
bone of Japan’s aid system. 
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to committing Japan to spend 0.4% of 
its GNP on aid each year. 

In addition, there is a dearth of qual- 
ified Japanese who can implement aid 
plans. The OECF had 260 officials in 
Tokyo and about 35 overseas to operate 
a loan programme of US$3.03 billion in 
1987. JICA fares a little better and Ja- 
pance Embassy officials help out, too. 

ut the shortage is frequently acknow- 
ledged by Tokyo’s overworked bureau- 
crats, and it is not surprising that the pri- 
vate sector plays a significant role in the 
whole process. 

Another problem is that, though 
generally competent, there are very few 
aid officials who are true development 
specialists. The OECF has only recently 


Robert Orr is a former USAID official 
and US congressional staff member. 


He is currently assistant professor of 
political science at Temple Univer- 
sity’s Japan campus in Tokyo. 








said it intends to create an office of eco- 
nomic analysis which it hopes to staff, in 
art, with former officials of the World 
ank and the US Agency for Interna- 
tional Development (USAID). 

The complexities of decision-making 
and the lack of staff have helped create a 
sizeable build-up of undisbursed aid 
money. Admittedly, this is not the fault 
of Japan alone: projects often take sev- 
eral years to get off the ground and 
some recipients have difficulty absorb- 
ing large amounts of money because of 
their own administrative inefficiencies. 
Japan has begun to speed up the rate of 
disbursement by increasing broader, 
programme-related assistance and by 
funding local costs, but my view is that 
Japan’s own aid machinery is mainly at 
fault. 

There is plenty of room for impro 
ment in other aspects of foreign assis- 
ance. Takeshita signalled that Japan 
would improve the quality — 
as opposed to the quantity — 
of aid, notably by pledging 
US$1 billion in grants to 
the least-developed countries. 
Until now, the quality of Ja- 

anese aid has been one of the 
owest in the DAC, and even in 
1987 yen loans rose faster than 
either grants or technical as- 
sistance. 


For ministries are involved 
in making concessional 
loans, but grants are largely 
under the purview of the for- 
eign and finance ministries 
from a budgetary point of 
view. The greater the portion 
of grants in Japanese aid, the 
less influence other ministries 
will have in the program 
for bureaucratic institutions do n 
usually support p which will cut 
themselves out of the budget pie. 

All this makes it harder for Japanese 
aid to reach its targets. OECF officials 
already complain they are unable to 
identify worthwhile projects to support 
with loans. Government budgets force 
money to be spent within a set time, 
therefore, as the amounts grow so does 
the likelihood of selecting bad or cor- 
rupt pon like the yen-loan scandal, 
which came to light in 1986, involving 
the Philippines during the long ad- 
ministration of former president Fer- 
dinand Marcos. If confidence in the 
aid system is undermined, the public's 
support for foreign aid could begin to 
wane. 

It istime for the Japanese Parliament 
to demonstrate some leadership. Minis- 
tries oppose introducing a law to govern 
the aid pro ramme on the grounds that, 
as in the Us. it would give the legisla- 
ture unlimited leeway to shape aid pol- 
icy. But before Japan starts to spend 
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more money, the country’s aid structure 
must be reformed. It is important for 
Tokyo to consider the kind of aid pro- 
gramme it should have and what role Ja- 
panese official development assistance 
should play, given that Japan is on the 
verge of becoming the world’s largest 
provider of development assistance. 

First, Japan should establish a single 
aid agency, no easy task for a turf-con- 
scious bureaucracy. There was an at- 
tempt in 1974 to create an institution 
similar to USAID but that collapsed be- 
cause of infighting. The agency should 
combine both JICA and the OECF and 
be placed under the Foreign Ministry. 
The Finance Ministry could still play a 
central role. 

Its personnel should on the whole be 
aid careerists rather than people on loan 
from other departments, which is a 
recipe for further conflict. Better use 
could also be made of Japan’s Overseas 

operation Volunteers. These young 
people have often gained valuable ex- 
perience and language skills working in 
poorer countries. 

Japan also needs to improve its abil- 
ity to analyse the economic problems of 
developing countries and officials 


Before Japan starts to spend 
more money, the country's aid 
structure must be reformed. It is 
important for Tokyo to consider 


the kind of aid programme it 
should have and what role 
Japanese official development 
assistance should play. 





should do a better job evaluating pro- 
jects, not simply on à cost-benefit basis, 
ut also in terms of understanding the 
social impact of private and public capi- 
flows in the Third World. 

Japan also needs to tap the experi- 
ence in aid of other countries. A meet- 
ing in Hawaii in May between its aid 

lanners and USAID officials was a step 
in the right direction as they tried to bet- 
ter understand each other's aid pro- 
grammes and to find ways they could 
improve the coordination of their aid ef- 
forts in Asia. 

Tokyo needs time to come up with 
the sort of reforms mentioned earlier, 
and until then they could learn from the 
experience of USAID in developing 
countries. The US aid programme in 
Asia is shrinking and there are many 
worthwhile projects that Japan could 
continue to finance. 

Pressure from Washington often has 
a positive impact on policymaking in 
Japan. It might be wiser for the US to 
employ the same tactic it used on 
Japan's defence policy in the early 
1980s: identify a role for Japanese aid 
rather than simply issue demands for 
the country to spend more money on 
aid. 
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AFGHANISTAN 


Ring around Kabul 


The mujahideen step up attacks on the capital 


By Husain Haqqani in Islamabad 


M ujahideen guerillas have stepped up their attacks on communist forces in 
and around Kabul, forcing Soviet troops to play an increased role in the 
capital's defence. Radio Kabul is reporting growing rocket attacks on the city, 
confirming reports from Western diplomatic sources that the mujahideen are 
now operating within 15-20 km of Kabul. 

The Soviets, too, have acknowledged the validity of Western and Pakistani 
assessments that the Afghan army would be unable to ward off a mujahideen 
victory after the withdrawal of Soviet troops. The Soviet weekly magazine 
Ogonyok recently carried an article by Maj.-Gen. Kim Tsagolov, a former mili- 
tary adviser in Afghanistan, which described the ineffectiveness of the govern- 
ment of President Najibullah. Arguing that the Afghan army could not be relied 
upon to hold power, Tsagolov said: “Islamic fundamentalists could in all likeli- 
hood come out ahead." 

Recent pressure from resistance forces in the Kabul area has demonstrated 
the Kabul forces' dependence on the Soviet army. Soviet units, currently in the 
process of withdrawing under the recent Geneva agreement, are having to pro- 
vide crucial air and artillery backing for Afghan Govern- 
ment troops. Most retaliatory measures against recent 
mujahideen attacks around Kabul have come from Soviet 
rather than Afghan communist troops. 

In an apparent attempt to discredit the mujahideen, 
Radio Kabul has increased reporting of attacks on the 
capital, focusing mainly on civilian casualties. Resistance 
leaders say they are avoiding attacks on civilians and 
populated areas as a matter of policy, which is the main 
reason for delay in large-scale offensives on major towns. 

But in the course of anti-mujahideen propaganda over 
the well-coordinated rocket attacks, the Najibullah gov- 
ernment has confirmed the resistance's threatening mili- 
tary presence just outside the Kabul security perimeter. 
The 122-mm rockets being used by the mujahideen have a 
range of under 20 km. The Soviet newsagency Tass re- 
ported 124 rocket attacks on Afghanistan's capital dur- 
ing the first three weeks of July, while Western diplo- 
mats counted 150-170 attacks during the third week 
alone. 

Garrison towns in provinces adjacent to Kabul are 
being defended by Soviet troops after the Afghan army's 
failure to control them. The Soviets had originally withdrawn from most small 
garrisons, concentrating their troops in Kabul and the two other Soviet bases 
near Kandahar and Herat. 

Intense cover fire by Soviet artillery units saved the fall of Paghman town, 12 
km west of Kabul, where a 700-man Afghan communist garrison has been en- 
circled by 4,000 mujahideen. The Afghan army is now reinforcing its presence 
in Paghman, which has not been stormed by resistance fighters for fear of re- 
taliatory strikes against its civilian population. 

The resistance has closed down the Kabul-Paghman road, making the be- 
leaguered garrison dependent on supply by air at night. Western diplomats say 
the mujahideen have not had to induct troops from other areas to build pressure 
around Kabul. 

In fact, they have consolidated their control over the main southeastern 
highway between Ghazni and Kandahar and are now reported to be engaged in 
road and bridge repair work along the highway. The central Afghanistan town 
of Bamiyan, 96 km west of Kabul, has also been besieged in a tactic similar to 
that applied to Paghman. Resistance forces have also benefited from the Soviet 
decision to evacuate isolated garrisons. 

- Apart from reverting to Soviet help, the Najibullah government is trying des- 
perately to secure the support of tribal leaders in countering the military 
moves of the resistance. Kabul radio and TV have reported meetings between 
Najibullah and tribal elders from Paghman, Kargah and Shakardarah dis- 
tricts. During these meetings, Najibullah appealed for the elders' help against 
mujahideen operating in their districts. So far the tribal elders have not inter- 
vened on the government's behalf. 


Najibullah: appeal. 
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Witoelar; Sarwono: civilians break ranks. 





INDONESIA 


RODNEY TASKER 





Restless on civvy street 


Young politicians struggle away from the army shadow 


By Michael Vatikiotis in Jakarta 

ndonesia’s government-backed lot- 

tery is once again under fire in parlia- 
ment, only this time by members of the 
government party, Golkar. The criti- 
cism is part of an effort by younger 
politicians to raise their profile before 
the party's national congress in Oc- 
tober. Their aim: to secure for "civilian 
politicians" a larger role in the armed 
forces-dominated Golkar. 

The strength of the attack in late 
June on the lottery — which was set up 
to raise funds for sports events and so- 
cial-welfare activities — has taken poli- 
tical observers here by surprise. Several 
leading Golkar MPs said they had used 
the parliamentary recess to study the so- 
cial effects of the lottery. “We are react- 
ing to public dissatisfaction," a Golkar 
MP told the REVIEW. 

They urged the government to ban 
the sports tote, KSOB, and the national 
lottery, TSSB, which they allege tempt 
poorer people into gambling away their 
meagre wages. Wide coverage of the 
issue in the press has lent support to this 
view, with reports in normally conserva- 
tive newspapers, such as Kompas, de- 
scribing the deleterious effect of the lot- 
tery on rural people. 

Attacks on the state-run lottery are 
not new. This time last year, criticism 
from the Muslim lobby in parliament 
forced the government to launch an in- 
vestigation into the scheme, which sells 
tickets at between Rps 600-1,000 (35-60 
US cents) and offers a chance to win up 
to Rps 500 million. The investigation 
concluded last December that the lot- 
tery be continued, but under a different 
name. 

In defence of the scheme, Social Af- 





fairs Minister Haryati Soebadio pointed 
out that two-thirds of the revenue from 
the lottery is channelled to the pro- 
vinces — mostly to fund sports events 
and support social-welfare projects — 
though she admitted it was sometimes 
abused as a form of gambling. 

Few analysts expect Golkar to suc- 
ceed in persuading the government to 
scrap the lottery, which draws its man- 
agement from influential circles. In- 
deed, Golkar has already shifted from 
calling for an outright ban to urging im- 
provements in the management of the 
scheme. More important is the underly- 
ing issue. As one Golkar MP said: "In- 
donesian politics focuses on colourful 
side issues that appear to be of burning 
importance, but which are in reality ir- 
relevant." 


I t seems clear that behind the attack on 
the lotteries is an attempt to project 
Golkar as an advocate of clean govern- 
ment. For certain elements within the 

arty, this is central to the process of 
egitimising the status of the party as a 
political entity separate from the gov- 
ernment. In other words, what is really 
at issue is the future shape of Golkar. 

In the run-up to the national con- 
gress, there has sprung up, according to 
sources within Golkar, “a vigorous 
movement aimed at restructuring the 
relationship between the three main 
components of the party." Traditionally 
composed of members of the armed 
forces (Abri) and the bureaucracy's 
KORPRI organisation, the third ele- 
ment now emerging is a vociferous 
group of self-styled "civilian politi- 
cians." 


m 


“We are trying to evolve as a cohe- 
rent eem mn Indonesian politics,” said 
Mazurki Darusman, a leading Golkar 
politician. Most of the group were in- 
volved in student politics in the mid- 
1960s and supported the establishment 
of the New Order under President 
Suharto, who took over from the cor- 
rupt and chaotic administration of pre- 
sident Sukarno. They are highly edu- 
cated and generally do not have military 
backgrounds. Among the most promi- 
nent are the present Golkar secretary- 

eneral Sarwono Kusumaatmadja, who 
Is now a junior minister, and the man 
who may succeed him in the party post, 
Rachmat Witoelar. Both were educated 
in Bandung and have been thus labelled 
the “Bandung group.” 

Witoelar believes that Golkar is the 
best institutional platform on which to 
build a “political structure that is re- 
sponsive to the needs of the people.” 

olkar, he points out, is the largest pc 
tical pero. took 73% of the votes in |i 
April's elections and has the backing of 
the executive. Witoelar says what the 
group is trying to do fits in both with 
Suharto's support for regenerasi, or the 
process of handing over responsibility 
to the younger generation, and a desire 
for Golkar to become independent of 
"outside forces." 

If they are to succeed, however, they 
must persuade the traditional Golkar 
hierarchy, composed mostly of retired 
Abri officers, of the necessity for civi- 
lian politicians. Darusman says the Abri 
response has been positive so far. He ar- 
gues that Abri has already worked 
closely with civilian politicians and its 
100-strong group in parliament has 
demonstrated political skill in recent 
months by wi rae. issues common to 
one or other of the civilian factions. 

There are, however, sections in Abri 
which are still suspicious of the rise once 
again of civilian politicians, fearing t 
opportunity this might provide for t 
advance of the Left. Abri still remem- 
bers that it was the communists who 
murdered some key generals in a cou 
attempt in the 1965. It is partly for this 
reason, as well as the traditional view 
that Golkar after all is a product of 
Abri, that Abri is pushing its own candi- 
date for the chairmanship of Golkar to 
be decided at the national congress. 

The Bandung group and their sup- 
porters want to avoid becoming entan- 

led in a struggle for the chairmanship 
itself. For them, it is more a question of 
whether the next party chairman will be 
prepared to change the structure of the 
arty to allow “civilian politicians" a 
igger role in the party process. 

e need for change is obvious. 
When supporters of the lottery scheme 
hit back at Golkar, they argued that 
MPs had no business speaking out be- 
fore consulting with the relevant minis- 
ter. In a bold response to this, Witoelar 
said that if that was the case, then parlia- 
ment would never get any work done. f] 
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Who puts you on the road 
to results with 
interactive networking? 


^ Wu & 








The dealer with the right connections. 


The simplest way to improve business operations is to avoid duplication 
of effort. And the simplest way to do that is to centralise information 
and give your staff immediate access to it. An IBM Dealer can help 
you create a computer network to link all the departments in your 
office. Production gets up-to-the-minute reports on inventory. Finance 
can check incoming sales. And you stay on top of everything. 


Your IBM Dealer has what it takes to get you connected. 


The right training. All our dealers have been through rigorous training 
to make sure they know our equipment from the inside out. And we 
teach them how to teach you. 


The right service. The kind of service you'd expect from IBM. Every 
IBM Dealer is committed to keeping your equipment in top shape. 
Because we know how important that is to you. 


The right advice. The number of hardware and software choices is 
growing every day. The right dealer can make sure you have the best 
combination to do your job right. You'll save money because you won't 
. buy something you don't need. 


The right place. Your IBM Dealer is a professional who offers complete 
business solutions. He’s got the right products, the right service and, 
most important of all, he's got IBM behind him. 


We're in the results business 











“<. they are acting to safeguard not just their 
own interest, but those of the whole aviation 


Operating an international airline - 


carrying millions of passengers 
demands the highest standards of 
training and many years of 
experienee. Inevitably, there are 
occasions when training and 
experience are put to the severest 
test. And it is on such an occasion 
that the world pronounces its 


judgement. 


Every airline in the world risks the 


attentions of terrorists and no 





- Professor Paul Wilkinson, Chairman of tbe | 
. Researcb Foundation for tbe Study of Terrorism. 





pilot, airline or nation has suffered 


a more severe test than in recent 


weeks. 


We eratefully acknowledge the 


courage and dedication of Captain 






Yousef and his crew but also 
extend our gratitude to Kuwait 
Airways crews everywhere around 
the world for maintaining such 
exemplary standards. We are 


proud of you. 


The world's media has saluted the 
courage and resolution of our | 
people and we join them in 
congratulating our pilot and our 


Government for making the world a 


safer place. 





DEFENCE 


Creating a human fence 


Thailand sets up border hamlets as security buffer 


By Paisal Sricharatchanya in Aranyaprathet 


A: mounting a costly border de- 
fence operation for nearly 10 years, 
the Thai army has begun recently to 
scale down its troops on the eastern bor- 
der with Cambodia. The threat of any 
large-scale incursions seems to have 
been minimised by the recent with- 
drawal of Vietnamese units to a distance 
of 30 km from the border. More impor- 
tant, as a long-term substitute for the 
regular forces, the Thais are setting up 
an extensive "human fence," compris- 
ing strategic border-defence hamlets 
that could serve as a permanent security 
uffer. 

Due to its relatively flat terrain, the 
165-km border along Prachin Buri pro- 
vince, which encompasses Ta Praya dis- 
trict to the north and Klong Haad sub- 
district to the south of Aranyaprathet, 
was previously considered a sensitive 
stretch vulnerable to a tank-led inva- 
sion. In 1979, when Vietnamese troops 
began massing in western Cambodia 
after dpkg Moog Khmer Rouge 
regime, about 18,000 Thai army regu- 
lars were mobilised to reinforce sec- 
urity. Today, only 7,000 troops remain, 
with parts of the border-watching task 
being taken over by paramilitary units 
and trained village militia. 

Under an arm rogramme 
launched in 1985, 11 of the self-defence 
hamlets are now in place, with nine 
more to be set up over the next two 
years. "The size of the army regulars 
will be further scaled down, corres- 

nding with the establishment of more 
po villages," said Maj.-Gen. Manas 
Aramsri, commander of the 2nd Divi- 
sion responsible for security for the 
Prachin Buri frontier. “The redeploy- 
ment back to their barracks further in- 
land marks a substantial saving. They 
are kept on the alert and could rush out 
to the border any time.” The defence 
hamlets are expected to put up the ini- 
tial resistance in an enemy attack while 
alerting the troops. 

A project initiated by assistant army 
commander Gen. Pichit Kullavanich, 
the “human fence” concept is modelled 
after Israel’s civilian-backed border de- 
fence system. Asked whether the threat 
is being neutralised by Vietnam’s recent 
pledge to withdraw 50,000 troops from 
Cambodia this year and pull out all re- 
maining troops by 1990, Pichit replied: 
“No, the security po will remain 
from across the border.” While the 
Vietnamisation of Cambodia might 
change from a military to a civilian oper- 
ation, Hanoi, on historical grounds, 
would continue to try and keep Cam- 
bodia as part of the “Indochina federa- 
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tion," he said. "We never know when 
we will be threatened again." 

The new buffer represents only the 
first phase of an ambitious army pro- 
gramme that envisages the creation of 
similar settlements in sensitive parts 
along all of Thailand's land frontier of 
more than 4,000 km. Current efforts are 
also focused on parts of the Thai-Lao 
border — where a bloody border war was 
fought at Ban Rom Klao early this year. 

Two months after Bangkok and 
Vientiane concluded a truce over the 
Ban Rom Klao conflict in February, 
preparations began for a cluster of new 
villages at Chong Mek, a traditional 
Thai-Lao border crossing point in the 
northeast, and at 
Chiang Kham district in 
Payao province to the 
north, where move- 
ments of a pro-Soviet, 
breakaway faction of 
the ailing Communist 
Party of Thailand, 
believed to operate 
from Lao sanctuaries, 
were reported. 

The army has also 
begun setting up similar 
border-defence hamlets 
in Kanchanaburi, a 
western province bor- 
dering Burma where 
anti-Rangoon Karen 
and Mon insurgents have 
been active. The next 
target is the Thai-Malay- 
sian border where rem- 
nants of the Commu- 
nist Party of Malaya 
guerillas remain in jungle hideouts. 

“Since our land frontier is so long, 
its impossible to maintain troops 
everywhere. Last year, a large chunk of 
the national budget [17.6%] went into 
defence. So these strategic villages will 

rovide the [long-term] answer to de- 
ence,” said Pichit. 


ecurity considerations aside, the 

border settlements also have social 
and economic ramifications. To ensure 
the hamlets’ long-term viability, the army 
has enlisted the support of various pr 
ernment xg rete to help in civic and oc- 
cupational development. Said Pichit: 
"In the past, villagers' children were in- 
clined to migrate into big cities for jobs, 
thus aggravating social problems in 
urban areas. We are trying to create 
new opportunities for them right here." 
They are ultimately intended to become 
socially cohesive and economically 
strong communities. 


The village of Ban Ta Ngoc, south of 
here and one of the first batch set up in 
1985, is now projected as a successful 
model. Aided by a complete utility sys- 
tem including a huge water reservoir, its 
200 families each will net an average 
Baht 30,000 (US$1,176) income this 
year — considered high by rural Thai 
standards — from cash crops like maize 
and beans plus supplementary crops 
like passion fruit. 

Most of the settlers were originally 
migrants from the central plains and 
northeast provinces who, over the past 
10 years, had trespassed the border 
forest reserves to open up new land for 
cultivation. Under the army program- 
me, each of the families is alloted a 5.5- 
acre plot in a wholesale land-holdings' 
reorganisation which has prompted pro- 
tests by some of the big-time financiers 
who funded the early plantations. Apart 
from occupational assistance, the villa- 

ers also receive political and basic de- 
ence training. 

However, not all the settlements are 





as prosperous as Ban Ta Ngoc. Due to 
insufficient government budgets and 
other hurdles common in an early-stage 
development, infrastructure in most of 
the other hamlets has yet to be com- 
pleted, which means their income levels 
are lower than that of Ban Ta Ngoc. But 
the overall standard of living should 
Error improve in the years to come. 

One final hazard the villagers have to 
live with, at least for the foreseeable fu- 
ture, is stray shells which land on the 
Thai side from fighting among the war- 
ring Khmer factions across the border. 
Two villagers at Ban Khao Din, near 
Ban Ta Ngoc, were killed in June by 
stray artillery shells. On 6 July, the day 
Pichit visited both hamlets, about 10 
Shells exploded in mid-air at Ban Khao 
Din but caused no damage. These acci- 
dental shellings are accepted as part of 
daily life. Among other things, each 
house has a bomb shelter large enough 
to accommodate a family. ü 
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DIPLOMACY 


Smiles and soft words 


Cambodia peace talks end with mixed results 


By Michael! Vatikiotis in Jakarta 


hree and a half days of informal 

peace talks between four warring 
Cambodian factions and other “in- 
terested parties” in Bogor ended on 28 
July with mixed feelings about what had 
been achieved. There was no agreement 
on a final communiqué, but in a decision 
issued at the close of the talks, it was de- 
cided to set up a working group at a 
senior Official level, with a view to hold- 
ing another informal meeting in 1989. 

While there was consensus on the 
important breakthrough achieved by 
having the warring factions sit down and 
talk to each other for the first time, in- 
terpretations differed on the impor- 
tance of what was said. 

Indonesian Foreign Minister Ali 
Alatas, who chaired the talks, dubbed 
the Jakarta Informal Meeting (JIM), 
spoke of a “convergence of views.” His 
concluding statement was peppered 
with phrases stressing that views were 
"shared" and "common understand- 
ings" were reached. 

However, the views of co-chairman 
of the talks, Singaporean Foreign 
Minister, S. Dhanabalan, differed 
slightly. In his assessment of how the 
talks had gone, "smiles and soft words" 
had masked the fact that old positions 
were simply presented in “new clothes." 





PHILIPPINES 


Laying the blame for this mostly at Viet- 
nam's door, Dhanabalan said: “If I look 
at the substance I am less sanguine. I 
think more effort is needed.” 

In reality, very little of substance was 
achieved at the JIM. The real measure 
of the talks’ success was, as Dhanabalan 
himself recognised, that “it established 
a forum for the parties to meet and talk 
and, if they are sincere, to make pro- 
gress.” 

It seems clear that the refusal of 
either Vietnam or the 
Khmer Rouge to alter 
their positions was 
arme responsi- 

le for making the 
talks only a limited 
success. Sources say 
that throughout the 
proceedings Vietnam 
was constantly trying 


to blur the issues. 
Through its client 
state, Laos, the Viet- 


namese dragged out 
the old argument, for 
example, that other 
regional issues — such 
as the creation of a 
zone of peace, free- 
dom and neutrality — 


Holding out for more 


Manila wants more money than the US says it can pay 


By James Clad in Manila and Nayan Chanda in Washington 


ACE the Philippines has agreed 
to most "bottom-line" US positions 
in the current review of their military- 
bases' agreement, talks were once again 
suspended on 26 July — the Philippines 
this time digging in its heels over the 
amount of aid it wants as compensation. 
That amount, Washington says, is more 
than it can commit in this twilight phase 
of President Reagan's administration. 
Having agreed on effective au- 
tonomy for the air and naval bases and 
their freedom from anti-nuclear provi- 
sions in the iei pa Constitution, 
Foreign Secretary Raul Manglapus has, 
according to advisers of President Cora- 
zon Aquino, put his job on the line in 
sticking to demands that compensation 
reach approximately US$1 billion a year. 
The adjournment of the talks was 
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provoked when US negotiators offered, 
over the 1990-92 financial years, a pack- 
age in which current operational costs, 
such as employee wages and other 
bases-related expenditure, made up 
about half of that figure. But it is be- 
lieved that a sizeable percentage in- 
crease was also offered for economic 
and military-grant aid. 

Officials in Washington are irritated 
over the haggling. “Frankly, there is a 
genuine sense of disappointment that 
the compensation package was not ac- 
cepted because we have gone many 
extra miles to put together an attractive 
package,” an administration official 
said. Under a 1983 agreement, the US 
pays US$180 million a year for use of 
the facilities, a figure which some ad- 
minstration officials have acknow- 





should be settled first before tackling 
Cambodia. The Khmer Rouge, represent- 
ed by Khieu Samphan, apparently 
sounded positive throughout the talks, 
but did not budge from its position and 
ended the talks by criticising Vietnam. 

If anything, the talks had a polarising 
effect on those who met in the Bogor 
Palace. The Asean states were clearly 
divided over the stance to adopt to- 
wards Vietnam. “Alatas may have 
leaned towards Vietnam in order to en- 
sure the success of the meeting,” said 
one Western diplomat. On the other 
hand, Dhanabalan was clearly annoyed 
at having to accept “the fiction that 
Vietnam was an interested rather than 
an involved party.” With the Singapo- 
rean foreign minister acting as co-chair- 
man, Indonesia’s softer stance on Viet- 
nam was balanced out and a fragile con- 
sensus presented. 

Polarisation also 
became more evident 
within the resistance 
coalition. The talks 
saw a narrowing of 
the distance between 
» | Cambodia's Vietnam- 
d| ese-installed Heng 
Samrin government 
and Prince Norodom 
Sihanouk, and the 
isolation of the 
Khmer mE 

A proposal made 
on of Tul by Si- 
hanouk, who main- 
| tained his distance 
| from the talks, went 
some way to accom- 


ledged is “a steal" in comparison with 
the US$400 million paid to Spain and 
US$500 million to Greece (REVIEW, 3 
Dec. '87). *$ 

There is one school of thought in 
Washington which believes that some 
Filipinos do not want the review talks to 
succeed. The latest breakdown in talks, 
according to this thinking, may have 
been designed to set the stage for an 
early renegotiation of the bases' agree- 
ment, which runs out in 1991, with the 
US on the defensive. 

An administration official, however, 
said he rejected this view. Although 
Aquino has stayed aloof publicly from 
the negotiations, she is expected to push 
for a successful conclusion. The official 
acknowledged that the tough posturing 
by Manglapus and his panel of nego- 
tiators may have been simply useful at 
a time when nationalism is running high. 

The talks were due to resume on 2 
August with Washington hoping the 
Philippines can be persuaded to recog- 
nise the benefits the bases bring and also 
the limits of Washington's financial 
capability in the tight budgetary years 
ahead. “Of course if you compare [the 
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modate Phnom Penh and even in- 
cluded a gesture towards Viet- 
nam. The prince dropped his in- 
sistence on an_ international 
per Og force and his prior 
demand that the Heng Samrin 
government be dismantled before 
elections. To Vietnam, he signal- 
led that the Cambodian seat at the 
UN could be left vacant. While 
claiming to be “realistic,” 
Sihanouk’s moves to cosy up to 
Phnom Penh’s Premier Hun Sen 
are also evidence that advancing 
age is lowering his resistance to 
collaboration with what he calls 
the “Khmer Vietminh.” 

Meanwhile, Hun Sen emerged 
from the talks with his credibility 
greatly enhanced, despite his 
identification with Vietnam’s pol- 
icy in Cambodia. If anything, the 
announcement by Hun Sen that 

will meet Sihanouk for a third 
ivund of talks in October, was the 
most encouraging development to 
emerge from the Bogor talks. Be- 
fore leaving Indonesia, Sihanouk 
confirmed that he had resigned 
from the coalition and put himself 
above the factions so that he could talk 
to all of them. He added that the Khmer 
Rouge could be prevented from return- 
ing to power by “uniting the three other 
forces." 

Looking forward, it seems inevitable 
that Vietnam will appear to have gained 
from the talks — something China has 
already claimed. On one point, Viet- 
nam scored a small victory. The chair- 
man's statement mentioned that all par- 


Sihanouk expounds: polarisation. 





ticipants had agreed on the linkage of a 
Vietnamese withdrawal from Cam- 
bodia to "an overall political solution 
and the prevention of the recurrence of 
genocidal policies and practices of the 
Pol Pot regime." 

However, potential flaws in this ap- 
proach soon emerged. It was pointed 
out that it could prolong rather than 
hasten a Vietnamese withdrawal and 
that Vietnam had refused to define what 


it meant by Pol Pot's genocidal re- 
ime. According to such "linkage 
ogic," Khieu Samphan argued, 
Vietnam now has the right to keep 
its forces in Cambodia. Many neu- 
tral observers agreed with him. 

Arguments about which per 
gained most out of the JIM will 
roll on until the next stage in the 
process, to be held in Peking some 
time after mid- August. Vietnam's 
Foreign Minister Ngyuen Co 
Thach said the planned Sino- 
Soviet talks on Cambodia next 
month will only contribute to 

eace if they take into account the 

IM. For Indonesia, this at least 
suggests that the Bogor talks have 
been taken seriously. 

Indonesia has more than the 
solution of a nagging regional 
issue riding on the success of the 
talks. With Jakarta's bid for the 
chairmanship of the non-aligned 
movement moving into high gear 
before the meeting of non-aligned 
foreign ministers in September, 
there seems little doubt that the 
JIM will be taken into consider- 
ation. Indonesia, though, will be 
acutely aware that in 1970, a confer- 
ence on Cambodia soon after the US- 
backed Lon Nol government came to 
power in Phnom Penh, proved embar- 
rassing for Jakarta. Mostly Western 
countries attended that meeting and 
later that year when President Su- 
harto attended the non-aligned sum- 
mit in Lusaka, Indonesia was forced 
to defend its non-aligned creden- 
tials. oO 





US compensation proposal] with [aid 
grants] Egypt or Israel [get], it does not 

me close, but taken together with the 
p contribution to the [proposed] 

arshal Plan-type aid programme, the 
Philippines could become the third 
largest recipient of US aid,” a congres- 
sional specialist said. 


W ashington has proposed setting up a 
multilateral aid plan to provide 
US$1 billion a year to revive the Philip- 
pines economy, with the US considering 
contributing US$300 million a year. 
This would go some way to reducing the 
US$600-700 million shortfall between 
the Filipino demand and the US offer. 
The US, however, cannot publicly link 
aid contributions to the bases’ package. 
Much now rides on two questions. 
First, how strongly does the US need an 
agreement this year? It may suit con- 
ressional and electoral calculations to 
eave it to a new US administration to 
pick up the threads of the talks next 
year. 
Secondly, how serious is Manila 
about preparing for the departure of the 
bases after 1991? Manglapus has set the 


tone of his statements, and thus the de- 
bate over the bases, far beyond the 
review itself. At the end of July, he said 
for the first time that a new bases’ agree- 
ment may not be negotiated after 1991. 

One Washington estimate calculates 
that it would require US$10-15 billion in 
fresh investment for the Philippines to 
earn the revenues that the US bases di- 
rectly and indirectly generate. The re- 
moval of the US bases would also force 
the Philippines to increase its defence 
expenditure substantially. For its armed 
forces to be at even Indonesia’s level, 
Manila would have to spend US$2-3 bil- 
lion. 

Meanwhile, the suspension of the 
talks slowed momentum for plans for 
the aid consortium. After discussions 
in July in Bangkok, Manila and Wash- 
ington, a clearer idea of the group- 
ing’s structure has emerged, but ques- 
tions such as its start-up time or the 
amounts of aid to be channelled through 
it have become hostage to the bases’ 
review. 

At the July Asean foreign ministers’ 
meeting in Bangkok, Manglapus 
Suggested some form of Asean partici- 


pation, which was accepted, though 
only Brunei or Singapore are seen as 
possible donors. On 20 July, Manglapus 
called in the ambassadors of Australia, 
Canada, Japan, New Zealand and the 
US, five of Asean’s six “dialogue 
partners.” He suggested this group 
meet in August or September to decide 
the consortium’s framework. Asean 
and European Community country 
representatives will also be involved in 
the coming weeks. 

However, it is the biggest donors — 
Japan, the US, the World Bank and the 
Asian Development Bank — who will 
call the shots. Sources from these four 
said the future consortium almost cer- 
tainly will be chaired by the World Bank 
and would allocate aid contributions in 
a sectoral fashion that by and large will 
simply mirror existing bilateral and mul- 
tilateral programmes. 

Similarly, it will be created only after 
the Philippine. Government makes 
badly needed moves towards reforming 
and coordinating economic policy and 
ascocsdie espe sae and it will begin 

nctioning only after a new US admin- 
istration assumes office in January 1989. 
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“AUSTRALIA — 


Triads want out, too 


Organised crime may be joining the exodus 


By Michael Malik in Sydney 


A National Crime Author- 
ity (NCA) has sounded a warning 
that as the 1997 date for Hongkong's re- 
turn to Chinese sovereignty ap- 
proaches, Australia should expect an 
influx of triad (Chinese criminal so- 
ciety) elements. 

According to Justice Donald 
Stewart, head of the NCA, Hongkong- 
based criminals were inevitably turning 
their attention to new bases for their 
operations and new markets, including 
Australia, Canada and the US. These 
people travelled to Australia with “com- 
parative ease,” Stewart said. The NCA 
has criticised Australian visa require- 
ments and suggested that a criminal- 
record check be extended to all visitors 
— even short-term tourists — as well as 
to migrants. 

But the idea of a triad threat is not 
accepted by all Australian authorities. 
The NCA, set up in 1984 to fight or- 
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ganised crime by sophisticated tech- 
niques: (such as computerised trac- 
ing of “money trails" through the bank- 
ing system) has failed so far to make 
much óf an impact. Too often it appears 
to duplicate the efforts of the conven- 
tional federal and state police forces and 
has failed to bring any major investiga- 
tions to a successful conclusion. Critics 
attack it for picking relatively “soft” 
targets rather than zeroing in on “Mr 
Bigs." It is in this context that some 
have tended to discount its warning 
about a triad threat. | 

But Stewart is firm. “There may be 
those in the community who still doubt 
that organised crime exists within our 
society. I may say I have no such 
doubts. The evidence assembled . . . in- 
dicates that several groups of people 
within our community, some ethnically 
based but most not, are engaged in or- 
ganised criminal activity," Stewart said 
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| dn a recent statement accompanyi a " 
report on mafia and triad society activi- 
dy. 


Stewart called on the Chinese-Aus- | 


tralian and Italian-Australian com- 


munities to cooperate with the NCA in 
identifying those engaged in organised. 
crime, particularly those linked with 
the growing drug threat. While admit- 
ting there was no evidence that some 
identified ethnic Chinese gangs had 
adopted triad-initiation ceremonies or 
other rituals, Stewart maintained that 
members of well-known triad societies 
are resident in Australia and that over- 
seas members visit the country from 
time to time for illegal purposes. To 
back this, Stewart said that resulting 
from NCA investigations into narcotics 
smuggling from Southeast Asia since 
1979, 66 people, including 44 of South- 
east Asian origin, had been arreste? 
and 36 successfully prosecuted. 

So concerned is the NCA over this 
threat that it has appointed a Chinese 
liaison officer, Carmel Chow, former- 
ly of Hongkong's Independent Commis- 
sion Against Corruption, to be their 
link with the growing Chinese commu- 
nity. 

But the New South Wales attorney- 
general's office has a different view of 
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Hongkong 


the problem of possible triad infiltra- 
tion. According to Sydney officials — 
Sydney has Australia’s largest 
Chinese community — there is virtu- 
ally no indication of triad influence. 
Indeed, a senior official pointed out, 
one “stand-over” (extortion) racket 
being operated in Sydney's 
Chinatown was broken on informa- 
tion received from the Chinese com- 
munity itself — a clear indication that 
there was no real fear of triad power. 
On investigation, the case turned out 
to be one of a Chinese front-man 
operating for known Australian rac- 
keteers, officials said. 

The Department of Immigration 
also has reacted badly to NCA pres- 
sure for tougher visa regulations. To 
suggest that tourists be subjected to 
crime-record checks was ludicrous, a 

okesman told the REVIEW. Taking 

mgkong alone, the police could not 
possibly cope with the paperwork 
which such a requirement would im- 
pose and there could be no considera- 
tion to making such a check apply 
only to certain countries or areas — 
any regulation would have to be uni- 
versally applied and the harm to Aus- 
tralia’s tourist industry would be in- 
calculable. 
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MALAYSIA 


A question of identity 


MCA gropes for a new role in hard times 


By Suhaini Aznam in Kuala Lumpur 


B: its own admission, the past year 
has been one of introspection for 
the Malaysian Chinese Association 
(MCA), the largest Chinese political 
party in the ruling National Front coali- 
tion. Three of its former party leaders 
were convicted and jailed for criminal 
breach of trust. Eight other MCA lead- 
ers, including the head of its youth wing, 
were detained under the Internal Sec- 
urity Act last October, after having 
been accused of inciting racial tensions. 
All were subsequently released, but 
since that police swoop the party has 
been badly shaken. 

"We have been mindful of the sen- 
sitivities of the other communities," 
said MCA president Datuk Ling Liong 
Sik addressing the party's 35th assembly 
on 31 July. *We must always try to up- 
hold our ideals in a quiet, rational and 
unexaggerated manner." 

Assembly delegates continued to 
worry about the party's ability to repre- 
sent the ethnic Chinese. A few spoke of 
the need for better training of party 







unique Audio 
Brochure. 





From just A$230,000 buys a luxury 
apartment. MALIBU is now selling on a 
fixed price contract with interest paid 
on deposit. MALIBU has Foreign 
Investment Review Board approval 

For further information, phone 
Tony Bamberry direct at 
exclusive marketers, MAX 
CHRISTMAS, on telephone / 
61-75-323-638, fax no. — 
61-75-386-893, or fill in z 
the coupon forour ¥ 


cadres because “at grassroot [level], if 
they perform badly, the MCA performs 
badly,” said one delegate. 

Most of the points raised had a famil- 
iar strain: appeals that the government 
take in more Chinese and Indians into 
the predominantly Malay civil service; 
the dwindling enrolment in Chinese pri- 
mary schools, and the pro-Malay eco- 
nomic policy. “Economic need should 
be the basis of aid rather than race,” 
said a delegate. Another suggested that 
MCA leaders ask the government why it 
seemed to favour foreign investors to 
local (non-Malay) investors. 

The MCA has always been a conser- 
vative party, better suited to dispensing 
largesse in times of plenty than fighting 
it out during an economic squeeze. But 
today’s shifting political and economic 
equation demands a different identity 
— which the MCA has not, to date, evolv- 
ed. As one delegate put it, the MCA 
should design a blueprint of its political 
ideology, one that members and non- 
members alike could recognise. o 
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BURMA 


Backlash in the making 


Dissent against the official hard line begins to build up 


By Bertil Lintner in Bangkok 


A emergency congress of the 
ruling Burma Socialist Programme 
Party (BSPP) and a subsequent meeting 
of the country's parliament were hardly 
over before Rangoon's increasingly 
militant students took to the streets 
again, following a pattern of angry anti- 
government protests begun earlier this 
year. 

Ignoring a threat by outgoing BSPP 
chairman Ne Win that security forces 
would shoot to kill anyone fostering 
further disturbances, small groups of 
student demonstrators gathered outside 
Burma's holiest shrine, the Shwe Dagon 
pagoda, on 28 July. The demonstrators 
shouted anti-government slogans and 
put up posters denouncing Ne Win's 
successor, the hardliner Sein Lwin, who 
the students charge was responsible for 
the ruthless suppression of riots in the 
capital during March and June. 

Although the security forces did not 
open fire on demonstrators, the arrest 
on 29 July of retired brigadier-general 
Aung Gyi, an outspoken opponent of 
the government, and about 24 other dis- 
sidents underscored the regime's deter- 
mination to maintain a hard line against 
its Mi meri Among those arrested 
were Zaw Win, Aung Gyi's nephew and 

rincipal assistant, and retired colonel 
Fun Shwe, who helped print and distri- 
bute anti-government statements by 
Aung Gyi. A number of former military 
officers, all friends of Aung Gyi, also 
were among those arrested. Diplomats 
in Rangoon were especially concerned 
that Sein Win, Rangoon correspondent 
for the Associated Press, was among those 
arrested during the government sweep. 

“With these ‘undesirable’ elements 
behind bars and promises of economic 
reforms — which were made during the 
emergency congress — the government 
may feel that the situation will be 
brought under control. But instead, it 
has created a situation which is far more 
explosive than before,” a Burma 
watcher in Bangkok asserted. He said 
Aung Gyi, whose opposition had been 

reviously ignored by the government, 
as now been made a potential rallying 
point that could unite the opposition. 

This process could be facilitated by 
the fact that Sein Lwin is among 
Burma’s most despised political figures 
and, therefore, a common enemy to the 
various groups opposing the govern- 
ment. “Sein Lwin s unpopularity could 
lead to serious trouble in Burma," a dip- 
lomatic observer in Rangoon said. Dip- 
lomats report persistent rumours that 
an attempt was made on Sein Lwin's life 
on 29 July, though these reports could 
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not be confirmed. A 
Rangoon-based dip- 
lomat said: "The re- 
gime is not prepared to 
countenance any hint 
of public opposition to 
Sein Lwin, the new 
strongman. The [ar- 
rests] clearly ignore the 
deeper causes of dis- 
satisfaction." 

Amnesty  Interna- 
tional, the London- 
based human-rights or- 
ganisation, is taking a 
close interest in the re- 
cent arrests, bringing a 
new, outside element 
into Burma's political 
equation. It remains to 
be seen how Rangoon, 
always sensitive to out- 
side criticism, will cope with the atten- 
tion Amnesty is likely to bring to the 
situation. Rangoon's harsh response to 
the recent rioting has won few sym- 
pathisers at home or abroad, but the 

uestion remains as to just how power- 
ul domestic opposition to the govern- 
ment is. 

Observers, arguing that anti-govern- 
ment support is strong, point out that the 
young demonstrators set up a clandes- 
tine student union on 17 March and, de- 
spite initial scepticism, the union has 
proved effective. “The March riots were 
spontaneous, but in June we observed a 
high degree of organisation. Riots 
broke out in different parts of Rangoon 
at the same time and there's no doubt 
that the activities were coordinated," a 
source said. 


The hazards of 
liberalisation 


rom his well-guarded residence on 

Ady Road near Inya Lake in Ran- 
goon, Ne Win watches closely the politi- 
cal crisis his country now faces. One of 
his main concerns is said to be the con- 
tinuing loyalty of Burma's armed forces. 
This can be ensured only if the recently 
promised economic reforms succeed. 
Most observers doubt that they will. 

When he relinquished his post as rul- 
ing party chairman in favour of Sein 
Lwin in July, Ne Win promised eco- 
nomic liberalisation and announced his 
willingness to hold a referendum to de- 
cide whether to continue the present one- 
party system or switch to a multi-party 





Sein Lwin: despised. 


The mastermind behind the student 
activities is said to be one "Maung Ko 
Ko Oo," a nom de guerre. It is unclear 
whether this is one person or, as has 
been suggested, a group of 30 activists. 
The number 30 has symbolic signifi- 
cance as it is associated in a political 
context with the Thirty Comrades of 
World War II, who led 
Burma's initial struggle 
for independence. 

A more radical 
group, calling itself the 
Avenging Secret Suicide 
Squad, has warned gov- 
ernment officials that 
its members are pre- 

ared to sacrifice their 
ives in attacks on speci- 
fic targets in the capital. 
In a leaflet circulated in 
Rangoon, the group 
said its actions "have 
nothing to do with th: 
students' union." 

Yet another anti- 

overnment group, the 
emocratic Associa- 


tion, announced its 
existence shortlv after 
the recent BSPP con- 


gress. The group demands Sein Lwin's 
resignation, a multi-party system be 
introduced and compensation paid to 
families whose sons and daughters were 
killed in the rioting in March and June. 

Most observers suggest that these 
groups cannot be effective unless they 
strike a sympathetic chord among dis- 
gruntled elements in the military, 
Burma's most powerful institution. So 
far there have been only a few incidents 
of army discontent. However, the possi- 
bility of a mutiny cannot be ruled out if 
the situation continues to deteriorate, 
say Burmese sources, who claim that 
pene 60-70% of the officer corps op- 
pose the Sein Lwin regime. 

Sein Lwin has always been one of Ne 
Win's closest lieutenants. But lacking 
vision and his predecessor's ability to 


system. But then he let the congress 
"overturn" this proposal — an appa- 
rently calculated move which enabled 
him to retreat honourably, while pro- 
moting Sein Lwin to execute his orders 
from behind the scenes. 

Most observers say Ne Win's promise 
of economic reform should be no more 
taken at face value than his promise of 
political change. “Half the world is wait- 
ing for Burma to open up," a source 
said, *so when this was announced, in- 
terested parties immediately forgot the 
brutalities and human-rights violations 
of the March and June riots. This was 
also calculated." 

Even if the Burmese Government is 
serious about implementing economic 
reforms and allows private trade and 
foreign investment, it will immediately 
be caught in a dilemma, Burma watch- 
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manipulate political factions, he has 
taken a more ruthless approach to 
politics. Rising through the ranks in the 
army, Sein Lwin made a name for him- 
self a killing Saw Ba U Gyi, founder of 
the Karen minority ethnic group's rebel 
movement, in 1950, suppressing student 
riots at Rangoon University in 1962, 
purging the ruling party of dissidents in 
the mid-1970s and putting down the re- 
cent student riots. 

Especially upsetting to many Bur- 
mese are persistent reports that Sein 
Lwin's riot police raped some women 
students during the disturbances in 
March and June. One of the alleged vic- 
tims was said to be the daughter of an 
army major. "Whether that particular 
case is true or not is irrelevant," a Bur- 
mese source said, "the rumour has 
spread and people believe it. And if not 
even the children of army officers are 
safe from such atrocities, who can trust 

ie regime?" 

Under normal circumstances, the 
loyalty of the military is ensured by its 
privileged status and an effective intelli- 
gence apparatus that quickly identifies 
and suppresses dissidence within the 
ranks. However, some of the military's 
privileges have been cut because of the 
economic crisis, and the once efficient 
intelligence network has gradually fall- 
en into disarray since its chief, Brig.- 
Gen. Tin Oo, was purged five years ago. 

"When the students demonstrated in 
the mid-1970s, their leaders were 
quickly apprehended," a source said, 
"but this time, none of the top leaders of 
the movement have been arrested, 
which lends credence to the suggestion 
that Burma's intelligence apparatus no 
longer is as effective as it used to be." 

e military's loyalty to Sein Lwin 
will be put to the test soon, analysts say. 
Burma's schools and universities are 

heduled to re-open in mid-August, 

d the Democratic Association and 
Other oppositionist groups have called 
for a general strike on 8 August and 
new demonstrations. 


ers assert. The most pressing problems 
will centre on Burma's official currency- 
exchange rate, which is now set at an 
unrealistic Kyats 7:US$1. The black- 
market rate is Kyats 40. 

"Burma would need a devaluation, 
and a new rate of Kyats 18-21 per dollar 
has been discussed," a source said, “but 
that would, at least theoretically, turn 
Burma's present foreign debt of more 
than US$3 billion to nearly three times 
that much. Moreover, foreign firms 
would certainly hesitate to invest in 
Burma as long as the present unrest con- 
tinues, and there are no constitutional 
guarantees to safeguard foreign invest- 
ment." By removing himself from centre 
stage and ruling from behind the scenes, 
Ne Win can shrug off direct responsibil- 
ity for the economic reforms should they 
fail. — Bertil Lintner 
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SRI LANKA 


The elusive peace 


Extremists continue to fight Indian and Sri Lankan forces 


By Manik de Silva in Colombo 


S: Lanka's opposition parties mark- 
ed 29 July, the first anniversary of 
the Indo-Sri Lankan peace accord, with 
a general strike. In the Sinhalese south, 
the move was spearheaded by the mili- 
tant Janatha Vimukthi Peramuna (JVP), 
which forced shop closures and dis- 
rupted public transport. At least 20 
people were killed in the south, which 
also saw many acts of arson and sabot- 
age. In the Tamil-dominated north and 
east, where the 50,000-strong Indian 
peacekeeping force (IPKF) is deployed, 
the Liberation Tigers of Tamil Eelam 
(LTTE) also organised its own protests. 

The only opposition group of conse- 
quence that distanced itself from the re- 
cent protest was the United Socialist Al- 
liance (USA), a grouping of the coun- 
try's old Left parties and a breakaway 
section of Sirima Bandaranaike's Sri 
Lanka Freedom Party (SLFP). The 
USA, which supports the accord, called 
on all forces of democracy and social 
progress in the country to “oppose the 
racist campaign of the SLFP and the ter- 
rorist tactics of the JVP to wreck the ac- 
cord." 

Describing the accord as a "positive 
and welcome step forward" in the 
search for a negotiated settlement of the 
country's ethnic problem and a means 
of reducing tension between Sri Lanka 
and India, the USA said the Colombo 
government was to blame for not fully 
realising its potential. 

As the USA saw it, internal rivalries 
within the government have hindered 
the implementation of the accord. The 
alliance also noted that New Delhi, too, 
has been unable to fulfil properly its ob- 
ligations under the accord because of 
Nd elections in the south Indian 

amil Nadu state, which has close 
ethnic ties with Sri Lankan Tamils. 

The year since the accord has not 
been easy for the IPKF, with more than 
500 of its troops killed and nearly 2,000 
wounded in an operation the Indian 
army once believed could be quickly 
concluded. Although the military mus- 
cle of the LTTE has been considerably 
reduced, it retains the ability to harass 
Indian troops with landmines and am- 
bushes in the Eastern Province and in 
northern districts outside the Jaffna 
peninsula. Colombo is clearly becoming 
impatient with India's inability to dis- 
arm the LTTE, as required by the ac- 
cord to enable provincial elections in 
the north and east. Even some strong 
supporters of the accord have publicly 
expressed unhappiness at this failure. 

The Indian military establishment, 
too, has indicated its own difficulties re- 


sulting from New  Delhi's parallel 
strategies of negotiations with the 
LTTE on one hand, and taking military 
action against them on the other. The 
influential Madras-based daily The 
Hindu, explained the army’s view: The 
current Indian army thinking is that the 
LTTE must be given a clear time-frame 
within which to surrender its arms and 
cooperate in a political solution. 

New Delhi's intelligence emissaries 
have been talking to the LTTE in Mad- 
ras to work out à ceasefire. While the 
LTTE cadres in Madras appear to be 
willing to go along with New Delhi's 
wishes, LTTE leader V. Prabakaran, 
holed up somewhere in the northern 
jungles, is unwill- 
ing to play ball. 
Analysts believe 
that a major stick- 
ing point is the con- 
trol of Rs 500 mil- 
lion (US$35.7 mil- 
lion) of promised 
Indian aid for the 


war-torn areas. 
India has insisted |. 
that Colombo must 
control these 
funds, a position 
the has 
strongly resisted. 


As far as Presi- 
dent Junius Jaye- 
wardene and his 
ruling United Na- 
tional Party (UNP) 
are concerned, the accord has transfer- 
red the burden of fighting the LTTE to 
the Indians and Sri Lankan troops have 
been available to cope with the JVP ex- 
tremists in the south. UNP leaders have 
maintained that accepting Indian help 
— and also Indian primacy in the region 
— is not too heavy a price to pay for en- 
ding the Tamil insurgency. Jayewar- 
dene hopes that this point of view is now 
sinking into the psyche of the Sinhalese 
majority and his party's performance in 
by-elections last month, when his oppo- 
nents made the accord their principal 
plank, tends to add some credence to 
this view. 

Bandaranaike, his main opponent 
who has already declared her candidacy 
for the presidential election due in De- 
cember, strongly disagrees. She says 
that the thrust of the accord and its main 
stated objective was to bring “peace and 
normalcy" to Sri Lanka. She said in a re- 
cent interview: "It has only brought 
about more violence and bloodshed . . . 
Now we have neither our independence 
nor peace." oO 





REFUGEES 


And still they come 


Screening policy fails to halt flood of boat people 


By Emily Lau in Hongkong 


Th policy of screening out “economic 
migrants” among Vietnamese ref- 
ugees has so far failed to halt the flood 
of arrivals, and authorities in Hongkong 
are now considering forcible repatria- 
tion to Vietnam. Screening was intro- 
duced on 16 June in an effort slow the 
arrival rate of 1,000 refugees a week, 
but since then 7,000 have arrived, bring- 
ing the total number of a ae ce in 
Hongkong to more than 22,000. 

Under the new policy, all arrivals are 
classified as illegal immigrants and put 
in detention camps pending repatriation 
unless they can prove they are genuine 
refugees. Hongkong Secretary for Sec- 
urity Graham Barnes believes that until 
some boat people are sent back, the 
screening policy will not act as a deter- 
rent. “Once it gets through to them that 
those who are not refugees will be repat- 
riated, the screening policy will work, " 
he added. 

Involuntary repatriation will be cen- 
tral to talks this month on the boat 
people between Hongkong and Viet- 
nam in Hanoi. The Vietnamese have al- 
ready said they are not 
prepared to accept boat 
people who do not wish 
to go back and the US is 
also reportedly not in 
favour of forcible repat- 
riation. But Barnes said 
that as those who were 


not genuine refugees 
were, in effect, illegal 
immigrants, sending 


them back would be in 
accordance with interna- 
tional practice. 

Barnes has declined 
to disclose how many 
boat propie arriving 
after 16 June have been 
accepted as genuine ref- 
ugees so far. Screening 
involves four levels of 
scrutiny by Immigration 
Department officials, 
with the Governor-in- 
Council as the final court 
of appeal. So far, no ap- 
peal has been lodged, he 
said. The United Nations High Com- 
missioner for Refugees (UNHCR) has 
asked that screening procedures be im- 
proved and that all boat people be 
treated humanely. 

In mid-July, the human-rights or- 
ganisation Amnesty International told 
the Governor Sir David Wilson that it 
was concerned that the new policy 
would not protect the rights of the boat 
people. Its deputy secretary-general, 
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Larry Cox, said the screening must be in 
line with international standards appli- 
cable to asylum seekers. 

The boat people themselves have 
reacted sharply to the new policy. At 
the Hei Ling Chau detention camp in 
early July, 200 women staged a hunger 
strike and on 18 July, 200 men who fol- 
lowed suit, chanted "freedom," com- 
plained they did not get enough food, 
and smashed and burned furniture as 
well as clothing. The next day, 300 
others joined in. More furniture was 
broken and burned. Ten boat people 
and one officer from the Correctional 
Services Department (CSD) were in- 
jured and more than 100 boat people 
were arrested and held at the Lai Chi 
Kok detention centre. 

CSD officials said the violence was 
organised — they displayed a cache of 
home-made weapons — and that more 
trouble was expected. But the CSD is 
prepared to meet trouble with force. Its 
crack tactical response squad, formed to 
tackle violence in refugee camps or reg- 
ular prisons, is equipped with protective 
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Refugees in a closed camp in Hong ngkong. — 


helmets and riots shields and is about 
to pe enlarged from 280 to 600 person- 
nel. 

The Hongkong community as a 
whole has little sympathy for the boat 
people but neither is there much p 
port for the screening policy which poli- 
tical commentators and callers to radio 
talk-shows say costs a lot of money but 
does not help to get rid of the ref- 
ugees. 


There are, however, a growing 
number of social workers, religious and 
professional people who are concerned 
over human-rights issues raised by the 
new policy. In late July, a group of 
Catholic priests and concerned people 
demonstrated outside the Shamshuipo 
closed camp, urging the government to 
open up the closed camps, in which ar- 
rivals since 1982 have been put and not 
allowed to leave to find work, The dem- 
onstrators also wanted more welfare 
agencies to provide services for those in 
the closed camps and the detention 
centres. 

The 16,000 boat people who arrived 
before 16 June are kept in open and 
closed camps under the care of the 
UNHCR. Inmates and their children 
have access to education and welfare 
programmes run by voluntary agencies 
and the UNHCR. The spartan deten- 
tion centres, however, are run by the 
CSD under prison regulations and wel 
fare agencies and the UN body are no. 
allowed access. Government officials 
have given vague assurances that CSD 
officials will provide some services for 
the children. 

To cope with the latest influx, over 
2,000 boat people were accommodated 
in three cross-harbour ferries. These 
were unsuitable for habitation, particu- 
larly during the typhoon season, and on 
31 July, the government opened the 
former Erskine army-training camp to 
1,200 people from two of 
the ferries. Since the 
CSD is short of staff, the 
police were called in to 
run the camp. Up to 
5,000 others will be 
housed in a disused fac- 
tory in Tuen Mun new 
town and the government 
is considering building 
a permanent detention 
centre for 10,000 boa 
people in Yuen Long. 

ecently, readers 
have written to the local 
newspapers  criticising 
the screening policy. 
“Detention without trial 
or arbitrary detention is 
a direct violation of the 
Habeas Corpus Act 1679 
... If the government is 
violating this act, and if 
the community tolerates 
this violation, we are say- 
ing goodbye to British 
justice in Hongkong,” 
wrote a group of social workers, 
teachers and sales managers. 

Government officials insist, how- 
ever, that they are acting within the 
ambit of the Immigration Ordinance. Il- 
legal immigrants from China are 
routinely sent back across the border 
without having a chance to appear in 
court. In the first seven months this 
year, 15,333 were repatriated. Last 
year, 26,932 were sent back. Oo 
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THE DAY 
WE TAUGHT 
A GUEST A LESSON 
HE'D NEVER 
FORGET. 


This true story took place just last 
year at our hotel in Hong Kong. 

A guest was in the process of check- 
ing in when suddenly he discovered his 
wallet was missing. Unfortunately, it con- 
tained everything he had. Cash, travellers 
cheques, and his American Express card. 

At many hotels, the man would only 
have received a sympathetic shrug. But 


understanding his predicament, our 


AT SHERATON LITTLE THINGS MEAN ALOT 


Assistant Manager put himself in his 
guest's shoes. 

After calming the man down with a 
cup of coffee, our Assistant Manager 
acted swiftly. 

He personally reported the lost card and 
travellers cheques to the American Express 
office. (Who reacted with their usual 
efficiency in providing a replacement.) 

Then he quickly assigned a Bellboy 
to escort the man to the nearest police 
station to report the lost wallet. 

In no time at all, a nasty experience 
was turned into a lesson in fine service. 

At Sheraton, taking that extra step to 
please our guests is what every employee 
has been trained to do. They never 
forget its the little things that mean 


a lot to our guests. 
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GUEST TRAVELLER'S TALES 


e FOR a few days at 
the end of July, In- 
donesia backed awk- 
wardly onto the world 
stage and, I think, en- 
joyed the experience. 
The Jakarta Informal 
Meeting (JIM) saw In- 
donesia command 
front-page coverage 
around the world — the 
same week National 
Geographic conducted 
a survey which revealed 
that most Americans 
had difficulty finding 
the Gulf on a map. 

Not used to having 
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Bogor Palace: venue for historic conferences. 





hundreds of representa- 
tives of the world’s press on its soil, 
‘ose of us from the rather small com- 
iunity of foreign journalists here were 
pleasantly surprised by the efficiency 
with which the media arrangements 
were handled. 

Blacklists were temporarily waived 
and even a lone Australian journalist — 
from the Melbourne Age — managed at 
the last moment to get a visa (though 
only after diplomatic pressure was 
applied by Canberra). The said corres- 
pondent was notified of his visa just in 
time to stop his editor printing a lacerat- 
ing editorial on Jakarta’s continued ex- 
clusion policy towards the Australian 
press. 

Bogor Palace, with its three-and-a- 
half acres of formal gardens grazed by 
400 deer, was given a thorough paint 
job for the talks. Chandeliers from 
Czechoslovakia, and ceramics from the 
Soviet Union — a legacy of former pre- 
sident Sukarno’s ties behind the Iron 
Curtain — were polished in readiness to 
po among others, communist 

epresentatives from Vietnam, Laos 
and Cambodia. 

€ MUCH was made of Bogor's history 
as a venue for historic international con- 
ferences. In 1954, five prime ministers 
met in the palace to prepare for the Asia 
Africa Conference, held a year later in 
Bandung. The Hotel Salak, where the 
1954 delegates had stayed is an example 
of Dutch colonial hotel architecture that 
has certainly seen better days. 

Hurriedly pressed into service for 
the JIM, new carpets, TV sets and re- 
frigerators without plugs were installed 
to bump up the room charges. The zeal- 
ous hotel owners, in their haste to be- 
nefit from the event, forgot all about 
soap and towels. Needless to say, after a 
deeply regretted first night at the re- 
doubtable Salak, most of our company 
discovered how convenient the hour- 
long ride between Jakarta and Bogor 
could be. 


e STRENUOUS efforts by a group of 


Buddhist monks to open the talks with 
a "prayer for peace" paid off and the 
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version of the 
and  goodwill 
Cambodians," included 
some interesting vari- 
ations on popular dit- 
ties: 
You're my sunshine 
My only sunshine 
You never know, 
dears 
How I love Bogor 
Please, don't bring 
me 
From Bogor away. 
And.... 
It's a long way, to 
lovely Bogor 
It's a long way to go. 


"peace 
to all 


PHOTOS RODNEY TASKER | 





monks, who had come all the way from 
Boston, Massachusetts, were allowed to 


oerform a brief opening ceremony. 
ronically perhaps, this was only 
achieved after the intervention. of 


senior Western diplomat and a member 
of the fourth estate. Encouraging signs 
were read into the offerings of US$60 
made to each of the monks bv the 
Khmer Rouge representative 
Samphan. Experienced wearers of the 
saffron robe might have been able to ad- 
vise the former "Polpotist" (or Polpo- 
tian) just how much merit would have to 
be made to atone for the “errors” of his 
clique. 

€ ONCE the talks were under way, it 
soon became clear that Indonesia’s ori- 
ginal plan to hold them “away from the 
glare of publicity” was doomed to fail- 
ure. Those who squeezed past the gates 
and the batik-clad security guards were 
able to witness the first awkward meet- 
ing between the four Cambodian fac- 
tions. 

Seated in four — deep-brown 
armchairs around a circular coffee 
table, the participants looked ill at ease 
and anything but disposed to informal- 
ity. They had what looked like docu- 
ments outlining their formal positions in 
front of them — apparently confirming 
the view of those cynics who could not 


see them doing much more than reading | 


out a predictably dogmatic statement 
and keeping a silence thereafter. 

€ TO everyone's surprise, however, 
this unlikely grouping talked for more 
than three hours — and repeated this 
performance for two more days. Much 
pne is owed to certain Indonesian 
oreign Ministry officials credited with 
“ice-breaking” moves, such as bringing 
together two arch-enemies, Hun Sen 
and Son Sann, in a brief but much 
photographed hand shake. 

€ SO as not to disappoint those who 
were expecting a convivial "cocktail 
party," one of the local Bogorian hostel- 
ries decided to hold its own version 
nearby. Hailed as the "Tea and Sym- 
pathy Cocktail Party," the Bogor Inn's 
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4 








Observers not famil- 
iar with the Indonesian language were 
also puzzled by a song, the first line of 
which began with “Jim Sukses.” 

€ ONE of the few signs that the town 
of Bogor was aware of the progress of 
history in their midst was a series of ban- 
ners strung up to welcome what some 
mistook for a certain Mediterranean 
gentleman by the name of "Jim Dele- 
gates." 





€ ON a more serious note, the JIM 
possibly will have proved to many In- 
donesians that isolation and inward- 
looking predilections are a poor substi- 
tute for the fruits of diplomacy. Not a 
few Indonesians are eager these days for 
Indonesia to exercise the country’s re- 
gional muscle. For many, however, this 
means projecting Indonesia’s own in- 
terests more forcefully in regional 
forums. This was certainly noticeable 
among some local journalists whose 
sympathies for Vietnam verged on the 
orovocative. But then, they would have 
een shocked also by the line taken by 
Thai journalists attending the JIM 
which left nothing to the imagination 
concering their attitude towards Viet- 
nam Foreign Minister Nguyen Co 
Thach. The press conferences had the 
effect of exposing the fragility of the 
treasured Asean consensus. 











ARTS & SOCIETY JOURNALISM 


All the news that is 
fit to read in Singapore 


By Mary Lee 
l^ Singapore, whether or not freedom 
of the press exists is no longer a topic 
of debate. The ruling People's Action 
Party (PAP) has cast the press in a "na- 
tion-building" role directed by the 
party-cum-government itself, a role 
deemed necessary because a press free 
from government dictates is something 
a vulnerable island republic with a 
multi-racial population cannot afford. 

So when a new newspaper appears 
on the scene — as The New Paper did on 
26 July — it is not surprising that its 
main selling point is not independent, 
critical and up-to-the-minute news 
coverage, but bright and breezy reports 
that are “fun” to read. One of the main 
articles in its debut issue told how three 
Singaporeans who won tickets to see 
Michael Jackson perform in London 
slept through the concert. A large col- 
our picture of the sleeping Singapo- 
reans, victims of jet lag, accompanied 
the article. 

The New Paper was painstakingly 
designed to appeal to the "AV" or 
audio-visual generation — the tens of 
thousands of young Singaporeans who 
have turned away from reading news- 
papers. Published by the Straits Times 


PHILANTHROPY 


Publicity-shy Japanese 
thrown into limelight 


By Mark Thompson in Los Angeles 


apan's push into the American mar- 

ket has meant that many Japanese 
executives have been drawn, perhaps in- 
voluntarily, into the limelight of US busi- 
ness. 

In the past, the most adventurous 
might only have joined the board of di- 
rectors of a US-Japan friendship society. 
These days, however, Japanese cor- 
porate officials are joining main stream 
civic associations, supporting local 
charities as well as turning up in the hall- 
ways of legislatures to lobby for bills that 
affect their interests. 

In one of the bolder recent moves by 
Japanese corporate officials into the 
California social scene, 17 business lead- 
ers — including Mitsubishi's senior ad- 
viser Eiji Yokoyama and the former Ja- 
panese ambassador to the US, Yoshio 
Okawara — last year asked to join the 
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Press, The New Paper boasts the latest 
technology in graphics and colour pro- 
duction — necessary features if it is to 
attract people who have eschewed the 
stodgy, newspaper-of-record, The 
Straits Times. It is modelled after USA 
Today, the American daily that now 
calls itself the global newspaper and was 
one of the pioneers in using colour pic- 
tures in a newspaper. 

The New Paper is wholesome: it 
turns on its head the sleaze formula as- 
sociated with tabloids. “They [the news- 
paper's staff] will have to produce a 

aper that reports news and views in an 
interesting and exciting manner without 
resorting to misinterpretations, distor- 
tions and sensationalism to help sell the 
paper,” said Minister for Communica- 
tions Yeo Ning Hong who launched The 
New Paper on 26 July by throwing the 
switch to start the printing presses. 

“Feedback indicates that many [young 
Singaporeans] want a brighter, more 
colourful and more interesting news- 
paper,” said Yeo. “It must also be excit- 
ing, easier to read and be able to keep 
them in touch with what is happening in 
Singapore and the rest of the world.” 

A quarter of a million copies of the 


California-based wine 
society, the Brother- 
hood of the Knights of 
thé Vine, and, later 
opened a Tokyo chap- 
ter. 

Many Japanese exe- 
cutives based in the US, 
however, remain reclu- 
sive and are highly re- 
luctant to appear in pub- 
lic. Takaji Kobayashi, for example, head 
of Shuwa Investment Co.'s Los Angeles 
office, initially resisted invitations to join 
the board of directors of the Central City 
Association, an influential business lobby 
concerned with traffic and other prob- 
lems in downtown Los Angeles. 

He finally came on board late last 
year after receiving personal appeals 
from some leading members of the Los 


Chino: discovered US lawsuits. 





newspaper's first edition were distri- 
buted free to show people that it was 
"reader-friendly," or, as Yeo said, that 
the views and needs of young Singapo- 
reans were being taken seriously. 

Happily for the Straits Times Press 
and The New Paper's editors, the mar- 
keting department's target audience 
matches neatly the government's politi- 
cal target: the marketing men's hopes of 
reaching the 155,000 people who do not 
read The Straits. Times and the 75,000 
people who do not read newspapers at 
all coincides with Prime Minister Lee 
Kuan Yew's need to ensure that this au- 
dience is captured by other means. 
Their need, according to Lee in a 1984 
speech, was for "more information, pre- 
sented ws in small amounts every- 
day through the newspapers, radio and 
television [which] can give everyone 
better understanding of our problen 
and the alternative solutions." 

Surveys have identified The New 
Paper's pue readership as ranging 
from 437,000 to 1 million, 76% of whom 
are 49 years old and younger, equally 
distributed among white- and blue-col- 
lar workers as well as housewives and 
students, with one-third having had 
only primary schooling or less. 

Over the past 15 years, the Straits 
Times Group and other news conglom- 
erates have merged into the gigantic 
monopoly, called Singapore Press 
Holdings (SPH). It publishes all of Sin- 
gapore's nine newspapers. The New 
Paper is only the latest attempt to create 


Angeles business com- 
munity. “We convinced 
him that promoting the 
economic vitality of 
downtown encourag 
further investment an 
raises property values," 
said Chris Stewart, pre- 
sident of the associa- 
tion. 

Kobayashi could 
hardly turn down an 
appeal like that. Shuwa 
has invested more than 
US$1 billion in Los 
Angeles, including 
US$620 million in 1986 
for the twin Arco towers 
and a local record of 
nearly US$500 a ft? paid 
last year for a seven- 
acre parcel of land downtown. 

Japanese corporations in the US are 
also finding other unfamiliar suitors at 
their door — charities seeking contribu- 
tions. In Japan, there is neither such a 
tradition nor a tax break allocated to 
charities, but Japanese companies based 
in the US are now being requested to 
pitch in. This year, United Way, an um- 
brella charitable organisation to which 
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a successful, simpler version of The 
Straits Times and can be seen as a 
colour version of the former New 
Nation. 

The 12-year-old New Nation was 
forced to close in 1982, clearing the 
field of competition for the govern- 
ment-backed Singapore Monitor, 
launched that same year. 


The Monitor was to fold anyway, in | 
1985, after losing S$26 million (US$12.8 |! 
million). At the time it closed, the New |: 





Nation was selling 42,000 copies. The E 
New Paper's target is 65,000 to 70,000 | \ 

















copies in the first year. 


he New Paper is unlikely to go the 
way of the Monitor, simply because 
it has the superstructure of the Straits 
Times Press and SPH behind it. SPH ex- 


pects it to lose $$1.5 million in the first | 


year on advertising revenue of S$9 mil- 
lion, breaking even in the third year 
yen circulation is expected to reach 
0,000 and advertising revenue S$15 
million. 

The newspaper, which is published 
Monday to Saturday, employs about 
100 editorial staff, including 10 Ameri- 
cans of whom two are English-language 
specialists hired “to help set its linguistic 
pitch.” 

The New Paper’s editors say its de- 
sign has taken into account “psycho- 
graphics” or the psychological profile of 
the population, which is that rising in- 
comes and changes in lifestyle have 
given people of different ages, occupa- 
tions and education similar leisure and 
consumer interests. One dramatic im- 
provement in lifestyle has resulted from 


US companies routinely contribute, 
printed a brochure in Japanese. 

Many Japanese companies are now 
dutifully forking over their alms. A 

mber of large companies have set up 

aritable foundations in the US to 
handle requests for donations. “We go to 
great lengths to avoid having any of our 
grants tainted by self-interest," Kathy 
Carey, manager of the American Honda 
Foundation, recently told The Los 
Angeles Times. “No Pacific Rim studies, 
no Japanese language, culture or 
arts." 

Many Japanese corporate officials in 
the US have preferred to keep a low pro- 
file to avoid provoking a resentful back- 
lash against their new-found clout. But a 
few individual executives have the social 
skills and confidence to overcome those 
concerns and cut highly visible swaths 
across the US. Asamu Yamada, presi- 
dent and chief executive of Mitsu- 
bishi Bank Ltd's Bank of California, 
is one. 

The subject of a recent cover story in 
California Business magazine, Yamada, 
known as ‘Sam’ to his employees, 
breezes easily from a rap session with 
workers in a branch office to a cocktail 
party for potential business clients. His 
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Paper tiger 
in the island republic. 
the air-conditioned Mass Rapid Transit 
underground railway which opened in 
1987. The New Paper’s common de- 
nominators are therefore “fast news” — 
meaning news which can be read 
quickly — with great "visuals" (lots of 
colour pictures and graphics). 

The New Paper's editors become un- 
comfortable when the discussion turns 
to political coverage: it remains to be 
seen whether the government will apply 
pressure on the paper once the date for 
a general election has been announced 
or whether it expects it to play a role in 
that election. Some staff still remember 


admirers marvel at how he has built a 
rapport with people who had reason to 
be bitter. 

“Our client's average age is in the 40s 
and 50s," one Bank of California em- 
ployee told California Business. **We're 
talking about people who are all quite 
familiar with the Second World War. I 
mean, Mitsubishi manufactured the 
fighter planes, for God's sake, that 
bombed Pear! Harbour!” 


Hes strong their aversion to in- 
volvement in public forums, Japan- 
ese businessmen have never hesitated to 
act when their interests are at stake, 
and, they have often been highly success- 
ful in getting their way. In 1984, a 23- 
state investment mission led by the 
chairman of Sony Corp., Akio Morita, 
drove home the message that those with 
a unitary tax were falling out of favour 
with Japanese investors. Oregon was the 
first state to succumb, repealing its unit- 
ary tax in 1984. Florida capitulated a 
short while later. 

In California, site of half of Japan’s 
investments in the US, Japanese business- 
es let out all stops in a hard-fought lob- 
bying drive against the unitary tax that 
finally succeeded in 1986. The heavy- 
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the wrath of government leaders di- 
rected at The Straits Times in 1981 when 
coverage of an intended rise in bus fares 
was blamed for the loss of a parliamen- 
tary seat to opposition member J. B. 
Jeyaretnam — the first time the PAP 


| had lost a seat in 13 years. 


The way ahead for The New Paper's 
staff is simply to “try and inject some fun 


| into newspaper reading" as an antidote 
| to reading The Straits Times. The house 


style, according to corporate literature, 
is designed to appeal to those who 
do not have “the linguistic ability to 
be comfortable reading The Straits 
Times.” The New Paper also has an 
arguably difficult goal to aim for: to 
live up to The Straits Times’ credi- 
bility. An in-house survey publish- 
ed in the inaugural issue reveal- 
ed that 54% of readers believed 

what they read in The Straits 

Times “most of the time” as com- 
pared with 1% who rarely believed 
what they read. 

That 54%, as Yeo pointed out, 
compares with 38% of newspaper 
readers in the US and a 22% in Britain 
who believe what they read. 

Ihe New Paper's editors maintain 
that its "extensive daily use of colour is 
challenging the production capability of 
Singapore Newspaper Services [another 
SPH subsidiary]. That, together with 
editorial improvements and innova- 
tions, will raise Singapore media stan- 
dards. That, in turn, will contribute sig- 
nificantly to national efforts to achieve 
excellence in all fields" — making it 
perhaps the first tabloid to engage in na- 
tion-building. 


handed Japanese as well as British lob- 
bying campaign, including threats to 
pull plants out of the state, drew sharp 
criticism from some legislators and in- 
terest groups who resented what they 
viewed as nothing less than economic im- 
perialism. But the lobbying blitz was ul- 
timately decisive. 

However, there is at least one major 
US institution where the Japanese are 
not necessarily winning the battle — the 
courts as Tetsuo Chino, chairman of 
American Honda Motor Co., has disco- 
vered through a series of lawsuits filed 
against his company by motorists who 
have been injured in Honda vehicles. 

Japanese companies have been stung 
in court in the past. A sex-discrimination 
suit against Sumitomo Corp. of America 
several years ago, for example, resulted 
in a court order requiring the company 
to spend US$2.8 million on back pay, 
raises and training of female employees. 
Other sex-discrimination suits against 
US subsidiaries of Japanese companies, 
which rarely have women in the execu- 
tive ranks, have followed. So have suits 
against the companies for allegedly re- 
fusing to extend the benefits of the much- 
vaunted lifetime-employment system to 
their American employees. Oo 
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nancial control. | 


Managing your company finances to their best 
advantage can be a complex matter. Every day, 
you face a world of possibilities, a world of 
decisions, each impacting on your profitable 
future. That future can be yours, today. With 
Hexagon, from the HongkongBank group. 




















Hexagon, your 24-hour window to the world, 
frees you from the restrictions of normal banking - 
hours. Now you can keep on top of the world's 
FOREX, deposit and lending rates, stock 
information, and much more. 
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No matter where you are, or what time of the 

y or night it is, you can monitor your account. - 
balances, trade positions and FOREX exposures : 
and, with a few simple key strokes, use this 
information to update your position. Hexagon 
enables you to transfer funds around the world, 
open and settle letters of credit, place funds on 
deposit and invest on the stock market. 


























In short, Hexagon allows you to control all of — 
your financial dealings in the complete security — 
of your own office. 








Hexagon is state-of-the-art corporate electronic 
banking from the HongkongBank group, one of 
the world's major financial institutions, with 
over 1,300 offices in more than 50 countries. 














To find out more about Hexagon, and how it can © 
help your company, contact the Hexagon centre 
at your nearest office of the HongkongBank 
group. 





Hexagon. 


Puts the power of the bank 
in your hands. 








Sat 
d 


HongkongBank 


The Hongkong and Shanghai Banking Corporation 





Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 








Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


SESS v 


CONSOLIDATED ASSETS AT 31 DECEMBER 1987 
EXCEED US$107 BILLION. 








BEHAVIOUR 


The Confucian way of 
violence in South Korea 


By Adrian Buzo 


A the control of South Korean's au- 
thoritarian state weakens, politi- 
cally tinged violence and brutality 
seems to be rising. Even glancing at 
South Korean newspapers in recent 
months offers a catalogue of violence. 
Rioting students — an image made 
famous by the international media — 
are only one entry. Students hold no 
monopoly on violent behaviour in 
South Korea. 

Just recently there have been some 

noteworthy incidents far from the cam- 

uses. There was the arrest of two 

yundai executives, for example, 
on charges of abducting a union 
leader attempting to form a white- 
collar union at the main Hyundai 
office building. Shortly thereaf- 
ter, ata Hyundai subsidiary, some 
workers held an executive hostage 
in his office. 

In Pusan, one person was kill- 
ed during a rampage at a baseball 
game. Several inter-provincial 
baseball matches were sub- 
sequently suspended. In Seoul, 
there was a protest featuring an 
effigy-burning, attempted arson 
and then a clash where rival 
Buddhist monks and laymen dis- 
puting control of a Seoul temple 
used wooden clubs and stones. 

Then, on 24 July, four college 
students hurled homemade 
bombs at the house of former pre- 
sident Chun Doo Hwan. None of 
the bombs went off, and two of 
the students were immediately ar- 
rested, police said. 

Meanwhile, though commentators 
have been quick to point out that ac- 
tivism in student circles is now only a 
radical fringe, the effect of these stu- 
dents’ more committed forms of direct 
action has been widely felt. Radical stu- 
dents have diversified in their choice of 
targets. In June, for example, the 
targets of fire-bombs tossed by student 
pon included: Hyundai, the US In- 
ormation Service office in Taegu, the 
Japan Information Office in Seoul, the 
Seoul Prosecutor's Office and the main 
Government Administrative Complex. 

A more disturbing trend has been 
the targeting of academic staff for cam- 
paigns of vandalism and intimidation. 
This was highlighted by the ransacking 
and destruction in June of the office of 
the president of Seoul National Univer- 
sity, the country's most prestigious. 

The very diversity of the above 
examples argues against simple diag- 
nosis and treatment. The Hyundai case 
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South Korean students: no monopoly on violence. 


suggests unprincipled expediency and a 
failure to adapt to the era of substantial 
trade union power which began last 
year. Violence at sporting contests is a 
world-wide phenomenon, and such con- 
tests have long been vehicles for provin- 
cial chauvinism within South Korea. 
South Korean Buddhists are obvi- 
ously not exceptions in the general pat- 
tern of intensely personal, rather than 
institutional or ideological loyalties, 
and, one cannot but sympathise with 
local resident action groups who, in the 





absence of any grassroots politicking 
tradition in their country, are tempted 
to resort to violent protest. 

However, it is obviously specious to 
attempt to account for this violence 
solely by referring to individual cases, 
for the issues have been mostly petty, 
and the behaviour of the participants re- 
markably uniform. South Korean edito- 
rial opinion is seeing patterns and has 
been doing a fair bit of breast-beating. 


pagn the Park Chung Hee and 
Chun eras, it was common enough 
to lay primary blame for almost all so- 
cial and political abuses at the door of 
authoritarian government, and now it is 
just as facile to assign blame to what is 
called “the legacy” of those years. 
Politically tinged violence is not new 
to Korea. There was the chaos of the 
1960-61 period, and from 1945-50, when 
political violence took many lives in- 
cluding those of major political leaders 
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such as Yo Un Hyong and Kim Ku. 
There is also the North Korean pattern 
of violence against the South, especially 
the Rangoon and Korean Air bomb- 
ings. These can be seen as signs of a poli- 
tical tradition in which the end can jus- 
tify the means. 

"The people think that to attend a 
meeting is to have a fight," revered 
nationalist An Ch'ang Ho had lamented 
at the turn of the century, confirming 
that the Koreans themselves were ob- 
serving the same reality. 

Evidence points strongly to a por- 
trait of Koreans as a people who could 
easily resort to violence in the public 
arena. The qualification "in the public 
arena" perhaps deserves to be stressed 
because South Korea is still a society 
whose citizens are relatively safe when it 
comes to outright criminal violence, 
with recent statistics showing only à 
marginal rise in violent crime. 

If we accept the South Korea 
form of political violence as 
striking phenomenon, how may 
we account for it? And what does 
it mean for South Korean politi- 
cians and for the pace of political 
development? The loose consen- 
sus of Western studies on political 
violence is that beyond the con- 
nection between frustration and 
aggression, no real pattern is dis- 
cernible. 

Over the years, anthropolo- 
gists and others have looked at the 
demands of the family or the rigid, 
patriarchal structure of family and 
village life as some of the cultural 
keys to understanding the role of 
violence in Korea. An Ch'ang Ho, 
in one famous instance, cried out 
that "Confucius taught us to re- 
spect others, but did not teach us 
to love them." 

Within the village, this latent 
predisposition for conflict w 
usually contained. 

It is but a small step, then, to 
observe that the transformation of Korea 
from a patchwork of familial, clan- 
based villages to a modern industrial so- 
ciety has greatly increased the opportu- 
nity as well as the potential for disputes 
with strangers. “We stand together like 
grains of sand" is a popular Korean simile 
to describe their collective disunity. 

One can exaggerate this state of af- 
fairs, for South Korea has evolved into 
an awesomely successful modern so- 
ciety and economy. 

The chief challenge to any South Ko- 
rean Government may be grappling 
with outbursts of violence that are part 
of the inevitable price to be paid for the 
retreat of authoritarian government. 
South Korea now pays it eagerly, but it 
may find out what many other countries 
such as Turkey have already discover- 
ed: that the departure of the military 
from the political arena can set loose 
forces of reaction as well as forces for 
progress. 0 
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POLITICS 


Among the believers 


The State, Religion and Ethnic Politics: Pakistan, Iran and Afghanistan 
edited by Ali Banuazizi and Myron Weiner. Syracuse University Press, New York 
and Vanguard Books, Pakistan. No price given. 


thnicity — race, folk culture, lan- 

guage, religion, etc. — is a hot issue 
today in much the same way as struggle 
against imperialism was a generation 
ago. In many parts of the world, it has 
assumed a violent political shape, creat- 
ing new nations like Bangladesh and 
sani Be others like Sri Lanka. 

The State, Religion and Ethnic Poli- 
tics: Pakistan, Iran and Afghanistan, a 
collection of papers by 14 distinguished 
academics, examines the central con- 
cepts of ethnicity, state and religion and 
their rosa tins wee S in these three 
countries. In a comprehensive introduc- 
tion, the authors say: “In no region in 
the world have changes in religion and 
ethnic identity had a greater impact on 
political life than in the three countries 
that are the subject of this book.” 

They explain that in Iran, for in- 
stance, the Pahlavi regime collapsed in 
the face of a mass-based, religiously in- 
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THE CN-235 


spired popular revolution after over half 
a century of rule. The regime had 
sought to x its foundations mainly 
upon a pre-Islamic Persian heritage and 
to strengthen this by capitalising on the 
country’s myriad linguistic and tribal 
minorities. 

In Afghanistan, a Soviet-dominated 
state replaced a secular but weak tribal- 
based regime, and is opposed by tribes 
and ethnic groups as well as the urban 
middle classes, for whom an Islamic 
identity has become a rallying point. 

In Pakistan, the Bengalis — the 
country's major ethnic group — divided 
the state in two. Today, the ruling mili- 
tary elite, dominated by Punjabis, still 
views some parts of the country's ethnic 
minorities as a potential threat to the 
state's integrity. 

Such competing claims of religion 
and ethnicity and their perception by 
elitists in these three countries have had 
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p repercussions extending far 
eyond the region, illustrating the sali- 
ence of both religion and ethnicity in de- 
veloping polities. What is less obvious is 
the degree to which Islamic resurgence 
has overridden or obscured the lasting 
importance of ethnic identity. 

The question is complex for the va- 
rious groups to which the label ethnic is 
attached, from clans and tribes to the 
larger and more heterogeneous linguis- 
tic communities currently undergoing 
significant changes themselves. At 
times, such ethnic identities compete 
with religious claims and, at others, they 
serve either to support or undermine 
the authority and the legitimacy of the 
state. It is this complex interplay be- 
tween the power of the state and the re- 
ligious and ethnic identities which 
emerges is the focus of this volume. E. 

Broadly speaking, there are at lea 
three reasons for the continuing impor- 
tance of ethnicity in Iran, Pakistan and 
Afghanistan. The first is that all three 
are poly-ethnic. In Iran, the dominant 
Persians form about 55% of the total 
population of 44.5 million (according to 
a 1985 estimate). The country’s largest 
linguistic minority is the Turkish-speak- 
ing Azerbaijani group, followed by the 
Kurds. 
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Other major ethnic groups include 
the Qashqa’is, Ahmadis, Turkmens, 
Bakhtiaris, Baluchs and Arabs. Shia 
Islam is the religion of close to 90% of 
the population, while non-Muslims — 
Baha'is, Zoroastrians and Assyrian and 
Armenian Christians — make up less 
than 2%. 

In multi-lingual Afghanistan, the 
Pashtuns are a majority of the country's 
18 million people (1985 estimate). The 
Persian-speaking Tadzhiks are the sec- 
ond largest linguistic group, and, like 


the Pashtuns, are divided into various |] 


ethnic communities. There are about 1 


million Shia Hazaras, while the Uzbeks | 


are the largest Turkish-speaking group. 
Others include the Turkmens, the 
Baluchs, the Brahui and the Nuristani. 


| Pakistan, the Punjabis, constituting 
about 55% of the total population of 
95 million (also a 1985 estimate), are do- 

inant within the bureaucracy and the 

ilitary. The Muhajirs (mainly Urdu- 
speaking refugees from India), though 
accounting for only a small percentage 
of the population, exercise considerable 
influence. Urdu is Pakistan's official 
language; Sindhis, Baluchs and Pash- 
tuns are the other minority groups. 

A second feature of the ethnic 
mosaic of these states is that many ofthe 
ethnic groups are — "transborder" 
peoples — people living on both sides of 
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| the border. In Pakistan, Punjabis and 
| Sindhis live in both India and Pakistan. 


Most Baluchs live in Pakistan, but a 
large number of them live in Iran and 
southern Afghanistan. The Pashtuns 
are a majority in Pakistan's North-West 
Frontier province, but large numbers of 
Pashtun-speaking tribes live in neigh- 
bouring Afghanistan. 

Like the Pashtuns, other linguistic 





groups in Afghanistan are also divided 
by international borders. Its north- 
ernmost people — the Tadzhiks, Uz- 
beks and Turkmens — live on the Soviet 
side of the border. The Baluchs are in 
Afghanistan, Iran, and Pakistan, the 
Azerbaijanis and Turkmens live in Iran 
and the Soviet Union; the Kurds in Iran, 
Iraq, Turkey and the Soviet Union and 
the Arabs in Iran, Iraq and the littoral 
states of the Gulf. The Hazaras are the 
only ethnic group that is not split up. 

A third factor in the importance of 
ethnicity is the relative weakness and 
limited capacity of the three states. 

A collection of this kind is bound to 
be uneven. Since 1982, when the papers 
were first written, major changes have 
been taking place in the three countries. 
In Pakistan, the fervour of Islamisation 
abated and then came to the forefront 
again; in Iran, fundamental changes are 
bound to take place after the death of 
Ayatollah Khomeini, and a new era is 
expected to begin in Afghanistan with 
the departure of Soviet troops. 

The authors have often missed the 


, emergence of new classes, such as the 


lower middle class in Pakistan and the 
non-elitist religious leadership of the 
smaller towns which backed Iran's Kho- 
meini. However, the book is still essen- 
tial reading for all those interested in the 
socio-political problems of Iran, Af- 
ghanistan and Pakist — Akbar S. Ahmed 
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SCIENCE 


The devil’s invention 


The Making of the Atomic Bomb by Richard Rhodes. Simon & Schuster, Lon- 


don. £18 (US$29.9). 


n visitor to Hiroshima com- 
mented that, while there was plenty 
of evidence as to what happened there 
on that fateful morning in August 1945, 
there was precious little as to why it hap- 
pened. For anyone curious about the 
why of Hiroshima, the extraordinary 
chain of events that led to the dropping 
of the atomic bomb, Richard Rhodes' 
book provides what must surely be the 
definitive account. 

Weighing in at just under 800 pages, 
the book functions in several ways. First 
and foremost, it is a history of scientific 
discovery and the technological im- 

mentation of that discovery on an 


awesome potential of nuclear fission — 
and each knew that the other knew. In 
addition to the US, Britain, Germany, 
the Soviet Union and, it is sometimes 
forgotten, Japan all worked on the de- 
velopment of atomic weapons. 

e US had two advantages over its 
enemies; it was able to afford the 
enormous resources necessary to build 
atomic bombs and also had the best pool 
of scientific talent to draw on. Besides 
its own scientists, the US also had the 
cooperation of the British and, cru- 
cially, of a large group of top European 
émigré scientists. 

Many of the latter were Jews who 


many first hand, and who were driven to 
do what they did by the thought of what 
Adolf Hitler might do if he got his hands 
on such a bomb before the Allies. The 
were men like Hungarian Leo Szilard, 
the first to realise that a chain reaction, 
and therefore a bomb, was possible. 
Szilard was responsible for alerting pre- 
sident Franklin Roosevelt, through the 
agency of a letter from Albert Einstein, 
that an atomic bomb was feasible. 

Rhodes clearly points out that the 
scientists were aware of the implications 
of their work long before the politicians. 

In addition to the political back- 
ground, Rhodes also adds another his- 
torical dimension to his massive narra- 
tive: the progressively more deadly 
ways men have developed throughout 
the century to kill one another. 

Is science to blame for this parlous 
state of affairs? Towards the end of his 
book, he writes: "Such blame confuses 
the messenger with the message. [Scien- 


-,.C€ Scale. It covers the period from 
Lord Ernest Rutherford's elucidation of 
the structure of the atom in the early 
part of the century up to the testing of 
the first thermonuclear bomb in 1952. 

Rhodes does not shirk from the for- 
midable task of explaining the essence 
of the science, which he does with rare 
and commendable clarity. His book is 
also one of the best descriptions of how 
scientists work, how they generate ideas 
and how those ideas develop through 
rigorous experimentation and the in- 
teraction of sharp minds. 

Rhodes also brings out the signific- 
ance of the science which led to the crea- 
tion of the bomb by placing it in its 
momentous historical context. The dis- 
covery that the atom could be split came 
at the end of 1938 as the nations of the 
world were girding themselves for war. 

What this meant was that when war 
b, out, the combatants each started 
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h the same basic knowledge of the 


HISTORY 


A house of horrors... 


Peking Story by David Kidd. Clarkson N. Potter, New York. 
US$11.95. 


De Kidd first went to Peking on an academic exchange 
in 1946 at the age of 20. He lived briefly in an imperial res- 
idence in the Summer Palace called the Sea of Wisdom, and 
after marrying the daughter of a rich and powerful judge, 
moved into her family’s mansion. Peking Story chronicles the 
fate of this mansion and its inhabitants during the communist 
takeover of 1949, 

By most accounts, the Japanese invasion of 1937 had put 
an end to Peking's “lingering splendour,” and by 1946 the 
war-torn city was beyond repair. Had it not been for the ex- 
traordinary circumstances in which he found himself, it is 
hard to imagine Kidd writing such a moving tale on the demise 
of the charmed life that was Peking's for centuries. 

Kidd has few kind words for the communists, who forced 
his in-laws out of their home by increasing taxation, and sub- 
sequently banned mah-jong, dogs, prostitutes, opium and 
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Testing the atomic bomb in the Nevada desert. 


tists] did not invent nuclear fission; they 
discovered it. It was there all along wait- 
ing for us, the turn of the screw. If the 
bomb seems brutal and scientists crimi- 
nal for assisting at its birth, consider: 
would anything less absolute have con- 
vinced institutions capable of kepa 
ing the First and Second World Wars, of 
destroying with hardware and callous 
privation 100 million human beings, to 
cease and desist? Nor was escalation in- 
evitable. To the contrary, it resulted 
from a series of deliberate choices the 
superpowers made in pursuit of national 
interests.” 

As the above passage illustrates, 
Rhodes thinks deeply and writes beauti- 
TA o fully. For these qualities alone, his book 
A A is worth reading. Built upon them, as a 
E) uc history of how the central determinin 
factor of our times came into being, an 
as a guide for understanding the events 
that followed its arrival, Rhodes's ac- 
count is unbeatable. — Bob Johnstone 


E 


foreigners. Kidd and his wife Aimee left for New York in 1951, 
but separated soon after. McCarthyism later drove Kidd to 
Japan, where he now runs a school for traditional Japanese 
arts. Aimee pursued a successful career as a chemist. 

Kidd vividly describes traditional Peking customs as he re- 
cords his Christian-Manchu wedding, his father-in-law's fun- 
eral, ancestor worship and an eccentric aunt's account of how 
the communists conquered the city in 1949, What is conspicu- 
ously absent in these anecdotes is any specific reference to the 
complex political machinations that led to this historic event. 

When the author revisits Peking in 1981 and confronts the 
shabby greyness of what had been “the most fabled walled city 
in the world,” he becomes angry. He also discovers that the 
mansion, like his in-laws, had suffered from the violent shifts 
that characterise the history of communist China. 

As a story-teller, Kidd is at his best when he dreamily re- 
collects the moods, the colours and the flavours of this en- 
chanted period in his life. In the last chapter, he muses on the 
contrasts between “poverty and wealth, wisdom and stupid- 
ity, beauty and ugliness, sanity and madness” that are so ap- 
parent in the China he knows, and on the never-ceasing 
“struggle to preserve human dignity.” If this resembles a 
philosopher’s quest disguised as a Chinese tale, perhaps 
Kidd’s message has hit home. — Don J. Cohn 
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BUSINESS AFFAIRS CURRENCIES 


A cheaper renminbi could hurt China’s overstretched economy 





By Louise do Rosario 


hina is considering a devaluation of 

its currency, the renminbi, to en- 
sure a continued strong export perform- 
ance to support its high-growth, high-in- 
flation strategy. Intense debate on the 
issue is taking place at the seaside resort 
of Beidaihe where top Chinese leaders 
meet each summer to discuss important 
policy and personnel matters. 

Conservative leaders, who are al- 
ready concerned with overheating in 
the economy (REVIEW, 30 June), are 
likely to oppose a large, hasty devalua- 
tion. They would rather see a slowdown 
in the rate of economic expansion than 
hypergrowth stimulated by a currenc 
devaluation. They also worry that, wit 
resources already fully stretched and in- 
flation rising, an ill-conceived devalua- 
tion could easily backfire. 

Peking has denied that a devaluation 
is imminent, but nervous Chinese firms 
and individuals are busy taking precau- 
tions. Household  foreign-exchange 
bank savings deposits in large cities 
have expanded recently while those in 
renminbi have dropped. Many Chinese 
firms are settling their foreign-exchange 
bills with foreign traders much faster 
than in previous weeks. Others want to 
change contracts denominated in For- 
eign Exchange Certificates (FEC) into 
ones denominated in a foreign cur- 
rency. (The FEC, which is at parity with 
the renminbi, is a special scrip issued to 
foreigners to pay their bills in China.) 

The FEC black market has become 


less active recently as speculators pon- 


der its future value. 
The US dollar, mean- 
while, has become the 
most popular foreign 
currency, with black 
market rates as high as 
US$1:Rmb 8 against an 
official rate of about 
US$1:Rmb 3.37. At 
Foreign Exchange Ad- 
justment Centres, gov- 
ernment-organised cur- 
rency swap markets in 
big cities, the exchange 
rate has also rapid- 
ly moved since mid- 
May from US$1:Rmb 
5-5.7 to US$1:Rmb 
6-7, according to industry sources. 

The rate of the non-convertible ren- 
minbi, fixed by the State Administra- 
tion of Foreign-Exchange Control, is 
based on a basket of international cur- 
rencies. The renminbi was last devalued 
from  US$I:Rmb 3.19 to Rmb 
US$1:3.69 on 5 July 1986 — an over- 
night move designed to improve 
China’s deteriorating balance of pay- 
ments. Since then, the renminbi has 
been quietly pegged to the sliding dollar 
and has further depreciated against 
other currencies. 

Analysts agree that a devaluation for 
the over-valued renminbi is inevitable 
eventually as domestic inflation is run- 
ning ahead of that of foreign countries. 
But they are surprised that China is con- 
sidering doing it so soon. China’s ba- 


Inaccurate valuations 


W hat is the real exchange rate for the renminbi now widely perceived as 
overvalued? Past devaluations were based on the amount of renminbi 
needed to earn US$1 worth of exports. This rate is widely regarded as a more 
accurate measure of the renminbi’s real value. With inflation, that cost has 
risen from Rmb 4 in 1985 to the present Rmb 5-6, according to industry officials. 

Wu Nianlu, the respected chief of the Research Institute of International Fi- 
nance under the People's Bank of China, argues that such a calculation is inac- 
curate. It only takes into account exports, but not imports, non-trade foreign- 
exchange earnings and expenditure, and domestic and internal price differen- 
tials, he wrote in the Shanghai-based World Economic Herald last year. 

Wu described the export production cost as a **distorted price, formed 
partly by blind domestic competition." Chinese trading corporations, anxious 
to take advantage of a cheaper renminbi after devaluation, offered domestic 
producers higher factory prices and pushed up export costs. The renminbi will 
then have to be devalued again to catch up with the new shadow price. 

Wu suggested setting up a system to collect data on foreign-exchange expen- 
ditures and revenue, and price movements in China and other countries. 


— Louise do Rosario 
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Imports of consumer products are likely to increase 


Devaluation dilemma 
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lance of payments is in good shape with 
a small visible trade surplus and steadily 
growing foreign-exchange reserves. Ex- 
orts, the area that would benefit first 
rom a devaluation, grew by 27.6% last 
year and 26.2% in the first six months of 
this year, customs statistics indicate. 


Ox possible explanation for a de- 
valuation now is to maintain high 
export output to sustain current double- 
digit industrial growth. A much-en- 
larged economic cake for everyone 
would «An public discontent against 
rising inflation. To do this, exports will 
have to perform even better as domestic 
growth has been increasingly hampered 
by shortages of raw materials, energ 
shortfalls and the inherent weakness 
of the transport sector. Although Chin 

is far from being an export-led econ- 
omy, exports contributed 19.7% of in- 
dustrial growth last year, according to 
the China Economic System Reform In- 
stitute. 

Domestic inflation has pushed up the 
cost of export production and the state 
is having to subsidise export firms more. 
According to one Chinese press report, 
export subsidies grew by 33.3% in the 
first nine months of last year, compared 
with the same period of 1986. The 
domestic retail sales boom has also 
made money-losing exports much less 
attractive. Bigger renminbi earnings 
generated by a renminbi devaluation 
will pull some resources back to ex- 
ports. 

A more long-term reason to boost 
exports, China’s principal source of for- 
eign exchange, is the country’s growing 
foreign debt which, according to the 
Hongkong-based Wen Wei Po news- 
paper, amounted to US$33.3 billion. 
Quoting Chinese financial sources, the 
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daily said that by 1992-95, 
China will have to pay up to 
US$12 billion worth of principal 
and interest a year, giving a pro- 
jected debt-servicing ratio of 
2076 . 

Imports, which have been 
squeezed hard for two years, are 
expected to jump as the current 
Five-Year Plan (1986-90) comes 
to an end. peream big buy- 
ing sprees occur in the second 
half of each Five-Year Plan as en- 
terprises rush to meet targets. 
Serious domestic raw material 
shortages have also forced 
Chinese enterprises to buy from 
overseas. Imports of the most 
tightly controlled consumer pro- 
ducts are also likely to increase to 
alleviate intense domestic demand 
and to absorb excess liquidity. 

In theory, a cheaper renminbi 

uld make exports more profit- 
..le and imports more expen- 
sive. The last devaluation helped 
China to narrow its visible trade 
gap from US$11.97 billion in 

986 to US$3.75 billion last year, 
customs statistics indicate. 
Foreign-exchange reserves also rose 
from US$11.20 billion in March 1986 to 
US$18.15 billion in March this year. 

But some analysts argue that the use 
of devaluation to regulate trade has 
reached its limit. Many Chinese exports 
are price-inelastic primary products, 
with prices set in international markets 
(though the renminbi revenue of these 
sales would rise). Growth of other man- 
ufactured exports is restricted by pro- 
tectionism, low technology levels, poor 
sed and other non-price factors. 

hinese imports are mainly essential 
raw materials such as grain, sugar, rub- 
ber and fertilisers — plus steel and 

achinery — which China cannot pro- 
Be in sufficient quantity. 
With double-digit domestic infla- 
tion, Chinese enterprises may also find 
imports still cheaper than the equivalent 
domestic products despite a lower-value 
renminbi. More imports would mean 
more subsidies from the already- 
indebted state budget. 

A devaluation may further aggravate 
inflation. With a formal state recogni- 
tion that the renminbi is worth less, 
workers would demand more wages but 
would save less. The average Chinese 
consumes few imports, but a general rise 
in import prices would eventually be 
passed onto him. With factories already 
screaming against rising production 
costs, more expensive raw-material and 
machinery imports would be used as a 
pretext to raise prices. More exports of 
scarce commodities would also worsen 
shortages and push prices up. For for- 
eign businesses in China, any gains from 
a cheaper devaluation would quickly be 
offset by a new round of price increases, 
as was the case in previous devalua- 
tions. o 
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RENMINBI ON THE DECLINE 
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Deeper and broader 


Foreign money continues to pour into Thailand 


By Paul Handley in Bangkok 


Foreign and local investment in Thai- 
land continues to expand, un- 
daunted by an overwhelmed infrastruc- 
ture and a choked seaport. Domestic in- 
vestment remains strong, and while the 
Japanese continue to arrive in jetloads, 
they have now been surpassed by 
Taiwan investors. 

The state Board of Investment (Bol) 
received 894 new applications in the 
first six months of the year, 235 of them 
in June alone. This compares with 1,058 
for the whole of 1987. 

And 621 applications were appa 
in the first half — compared with 623 for 
1987 — representing a planned invest- 
ment of some Baht 95.5 billion 
(US$3.75 billion), compared with Baht 
67.3 billion for 1987. Although Japan- 
ese direct capital investment in Thai- 
land is less than in Indonesia, analysts 
say Thailand is adding more depth and 
breadth to its light manufacturing sec- 
tors. 

The jump in Taiwan interest belies 
reports that Taiwan investors would 
shift their emphasis to China. Although 
the capital represented by the 1 
Taiwan applications is half that of the 
182 Japanese applications, the Taiwan 
applications will generate more employ- 
ment, even though they may have lower 
quality technology than the Japanese 
plants. 


The electric parts and electronics 
sector has expanded faster then pre- 
dicted (REVIEW, 5 May). In the TV sec- 
tor, for example, it was up eng: plan- 
ned that Siam Cement's Thai CRT, à 
joint venture with Mitsubishi companies 
to assemble TV tubes for domestic use 
and export, would be sole producer 
from mid-1989. 

However, Thai CRT will now be 
joined pou by three other export 
plants. Toshiba Corp. will build a 1.6 
million unit plant, while South Korea's 
Samsung and the Indian firm P. S. 
Bharje are planning smaller operations, 
for both TV sets and computer 
monitors. All three will be involved in 
direct and indirect exports. Mean- 
while, Thai CRT has decided to boost 
capacity from 1 million to 1.4 million 
units. 

Bol sources also indicated that in- 
terest is being shown in building a plant 
to manufacture glass tube components 
of TV tubes. At present, the glass parts 
are imported. 

Makers of household appliances and 
electronic goods are also piling in. Fol- 
lowing Sharp's establishment of fac- 
tories to make microwave ovens and re- 
frigerators, Sanyo is making Thailand 
an export-production base for gas 
stoves and washing machines. Toshiba's 
Thailand unit is planning 15 projects, 









worth several hundred million US 
dollars. 

These include the production 
of radio-cassette players, compact 
disc players, microwave ovens, wash- 
ing machines and refrigerator com- 
pressors. 

The heavy investment in white 
goods, as well as several new telephone 
producers, is drawing support from 
both electronics-parts makers and pro- 
ducers of high-quality engineering plas- 
tics. 

In hi-tech products, Sony is discuss- 
ing with Bol plans for a semiconductor 
plant. Taiwan and Japanese manufac- 
turers are extending manufacturing of 
computer peripherals — Mitsubishi 's 
Melco Manufacturing will produce 
floppy disc drives, the third firm to do so 
in Thailand so far. 

Many applications to the Bol seem 
to reflect an opportunistic rush into sev- 
eral industries, such as prawn farming 
and rubber gloves. Expansion is strong 
in the textiles, shoes, animal-feed pro- 
duction sectors, and there are numerous 
new chemical projects associated with 
manufacturing of paints, leather and 
plastics goods, food processing, and 
pharmaceuticals. 


mportant moves also are being made 

into higher-value non-electronics pro- 
duction. For instance, Seiko is investing 
in three projects to produce clocks, 
watches and watch movements for ex- 
port; another Japanese firm will pro- 
duce fishing reels. 

These development have stimulated 
an unexpectedly rapid move into heavy 
industries such as chemicals, petro- 
chemicals, machine tools and steel pro- 
ducts. 

The downstream stage of a US$1 bil- 
lion integrated aromatics petrochemical 
complex was given the go ahead and the 
ns gig stage is under study (REVIEW, 
21 July). 

Investment is going into the produc- 
tion of light and medium-industrial 
machinery. Packaging and binding 
machines are already being produced 
and exported. The Japanese, moreover, 
are funding a major testing and calibra- 
tion centre for steel and machine 
tools. 

With Japanese Government back- 
ing, the firm Sodick is planning to 
manufacture wire-cut and die-sinking 
machines with CN controls — early- 
generation robots — for local use and 
export. 

The biggest move will be into steel. 
Existing steel producers are boosting 
their capacities. In July, Bol set the 
specifications for investors in cold- and 
hot-rolling steel mills. Several investors 
are reported to be interested in building 
the cold-rolling mill, with a minimum 
capacity of 300,000 tonnes a year. Less 
interest is expected for a hot-rolling mill 
as demand for such steel is not so 
strong. Oo 











BORROWING 


Capital sophistication 


India raises funds on commercial credit markets 


By Lincoln Kaye in Bombay and New Delhi 


As revolution in liability man- 
agement has transformed India 
from an international capital-market 
novice into one of the hottest names in 
world money centres. 

Streamlined credit approval proce- 
dures have given Indian borrowers a 
new flexibility to pursue the best 
prices and tap new markets. Inter- 
national banks and investors have 
been more than happy to accommodate 
them. 

Items once regarded as exotic now 
feature prominently on the liability side 
of Indian balance-sheets: interest rate 
and currency sbi a commercial paper, 
Eurobonds, revolving under- 
writing facilities, currency- 
option loans and more. 
Necessity has been the 
mother of all this inventive- 
ness. India hopes to maintain 
an ambitious modernisation 
timetable entailing major 
capital goods imports. 

But it faces a temporary 
balance-of-payments crunch, 
as dramatised by the 26% 
quarterly drop in foreign-ex- 
change reserves to Rs 54 bil- 
lion (US$3.86 billion), an- 
nounced last month. To keep 
its five-year plans on target, 
New Delhi needs more 
liquidity, finer pricing and 
longer tenures from the inter- 
national capital markets. 

The bulk of India’s hard- 
currency finance will con- 
tinue to come from bilateral 
and multilateral aid, predicts 
former finance secretary D. 
T. Lakdawala, who now 
heads one of the country’s 
premier private econometric 
think-tanks. But with an in- 
creasing proportion of aid 
funds now lent at non-con- 
cessional, market-linked 
rates, commercial credit 
becomes a more viable al- 
ternative. 

Multilateral agencies, 
said a Finance Ministry 
source, routinely expect 
part of a project’s foreign- 
exchange requirements to 
be met from commercial 
finance. A donor-country 
a ban commented that 
“developing countries 
sooner or later have to be 
gently nudged out of the 
nest to spread their 
wings." 
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External commercial borrowing has 
grown, since the advent of the reform- 
minded Rajiv Gandhi government in 
1985, from a trickle to nearly US$1.4 
billion a year. It could double again be- 
fore stabilising, according to bankers. 

And these estimates only include net 
incremental borrowings. Hundreds of 
millions of dollars worth of earlier debt 
— including some from the World Bank 
and its soft-loan arm, the International 
Finance Corp. — have been refinanced 
on finer terms and for longer maturities. 

International capital markets have 
grown familiar with India. Loans fi 


large Indian public-sector companies 









MANAGING INDIA'S LIABILITIES 
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routinely ‘syndicate at rates close to the | 
London interbank-offered rate (Libor). 


State banks and financial institutions 
can sometimes borrow at rates lower 
than Libor. 

Investors from New York to Tokyo 
and Kuwait have proved receptive to In- 
dian private placements. Euro-com- 


mercial paper markets have already ab- 


sorbed hundreds of millions of dollars 
worth of Indian issues. To tap the much 
larger US commercial paper market, 
the State Bank of India (dB , the central 
bank) in July became the first Indian 
concern to seek international credit 
rating agencies’ Dr. It won high 
marks for a Third World borrower: a P1 
rating from Moody's and A2 from Stan- 
dard and Poor's. 

The rating represents a milestone in 
India's quest to tap investors directly 
through bonds, commercial paper and 
other such debt instruments. Contacts 

illt up in these markets can pave the 
..ày for trade, technical collaborations 
and even direct investment, a Finance 
Ministry source points out. Besides, if 
India started bumping up against banks’ 
country lending limits it could no longer 
command such advantageous terms. 


T hat day is still along way off, though. 
International commercial banks, 
starved of creditworthy loan customers 
since the Latin American and African 
debt crises, queue up nowadays to book 
Indian assets, said Sudheer Desai, 
country manager for Chase Manhattan. 
The banks are impressed by India’s con- 
servative borrowing history and its vast 
market potential. 

The keenest lenders have been 
French and Italian institutions, a few 
Americans and especially Japanese 
banks (which alone accounted for 
nearly two-thirds of India’s external 
commercial credit last year). Nobody 
ems much concerned by the spectre of 
ver-exposure to the fast appreciating 
yen. 

"We can swap out of it anytime we 
like," explains Shikha Sharma, who 
heads the fledgeling liability-manage- 
ment group of the Industrial Credit and 
Investment Corp. of India (ICICI), a 
government-owned financial institu- 
tion. Her confidence comes from having 
a standing panel of 16 premier interna- 
tional banks committed to tender for 
ICICT's swap proposals. 

Thus assured of choice pricing, the 
Finance Ministry has given blanket per- 
mission for ICICI to enter the swap 
market instead of having to D 
each time. So Sharma has the flexibility 
to take advantage of “windows” in con- 
stantly moving swap markets. 

Interest rates and currency. hedges 
are only one area; India is also keen to 
stretch out loan tenures. Refinancing 
some of its commercial credits can help 
the country get past the “hump” of re- 
payments due to the International 








. hard-currency 


Monetary Fund (IMF) over the next four | ailing commercial bank, Perwira Habib 





‘years fora 1981 adjustment loan. IMF re- 


payments account for much of the sudden 
quarterly drop in foreign-exchange re- 
serves, a central bank source admits. 

The adjustment loan was given in 
anticipation of reforms that would gene- 
rate increased export earnings by the 
time repayments fell due, notes Chit- 
taranjan Kaul, merchant banking chief 
of the Bank of America’s Bombay 
branch. But 1982-85 were “wasted” 
years, he claims, because the Indira 
Gandhi government could not muster 
the political will to liberalise the econ- 
omy fast enough. 

Now that liberalisation is firmer, the 
best remedy for the debt hangover 
might be another loan from the IMF or 
the World Bank at concessionary-in- 
terest rates. But, given the anti-Western 
tenor of public opinion, the political 
costs of such borrowing are prohibitive — 
a general election is due within the next 
18 months. 

The ruling Congress party can ill-af- 
ford to publicly endorse Washington’s 
free-market-oriented loan conditions, 
however much they may implicitly ac- 
cord with Gandhis own reformist 
agenda. Better, albeit more expensive, 
to raise funds from less high-profile 
sources. Non-Resident Indians’ (NRI) 
savings with Indian 
banks already nearly equal the official 
foreign-exchange reserves. 

The government-run Unit Trust 
(UTI) is about to launch in New York a 
US$100 million dollar-denominated 
mutual fund of Indian equity and sec- 
urities. An earlier UTI "India Fund" is 
quoted slightly over par on the London 


BANKING 


Bleeding stopped 


Stock Exchange — not bad, considering. 
how far the rupee has depreciated — 
against sterling since the product was | 
launched in 1986. Nomura Securities is 
negotiating with UTI to bring out a yen- | 
denominated India fund soon. d 

A new foreign-exchange risk-pooling 
scheme promoted by government finan- 
cial institutions could lead to a spurt in 
demand for hard-currency credit by In- 
dian companies. Under the plan, cor- 

orate borrowers could repay these 

oans in rupees at pre-determined ex- 
change and interest rates. 

The difference between the earnings 
on these assets and the institutions' 
funding costs on international markets 
would go into a tax-free fund reserved 
to hedge against currency fluctuations. 

Should this fund still prove in- 
adequate to offset adverse currency 
market shifts, the government stands 
ready to make up the difference, ac- 
cording to an official source. But over a P 
period of years, currency market move- p | 
ments are expected to balance out so |... 
that the scheme creates neither windfall 
profits for the institutions nor a continu- 
ing subsidy burden for the government. — 

ICICI's Sharma predicts the intro- .- 
duction of the risk-pooling facility will - 
mean a 20% expansion of the institu- 
tions’ foreign-currency loan business. 
The need for such a product was under- ` 
scored by the latest sharp drop in for- 
eign-exchange reserves: fearing further — 
rupee depreciation and without any al- 
ternative means to hedge, some busi- 
nessmen prepaid for their imports and 
deferred their export receipts, officials | 
speculated. 






Two ailing Malaysian commercial banks make a comeback 


By Nick Seaward in Kuala Lumpur 


alaysia's United Asian Bank (UAB) 

has announced its first annual pro- 
fit in four years, after accumulating loss- 
es of M$458 million (US$173.8 million). 
UAB chairman Tan Sri Radin Soenarno 
said that though the M$4.1 million pro- 
fit was small, prospects for 1988 were 
much better. "We have stopped the 
bleeding," he said. 

The bank's portfolio of non-per- 
forming loans increased slightly to just 
under M$900 million (46% of total 
liabilities) last year, despite the writing 
down some M$60 million in former bad 
loans by the bank's new 70-strong loan 
recovery unit. "It's a typical J-curve," 
one manager said. "It gets worse before 
it gets better." 

The announcement of the turn- 
around in the fortunes of UAB comes 
just three months after Malaysia's other 





















Bank Malaysia, reported its first profit 
in four years. Perwira announced a 
M$5.9 million profit after accumulating 
losses of M$674 million. 

Both results are the strongest confir- 
mation yet that the stringent bad-loan 
provisions policy imposed by the central 
bank, Bank Negara (BN), in 1986 has 
started to pay off. But it has been a Pyr- 
rhic victory. The massive bad loan pro- 
visions have wiped out the banks' origi- 
nal capital. And both UAB and Perwira 
are now BN subsidiaries, following its 
intervention when the original share- | 
holders failed to inject more equity in. | 
late 1986 and early 1987 respectively. — - 

BN has said, however, that it does - 
not intend to hold on to ownership and 
will dispose of its interests in the banks 
when suitable opportunities arise. In 
this respect, it may be significant that - 
UAB has announced that its articles of — 





- association may soon be changed to re- 


| flect its new ownership and to pave the 


-| way for a possible future public listing. 
^] The changes indicate that UAB’s di- 
| vestment will come about through a 
>p public offering rather than a private 
lacement. If this is the case, UAB is 
ooking some way into the future. 
Any company seeking a public list- 
ing must have a record of "reasonable 
profits” over a  three-to-five-year 
period. 

| UAB had always been the bank of 
^| the ethnic Indian community in 
Malaysia, until it came under BN's wing 
in November 1986. After announcing 


-| losses for 1984 and 1985 of M$110.8 mil- 


lion, the bank's two-for-one rights issue 








was shunned by most of the original 
shareholders. BN took up the rights, 
with an undertaking that the sharehold- 
ers could purchase these unsubscribed 
shares on a cost-plus interest basis 
within a three-year period. So far, none 
of the original shareholders is believed 
to have taken up the offer. 

Control of UAB passed irrevocably 
into BN's hands last year, however, 
when the bank announced a one-for- 
one rights issue, after incurring losses of 
M$350 million in 1986. BN was forced 
to take up most of the rights again. 

The bank is now 79% owned by BN 
and only 5.4% owned by the three In- 
dian banks whose Malaysian operations 
were amalgamated to form UAB in 





1972. The remaining 16% isin the hands - 


of predominantly ethnic Indian Malay- 
sians — in particular, vice-chairman 
Tan Sri Kishu Jethanand and by Maika 
Holdings, the investment arm of the 
Malaysian Indian Congress. 


p. has enjoyed greater support 
from its main shareholders. The 
armed forces pension fund, LTAT, sub- 
scribed to its portion of a M$300 million 
three-for-one rights issue in January 
1987. But the failure of 30% sharehold- 
er Sharikat Permodalan Kebangsaan 
and 24% shareholder Habib Bank of 
Pakistan to subscribe caused LTAT's 
stake to be diluted to 36%. BN took up 
these rights, giving it a 49.496 stake. 


TECHNOLOGY 
High-definition hopes 


a W ith domestic markets for most of their products at or 
3l near saturation point, Japan's consumer electronics 
`| giants are casting about for their next big profit earner. At one 


-| stage, digital audio tape (DAT) players looked like they might 


| fit the bill. But copyright problems have turned DAT into a 


^|. dud — atleast for the moment. 


^]. Now, the companies are pinning their hopes on persuading 
|. consumers to buy a product that almost all of them already 
.] have — television. 

^ A new wave of TV sets that use microchips to produce a 
.] clearer picture has just hit the shops. These sets are essentially 
.| only improvements on existing technology. But two years 


down the road, an entirely different type of TV is scheduled to 


burst on the scene. 

Although the generic name for this type is high-definition 
TV, the Japanese call their version Hi-Vision. A powerful ct 
alition centring on the state-owned national broadcasting coi - 
poration, and consisting of government ministries and con- 
sumer electronics manufacturers has been formed to promote 
the new system. 

Hi-Vision is indisputably much better than ordinary 
TV. The trouble is that it is not compatible with it. Nor, 
in its early days, will there be much programming avail- 
able for it. The first sets will be expensive. And, at the 
same time, conventional television technology will also 
improve. | 

Thus, the ¥64 billion question for Japan's set makers is: 
when Japanese consumers buy their next television set, will 
they go for evolution or revolution? — Bob Johnstone 


-]. communications 
| acutely aware of the small screen's in- 
¿| adequacies when presenting an event as 


| Programming better quality TV 


: I New generations of television technology are developed in Japan 


>T By Bob Johnstone in Tokyo 
q J du will get its first real taste of 
i-Vision during the Seoul Olym- 
pics in September. The Ministry. of 
Posts and Telecommunications has ar- 
ranged for 200 sets and screens to be on 
view at 50 locations — stations, veia 
ment stores and other prominent places 
— throughout the country. 

The opening and closing ceremonies 
of the games will be broadcast live in the 
new format. For the rest of the demon- 
stration, specially produced high-defini- 
tion video tapes of the previous day's 
highlights will be shown. 

It is fitting that Hi-Vision should get 
its first large-scale trial at the Olympics, 
since the system was originally con- 
ceived at the Tokyo Games in 1964. At 
that time, officials of NHK, the state- 
owned broadcasting corporation which 
operates under the authority of the tele- 
ministry, became 


<|- momentous as the Olympics. 

E Over the past 20 years, NHK has 
-| poured an estimated US$200 million 
-| into developing the ideal television. The 


corporation began its research by deter- 
mining what sort of TV screen would 
have the maximum impact on the view- 
er. The optimum shape turned out to 
be rectangular rather than square, just 
like a cinema screen. 

In addition to boxiness, another of 
conventional television's drawbacks is 
picture quality. This is basically a func- 
tion of the number of horizontal lines 
that make up the screen. US and Japan- 
ese television sets are based on 525 
lines, European TVs on 625. 

Viewed from a distance, television 
pictures seem stable enough. A closer 
look (and for Japanese in their tiny liv- 
ing rooms, there is seldom any other 
kind) reveals that the screen is actually 
seething "like an ant's nest." 

There are all sort of other things 
wrong with it, too. Not for nothing is the 
US and Japanese National Television 
Standards Committee (NTSC) format 
sometimes disparagingly referred to as 
Never-Twice-the-Same-Colour. For 
example, striped shirts and check jack- 
ets strobe into rainbow patterns, and 
colours, especially red, often blurr. 





NHK's solution to the quality prob- 
lem was simply to increase the number 
of lines on the screen, from 525 to 1,125. 
This produces a picture which is five 
times better than the convential system. 


The snag is that five times better means 


five times more information has to be 


captured which, in turn, needs five || 


Pd 


times the number of frequencies 
transmit it. 

A conventional terrestial NTSC 
channel occupies a 6MHz band, far too 
narrow for Hi-Vision's 30MHz signal. 
The only answer was to use a satellite’s 
broader bandwidth (broader because 
satellites use higher frequencies, which 
have smaller waves, which means that 
there are more of them available to play 
with), but even satellite channels can 
only accommodate 12MHz. 

So NHK’s engineers had to come u 
with a way of squeezing their signals 
into fewer frequencies. They developed 
a coding scheme that chops the picture 
into four, giving priority to sending the 
moving parts — those which have 
changed between one scan and the next 
— rather than the background. 

In this way, the picture can be boiled 
down to just over 8MHz. When they ar- 
rive at the set, the parts are decoded, re- 
assembled and screened. 

At the same time, NHK began a 
series of experiments with broadcasting 
satellites, culminating late last year in 
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Accumulated losses of Perwira now 
amount to M$674 million, against paid- 
up capital of M$405 million. The 
shortfall has been made up by subordi- 
nated loans totalling M$330 million. 
UAB has also gone this route, raising 
M$131 million in subordinated loans 
from Bank Bumiputra. Its M$457 mil- 
lion un capital is swamped by ac- 
cumulated losses of M$436 million. 

Perwira's non-perfoming loans are 
reported to amount to M$633 million, 
or 42% of total liabilities. The bank's 
chairman, retired army general Tan Sri 
Zain Hashim, has been quoted as say- 
ing that loan recoveries amounted to 
M$137 million in 1987, while a further 
M$100 million may be retrieved this 


the introduction of a direct satellite 
channel. This service has proved sur- 
iae. co popular in Japan, some 

,000 households already having paid 
wure than 33 100,000 (US$751) for the 
required tuner and antenna. The 
stimulus of the Olympics is expected to 
drive ownership over the million mark. 

The satellites which will carry Hi-Vi- 
sion ye are scheduled to go 
into orbit in 1990 and 1991. If every- 
thing goes according to plan, the service 
could be in operation as early as autumn 
1990. 

By then, a telecommunications 
ministry survey predicts, about 100,000 
households will have Hi-Vision sets. 
The target price for initial sets is 
3 500,000. Why so expensive? Well, for 
one thing, to get the most out of Hi-Vi- 
sion, you need a big screen, preferably 
40 in or more. For another, sets gobble 
up chips — they need 31 megabits of 
memory (which would cost about 
*Y 80,000 at today's prices) to hold the 
picture, "wx lots of logic to decode and 

e broadcast signals. 


ocess t 
ie HK is confident that Hi-Vision pic- 
tures are so breathtakingly beautiful 
compared with those of conventional 
TV that the system will sell itself. The 
corporation's officials argue that Japan- 
ese consumers have already demon- 
strated that they like satellite broadcast- 
ing. 

One main reason they like it is that 
the satellite channel runs 24 hours a day 
compared with conventional channels’ 
18. (The Japanese are TV addicts. The 
average household has a set switched 
on for over eight hours a day.) 

Hi-Vision, by contrast, is likely to 
suffer from an acute shortage of pro- 
grammes especially in its early days. 
So far NHK’s accumulated total of 
programming is just 21 hours. 

e officials also point out that, de- 
spite their small homes, Japanese like 
big sets — 40% of the 9 million colour 
TV sets sold in Japan last year were 25 
in or larger. But early Hi-Vision sets, in 
addition to being very broad, are also 
very deep. Flat-panel screens that can be 
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year. The bank started to offer custom- 
ers new loans in the second half of 1987. 

Servicing the deposits used to fund 
these non-performing loans will con- 
tinue to be a massive burden on both 
banks. UAB said that 3.2 percentage 
points of its average interest margin is 
currently being spent on supporting 
non-interest bearing loans. Considering 
that the average margin of the banks is 
around five percentage points and that 
overheads er up another 2.8, it is 
surprising that UAB made a profit at all 
last year. 

According to the chairman of UAB's 
management committee, Khoo Eng 
Choo, the bank would not have made a 
profit without the strong contribution 


Getting a clearer picture: page 54 


hung on the wall will solve this problem, 
but they are reckoned to be still several 
years away from commercial production. 

NHK's final argument is that Japan- 
ese love newness for its own sake. But in 
the pan, surveys on what people will 
buy have consistently got things wrong. 
For example, they predicted that few 

eople would want colour TV sets; even 
ewer video-tape recorders. 

Hi-Vision will be the same, be- 
lieves Sony executive Shiro Koriyama. 
"Once people start to see it, they won't 
be able to get away from it," he says. 

NHK's early start enabled it — and 
bY extension, the Japanese consumer- 
electronics industry — to get the jump 
on the rest of the world. At an interna- 
tional conference in Dubrovnik two 
years ago, the corporation proposed 
that the rest of the world should adopt 
Hi-Vision, too. 


HIGH HOPES FOR 


HIGH DEFINITION TV 
(Estimated pace of HDTV 
diffusion in Japan) 





made by its treasury operations. The 
unit, headed by ex-Bank Bumiputra 
dealer, Eric Lai, has now put UAB 
among the front-runners in foreign ex- 
change and money market operations in 
Kuala Lumpur, Khoo said. 

sope the precarious state of its 
profitability, UAB said it supported the 
recent decision by the Association of 
Banks in Malaysia to reduce the base 
lending rate from 1 July. Khoo said the 
half point cut to 7% (Malayan Banking 
and Bank Bumiputra will cut their BLR 
by a quarter of a point to 6.75%), will 
undoubtedly reduce UAB’s average 
margin and make it more difficult 
to support the non-interest bearing 
loans. R) 


A single world standard for broad- 
casting is an attractive proposition, for 
two reasons, It would eliminate the cur- 
rent necessity for conversion between 
standards, which degrades picture quali- 
ty and makes swapping programmes 
more expensive. It would also mean 
that makers could produce television 
sets more cheaply since they would be 
able to achieve greater economies of 
scale. 


Y but whose makers? The Euro- 
peans, who, unlike the Americans, 
still have a consumer-electronics indus- 
try, were not about to agree to anything 
that gave the advantage to their Japanese 
rivals. Especially not if it meant paying 
NHK licence fees for the technology. 

The Europeans also wanted com- 
patibility with the existing standard, and 
this they are now working to achieve. 
European  high-definition television 
should be ready for demonstration by 
the time of the next standards confer- 
ence, in 1990. 

At one stage, it looked as though the 
Americans would go for Hi-Vision. 
CBS was particularly enthusiastic about 
it (unsurprisingly, given that its partner, 
Sony, has been the most active of the Ja- 
panese manufacturers in the new sys- 
tem's development). 

In the event, however, they baulked 
over the issue of compatibility. Now the 
Americans, too, are working on their 
own system. Their proposal is to handle 
the extra information needed to pro- 
duce high-definition pictures by using 

two conventional (6MHz) channels 
instead of one. 

NHK has responded to the US' un- 

expected volte-face by rushing out a 
version of its coding scheme which 
crams the whole signal into a single 
channel. This proves that Hi-Vision 
can be made compatible, but at the 
price of considerable loss of image qual- 
ity — and image quality is the main 
reason for having high-definition televi- 
sion in the first place. 

So much for high-definition broad- 
casting. One of the most interesting 
things about Hi-Vision is that it is not 








just a way of broadcasting programmes, 
but also a complete system for making 
them, too. 

Hi-Vision cameras and video record- 
ers are already commercial products. 
Producers have started shooting in Hi- 
Vision as an alternative to 35-mm film. 
Thus far, the system has been used in 
the US and France to make commer- 
cials, in Canada to make a series for 
television, and in Italy to make a full- 
length feature film. 

Film makers like Hi-Vision because 
of its high-image quality. Also, it allows 
them to see the results of their work im- 
mediately, instead of having to wait 
until it is processed. In addition, it elimi- 
nates the need for expensive re-shoot- 
ing and is easier to edit — which makes 
Hi-Vision particularly good for doing 
special effects — thus enabling consi- 
derable reductions in production costs. 

But the Japanese system currently 
has several drawbacks, too. The equip- 
ment is still poe bulky and not 
sensitive enough to capture fast action. 
All these problems should be solved as 
Hi-Vision gets into its stride. 

At the moment, however, one of the 
new system’s most attractive features is 
its flexibility. Its high-image quality 
means that, unlike conventional video 
tape, it is good enough to be projected 
onto big screens. Sony is planning a 
chain of mini-cinemas to exploit this 
ability, distributing movies via satellite 
or cable instead of in cans. 

High-definition video tape can also 
be used instead of photolithography to 
make colour plates for printing. These 
and other, including medical, applica- 
tions of Hi-Vision have already begun 
to take off. 

Such momentum will undoubtedly 
help the system establish itself when the 
age of high-definition television broad- 
casting finally arrives. LH 
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Getting a clearer picture 


Microchips are revolutionising existing TV technology 


By Bob Johnstone in Tokyo 


hould you be so unwise as to ignore 

the maker’s warning and open the 
cabinet of one of the new, improved- 
definition TV sets, you will find chips — 
and lots of them. 

Some of these convert analogue 
broadcast signals into digital form. 
Then you can have lots of fun pushing 
the little buttons on your remote con- 
troller, “interacting with the screen” as 
the makers put it. 

For example, you can get your TV to 
show you what is on other channels, 
watch two channels at once (though, for 
the sake of your sanity, only listen to 
one), even do your own action replays. 

The chips' other main function is to 
provide you with a better picture. 

Although the picture on a screen 
consists of 525 or és lines, they do not 
all appear at once. First, the odd lines 
are screened; then, a sixtieth or a fiftieth 
of a second later, the even ones, for a 
total of 30 or 25 whole frames a second. 
Although this is slightly too fast for the 
eye to detect, it does result in a flicker. 

The bigger the screen, the more 
noticeable the flicker becomes. The 
solution to the problem is to use micro- 
chip memories to store the first half of 
the picture, wait until the second half ar- 
rives, put them together and screen 
simultaneously. 

This idea has been around for years, 
but was impracticable until large 
memories came along. In the past six 
months or so, three Japanese com- 
pones — NEC, Toshiba and Sony — 

ave started selling improved-definition 
TV sets. 





The new sets cost about 25% more 
than ordinary TV sets. Toshiba says it 
has sold about 2,000 sets a month, twice 
as many as originally projected. 

All three companies’ products differ 
in the amount of memory they use and, 
crucially, in the know-how they employ 
to deal with motion. A fast-moving ob- 
ject, or a quick camera pan or zoom, 
causes differences between successive 
odd and even sets of lines. 

The solution to this problem is to do 
away with alternating sets of lines by 
using cameras that can take 525-line pic- 
tures. Next year, Japan's commercial 
broadcasters will start transmitting pro- 
grammes made with such cameras. 

They will also make improveme.... 
to the signals they transmit. Most nota- 
bly, a reference signal will be included 
to enable sets equipped with the appro- 
priate circuits to detect and cancel 
"ghosts," those annoying double images 
that are caused by your TV picking up 
signals reflected off buildings. 

The commercial broadcasters are 
calling this extended-definition format 
Clear Vision. The idea is to demon- 
strate that Hi-Vision, NHK's high-defi- 
nition format, is not the only way for TV 
to go. 


hey worry about the effect that Hi- 

Vision will have on their revenues 
from commercials. On the ground, the 
commercial networks outnumber NHK 
by four channels to two. In the sky, how- 
ever, NHK will have the upper hand. 

The new satellite which goes up in 
1990 will have three channels. NHK h 
been allocated two of them, one a 
which it will use for Hi-Vision. Whe 
the remaining channel was offered to 
the private sector, 12 companies applied 
for it. 

Instead of choosing one applicant, in 
true Japanese style, the Telecommuni- 
cations Ministry told all 12 to form a 
consortium. Of this, the four networks 
own only 20%. How they will use their 
limited allocation (or charge for it) is 
not yet clear. 

ut it will take time and much invest- 
ment for programme makers to switch 
to the new format. They are currently 
investigating ways of upgrading existing 
production methods to fit Hi-Vision's 
wider screen. 

Be it revolution or evolution, thanks 
to the rapid pace of technological deve- 
lopment, over the next five years there 
will be a tremendous improvement in 
the quality of Japanese TV pictures. 
But to make the most of that improve- 
ment, what Japanese viewers real- 
y need is a matching improvement in 
the quality of programmes. Oo 
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NOW AVAILABLE... 


The 1988 China Phone Book & 
Business Directory: July - December Edition 
completely revised and updated 


A vital reference for anyone interested 























July - December Edition 


The only bilingual 
Telephone Directory for 
China published 

semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
place in China amongst both the domestic and 
foreign business and banking communities, the 
semi-annual frequency of The China Phone 
Book guarantees its users the most up to date 
and accurate listings available anywhere, of the 
most important contacts in China. 


Our database is constantly updated to bring you 
the latest listings you need, when you need 
them. 


You can save 15% off the combined price by 
ordering both the current Autumn/Winter and 
the Spring/Summer editions now. Available in 
January '89 the Spring/Summer edition will be 
sent to you automatically the moment it becomes 
available if you order both now. 


Not only will you have the most up to date busi- 
ness listings in China at your fingertips . . . but 
you'll save money at the same time. 

1988/89 Editions 

Autumn/Winter — July — December '88 
Spring/Summer — January - June '89 


The China Phone Book Co. Ltd is a wholly owned 
subsidiary of Review Publishing Company Li- 
mited, Publisher of the Far Eastern Economic 
Review, Asia's leading publication. 


in doing business with China. 


* Completely updated listings 
* Unique classified pages 
* Designed for maximum usefulness 
* Lists all foreign companies and joint ventures 
* Useful selection of Chinese firms 
èe Categorized by major industry groups 
e New compact page layout 
* Indexed for easy use 
* Good for travel or office reference 
e Names and addresses in both English and Chinese 































Designed for Maximum Usefulness 


This directory is a comprehensive listing from our own China database of all 
relevant companies in China of interest to the businessman or tourist. It is 
specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 


The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

e Airlines * Business Services 

* Hotels * Shipping Companies 


ORDER YOUR COPIES NOW! 


To: The China Phone Book Co Ltd, GPO Box 11581, Hong Kong 
Please rush me copy/copies of the China Phone Book as indicated: 


* Computer Services 
* And many other business Categories 


Name: 
(Please print in Block Letters) 


Company: 
Address: 
Tel: 
[] China Phone Book 1988, Autumn/Winter Edition 
Price: Hong Kong: HK$375, Elsewhere: US$62 (inclusive of airmail postage). 
NO GONE LL ss cce 
Q China Phone Book 1988, Autumn/Winter and 1989 Spring/Summer Editions combined 
set at 15% savings. Send Autumn/Winter Edition immediately and Spring/Summer '89 
Edition immediately upon publication in January 
Price: Hong Kong: HK$638, Elsewhere: US$105 (inclusive of airmail postage) 


No. of sets: 

O IL enclose in payment thereof (cheque payable to The China Phone 
Book Co Ltd) 

O I prefer you charge to my credit card (tick one): 

O American Express O Diners Club O Master Card O Visa 

Card No: Exp. Date: 

Signature: 

= ROB11CP 
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Compaq 
announces 








Bad News #1 
Our competition isn't going to like this one bit, but the fact is, 
the new COMPAQ DESKPRO 386s is the first affordable alternative 
for those considering the 286 PCs 


With the launch of two new Compaq personal computers, the COMPAQ 
IDESKPRO 386s and COMPAQ DESKPRO 386/25, Compaq once again introduces 
major breakthroughs in PC engineering. 

The new COMPAQ DESKPRO 386/25 is, for instance, the most powerful 
IPC available in the world today. Processing at a speed that's up to 60 % faster than 
most 20MHz 80386-based PCs, it has a response time that leaves every other PC 
Kn the dust. 

With this advanced, top-of-the-line Compaq PC, you can get memory of 
mp to 16 megabytes and massive storage of up to 1.2 gigabytes’; not to mention a 
system that's compatible with MS-DOS*, new MS* 08/2, UNIX*, XENIX*, Microsoft 
Windows/386 and all the thousands of programs written to run under them. 

To complete the Compaq high performance 80386 line, Compaq also has 20 


Bad News #2. 
As tbe fastest, most powerful PC available, 
the new COMPAQ DESKPRO 386/25 will put our competitors bebind the times. 
And you abead of it 


and 16MHz versions plus the newly created COMPAQ DESKPRO 386s. It is, to be pre- 
cise, the first personal computer designed around the revolutionary Intel 80386SX 
microprocessor. And it has a system performance that will allow you to run your 
current software up to 60% faster than most 10MHz 80286 PCs. This, naturally, 
makes it the first affordable 80386 alternative for anyone considering 80286 PCs. 

Furthermore with the new operational offices in Singapore and the region, 
you can rest assured, of not only Compaq s commitment to the region, but also 
of better service and support from the world's leader in 386 personal computing 
for business. 

To find out more about the new COMPAQ DESKPRO 386/25 and the new 
COMPAQ DESKPRO 386s, and how you can take advantage of this piece of good 


news, go to your nearest authorised Compaq dealer today. 





It simply works better 


* COMPAQ ASIA, 50 Topo one F0 8 Phone 4600666 2597977 Tee 955/094 COASA © NONO KONG, Merowore USA Phone 5-471288 
nex 3783), Paran E Phone o4 172387 "e PAKISTAN, waphucs & Systems, Lahore Phone: 042471545. Teles. A700! Kaiarin Phone 091-537887. 16e. 29%) 
ong Kong, Phone: 2-699771. Telex. 49904. EEKON Enterpnses Lid, Hk yng Kong, Phone 5714028 Teles 76526 © PHILIPPINES, Dorong, Moods Phone 2-818923. 1 


DMPFAQ" and COMPAQ DESKISO. Mh” gre tradernarte of Cimpa Gostputer Corporsion Miomo" MS DOS*. KESIN" and MÀ. aem mmidesana uf Maree? Cargo. MS” 


des 2373 |* SINGAPORE, "ove ves Singapore. ! 35896. Tete 


US; uw a prodact of uoo 
DEKARO 108/25 rupis © EIE Accent wher ix VAM Corp Computer Carports AJ Pelro erved flere tow opona) COMPAQ 800 AD Megglre Foe Uu Deve Fupanuun 
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A future-oriented corporate structure is 
the challenge of the market place. But re- 
organization of the financing and ownership 
base requires a bank of truly uncommon 
caliber. 


For corporate restructuring, we supply 
more than merely money. 


In any undertaking of such complex- 
ity, “financial engineers” are a must. The 
BHF-BANK Group supports you in the plan- 
ning and implementation phase through 
its merger and acquisition consultancy 
“Frankfurt Consult’ as well as through its 
specialists in London, New York and Tokyo. 
In the sale or purchase of companies and 
holdings, in management buy-outs and in 
the acquisition of investment capital. The 
BHF-BANK Group, furthermore, acts as your 
entrepreneurial partner, supplying the know- 
how and the capital instrumental to goal 
achievement. 

Financial strategy expertise, however, is 
not all it takes to make a bank a partner for 
the discerning customer. Equally important 
are a service-minded approach and custom- 
ized problem solutions - the style of a 
merchant banker, which BHF-BANK has 
cultivated for more than 100 years. 





BHF-BANK 


Germany's foremost 
Merchant Bank 


Head office: Bockenheimer Landstrasse 10, D-6000 Frankfurt 1, Tel. (069) 7 18-0, Fax (069) 718-2296, Telex 4110 26 (general) 
Branches and subsidiaries in London, Luxembourg, New York, Singapore, Tokyo and Zurich 
Frankfurt Consult Gesellschaft für Beteiligungsvermittlung und Fusionsberatung, Ulmenstrasse 37-39, D-6000 Frankfurt 1, Tel. (069) 720108, Telex 4] 3069 





INDUSTRY 


.he democratic drive 


South Korea’s car makers plan a minicar for domestic buyers 


By Mark Clifford in Seoul 


outh Korean President Roh Tae 

Woo has promised to loosen the 
Shackles of the authoritarian state and 
usher in an era of the potong saram (or- 
dinary man). Now the nation's car mak- 
ers say they are ready to do their bit for 
democracy — by making a low-priced 
minicar that every Kim, Park and Lee 
can afford. 

Daewoo and Hyundai have both an- 
nounced plans for a minicar, which will 
have an engine capacity of 800 cc or less. 
These minicars or People's Cars are ex- 

cted to begin rolling off production 
ines in 1990 or 1991. 
The minicars are expected to ac- 
count for nearly 20% of South Korea's 

nual vehicle sales in the 1990s, or al- 

ost 200,000 units a year, according to 
projections by the Ministry of Trade 
and Industry (MTI). Tapping into the 
booming domestic market should help 
balance the car makers' overwhelming 
peons on exports, mostly to the 
US, which accounted for two-thirds of 
passenger car sales last year. 

But car makers say that making 
minicars has as much 4o do with pat- 
riotism as with profits. “We are firms 
supported by serving the nation’s 
people,” said Lee Soo Il, managing di- 
rector of Hyundai Motor Co. “Now is 
the time to serve low-income people. 
Even though we sacrifice some profit, 
we don't mind.” 

The government is encouraging the 
car makers. It intends to slash special 
consumption taxes and registration 
fees, and to loosen pollution standards 
for the small cars. Steep taxes typically 
add more than 50% to the price of anew 
car. While a final decision is not ex- 
pected until early next year, special con- 
sumption taxes for cars under 800 cc en- 
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gine capacity are expected to be cut 
from 10.5% to 1% or less, said Han 
Duck Soo, director of the MTT's 
transportation machinery division. 

The tax reduction will require either 
national assembly approval or a special 
presidential decree. But with both the 
presidential Blue House and national 
assembly legislators from all political 
parties eager to woo middle- and lower- 
income voters, approval should not be a 
problem. The only stumbling block is 
assuring economic planners that the lost 
tax revenue will not be significant. Ap- 
proval is expected by the end of the year. 

Han said that the minicar will also 
help ease the level of congestion on 
South Korea’s roads. The MTI expects 
that there will be 4 million vehicles on 
the country’s roads in five years, more 
than double today’s 1.6 million. By the 
end of the century there are expected to 
be nearly 10 million. As parking be- 
comes more difficult, the car makers fig- 
ure they will be able to convince South 
Koreans to opt increasingly for the 
small cars, rather than buying the 
higher-status large ones they currently 
favour. 


66 Fo the middle class the most im- 
portant thing [the government 
can do] is to provide moderate housing 
and lower-priced passenger cars or 
vans,” Han said. But he emphasised 
that this is not a government-directed 
programme. “The government's special 
incentive programme is enough. The 
government can do no more." For their 
part, Hyundai and Daewoo executives 
deny rumours that the car makers for a 
time had an informal pact not to pro- 
duce the minicar, which some senior 
executives regarded as unprofitable. 


While government officials and in- 
dustry executives agree that there is 
some risk in producing the minicar, they 
scoff at suggestions that making the less 
profitable minicar could divert capital 
and management attention from more 
profitable export cars. "When we 
started the auto industry it was before 
the time of motorisation in Korea," said 
Hyundai's Lee. "We needed economies 
of scale, but now we have them." 

Lee points to the success of South 
Korea's smallest car now on the market, 
the 1300 cc Kia Pride — sold in the US 
as the Ford Festiva — whose domestic 
sales have exceeded expectations since 
it went on sale last year. "It's a good sig- 
nal to manufacturers [that there is a 
market for companies which] produce a 
small car at a competitive price," he 
said. Kia itself has not announced plans 
for a minicar and industry analysts think 
the company would do better filling out 
the upper end of its product line. 

Hyundai plans to spend US$200-400 
million on a new assembly line for its X2 
minicar, with a capacity of 200,000 vehi- 
cles a year. Mitsubishi, which owns al- 
most 15% of Hyundai, will provide 
technical assistance. Design work is 
going on internally, though Hyundai 
will not fully commit itself to the project 
until the government decides on the 
new tax structure. After the new tax 
structure is announced, Hyundai says it 
will be able to turn out cars within two 
years. 

For the car to be feasible, however, 
Hyundai executives say they need to be 
able to sell it for less than Won 3 million 
(US$4,166), including taxes. The Kia 
Pride has a base price of Won 3.8 mil- 
lion. 

The Daewoo group says it will pro- 
duce minicars and vans with the techni- 
cal assistance of Japan's Suzuki Motors. 
The new plant will have an annual capa- 
city of 240,000 units, half passenger cars 
and half light trucks or vans. The new 
venture will be 100% owned by 
Daewoo. Daewoo Motors, a 50-50 ven- 
ture between Daewoo and General 
Motors (GM), will not be a partner. 

Daewoo executives deny local press 
reports that GM expressed an interest in 
the venture, and local analysts think 
that Daewoo's decision to go solo re- 
flects strains with the US car maker. GM 
does, however, own 25% of Suzuki so it 
will indirectly participate in the venture. 

The advent of the minicar comes 
against a backdrop of expected turmoil 
in the South Korean motor industry. 
Imports of luxury cars have been al- 
lowed since last vear and a ban on im- 
ports of smaller cars will be abolished on 
| July next year. At the same time, re- 
strictions will end on domestic competi- 
tion which were rmposed in a sweeping 
1981  industrial-rationalisation pro- 
gramme. Several domestic firms, nota- 
bly Ssangyong, have said that they in- 
tend to begin producing passenger cars 
after the ban is lifted. Oo 





BANKING 


Prying open securities 


US commercial banks await legislative approval for underwriting 


By Anthony Rowley in New York 


Sen time in September or early 
October, the US House of Repre- 
sentatives is expected to pass a banking 
bill which will open the door to US com- 
mercial banks entering the corporate 
securities underwriting market here. 
Even if the US Congress fails to act, the 
Federal Reserve Board (Fed) is likely to 
grant further powers to banks to under- 
write securities. 

A powerful lobby of banks, espe- 
cially the New York banks, has con- 
vinced senators, some congressmen as 
well as parts of the US administration 



























BOND ISSUES BY NON-US BORROWERS 


INTHE USA 


LP. ov i? 


that commercial banking and invest- 
ment banking are really two sides of the 
same coin and that their 55-year legal 
separation under the Glass-Steagall Act 
makes no sense. 

They argue that in an age when capi- 
tal markets have global dimensions, 
which business corporations are able to 
tap in many different ways and places, it 
makes no sense for the US to retain an 
anachronistic and misguided separation 
of banking and securities functions. 

Another major factor driving US 
banks to seek entry to corporate sec- 
urities underwriting is the massive disin- 
termediation they have suffered as a re- 
sult of securitisation of various forms of 
debt. In 1987, banks accounted for only 
16.8?6 of all funds raised in the US fi- 
nancial system. 

The US Treasury supports the 
banks. It claims that Glass-Steagall pro- 
hibitions are driving US banks overseas 
to do business, thus robbing the US of 
tax and employment benefits. It also ar- 
gues that the banking industry, cur- 
rently weakened by problem loans at 


home and abroad, will be strengthened 
by being able to do securities business. 
Competition will improve efficiency in 
the US securities markets. 

Several of the major Wall Street sec- 
urities houses, including Merrill Lynch 
and Shearson Lehman, would be willing 
to concede the underwriting of cor- 
porate securities to commercial banks 
provided that they in return could freely 
enter the retail banking market. But 
others, such as Goldman Sachs, First 
Boston, Salomon Brothers and Morgan 
Stanley, are anxious to preserve their 
privileged position, 

“It is an all-out fight be- 
tween two very powerful 
constituencies,” an official 
of the New York-based 
Securities Industry As- 
sociation (SIA) told the 
REVIEW. However, the 
controversy over Glass- 
Steagall reform or repeal 
is wider than these two 
lobbies. 

The question of bank 
involvement in securities 
business still excites con- 
siderable passion among 
those in the US with lin- 
gering memories of the 
stockmarket crash of 1929 
and the ensuing depres- 
sion. 

The Glass-Steagall Act 
was a direct response to 
that crash — to insulate 
bank depositors’ money from sup- 
posedly dangerous speculation in sec- 
urities. (The act represents four sections 
of the Banking Act of 1933, taking its 
name from Sen. Carter Glass and 
Congressman Henry B. Steagall.) 
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J apan's post-war financial system was 
reconstructed on the basis of a simi- 
lar separation between commercial and 
investment banking, through Article 65 
of the Securities and Exchange Law. 
Once the US liberalises Glass-Steagall, 
Japan will almost certainly follow suit. 

The twin spectres being conjured up 
by opponents of reform in the US — 
congressmen, securities firms and 
academics — are the birth of US finan- 
cial behemoths vulnerable to a new 
crash and the rebirth of bank-owned, 
Zaibatsu-like groups in Japan, repre- 
senting a dangerous concentration of fi- 
nancial and business power. 
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Although various combinations of 
commercial banking and securities ac- 
tivities are permitted in Europe, no- 
thing on the scale of the financial inte- 
gration now in prospect in the US has 
taken place before. Not even in London 
where such concentration is a relatively 
recent phenomenon. 

Financial regulators, who share a 
common fear of the consequences of a 
major securities house collapsing in 
today’s relatively unregulated securities 
environment, are uneasy about the 
existing involvement of European 
banks in securities business. 

What puts the “fear of God” into 
them, as one former European sec- 
urities regulator expressed it to the 
REVIEW, is the prospect of a financial 
conglomerate with a bank at its core get- 
ting into difficulty. The banking au- 
thorities would then be left with the task 
of salvaging the whole empire in order 
to shore up the core bank. 

Regulators accept the inevitability 
Glass-Steagall type ‘gps tomes disap- 
pearing in time and the emergence of fi- 
nancial conglomerates able to take de- 
posits, underwrite and make markets in 
securities, carry on futures and hedging 
business, foreign-exchange transactions 
and so on. But they are anxious to see 
put in place first a system of capital- 
adequacy rules for securities exposure 
matching those for bank lending. That is 
likely to take some years. 

They note that banks in London — 
including US banks which are not al- 
lowed to own stock specialists or mar- 
ket-makers back home — already have 
had to rescue market-making and 
investment-banking subsidiaries (ac- 
quired mainly after deregulation in late 
1986) from the ravages of last October’s 
stockmarket crash. 

Even if the phasing out of Glass- 
Steagall and its Japanese equivalent has . 
a positive and liberalising influence, i 
supporters of reform claim, its effec 
could still be far reaching. 

London’s traditional supremacy as a 
centre of the Euromarkets, for instance, 
could be eroded if certain Euro-busi- 
ness returned “home” to New York and 
Tokyo. Both US and Japanese banks 
are active in securities underwriting in 
the Euromarkets where no Glass-Steagall 
or Article 65-type prohibitions exist. 

Parallel moves planned in the 12-na- 
tion European Community — as part of 
its 1992 economic integration strategy 
— will include securities dealing in the 
range of activities which commercial 
banks can pursue. Europe as a whole 
seems destined to move into an era of 
so-called “universal” banking around 
the same time as the US and Japan. 

Those who like to draw parallels 
between the crash of 1929 and the pre- 
sent have superficial supporting evi- 
dence. The McFadden Act of 1927 per- 
mitted commercial banks to have sec- 
urities affiliates — just as is being pro- 
posed through repeal of Glass-Steagall. 
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As Lawrence Klein, Benjamin 
Franklin Prof. of Economics at the Uni- 
versity of Pennsylvania, noted in a re- 
cent study of Glass-Steagall, the 
McFadden Act “lent respectability to a 
blend of banking and securities trad- 
ing.” Then, as now, it was forgotten that 
“bankers should remain bankers” and 
that they have a particular fiduciary 
duty to depositors, he argued. 

Subsequent events quite quickly and 
radically altered views in the US on the 
desirability of combining securities with 
banking business. There was a rapid in- 
crease in the rate of bank collapses so 
that nearly 4,000 went down in 1930-31 
compared with the 5,000 collapses be- 
tween 1921 and 1929. 

These crashes — which find an un- 
comfortable echo in the spate of recent 
US bank collapses and in the problems 
currently besetting the thrift industry — 
were blamed on banks’ involvement in 

peculative” securities activity. 


As bank holding company J. P. Mor- 
gan observed in its own recent 
study of Glass-Steagall, proponents of 
the 1933 Act argued that: “Commercial 
banks’ securities activities [investment 
and greens | had caused the col- 
lapse of the banking system [and] con- 
tributed to, if not caused, the stock- 
market crash and the depression.” 

The act forced US banks to choose 
between commercial banking (essen- 
tially short-term loan business) and in- 
vestment banking (long-term invest- 
ment business). Commercial banks 
were forbidden to underwrite anything 
but government bonds and a limited 
range of municipal bonds. 

e structure of the US financial in- 
dustry changed dramatically. Although 
commercial banks could buy and sell 
equities for their customers and for their 

wn discretionary fund-management 
bo many of them saw underwriting 

nd dealing in corporate securities as 
the most profitable path. They took the 
investment-banking route. 

The big names in the US securities 
industry today, E that of Mor- 
gan Stanley which split from commer- 
cial bank Morgan Guaranty, were 
spawned at that time while the big 
money-centre commercial banks con- 
tinued to plough their own furrow. 

This has remained the pattern since, 
though over the past four or five years 
the commercial banks have lobbied 
hard to be permitted to re-enter the sec- 
urities underwriting business. 

They achieved part of this ambition 
in June when the US Supreme Court ag- 
reed with the Fed that commercial 
banks should be permitted to under- 
write commercial paper, municipal rev- 
enue bonds and mortgage-backed sec- 
urities. In doing so, the court over- 
turned a challenge by the powerful SIA. 

Heartened by the Supreme Court 
decision, the commercial banks felt they 
could re-enter corporate debt and 
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equity securities underwriting via dis- 
pensations from the Fed. But the deter- 
mination of at least parts of the US legis- 
lature not to allow its constitutional role 
to be eroded by the judiciary may block 
this avenue. 

Sen. William Proxmire, who has long 
campaigned for a widening of the sec- 
urities underwriting establishment in the 
US, successfully sponsored a bill in 
the senate which would give | 
commerical banks power to 
underwrite corporate debt 
securities and mutual funds 
right away, and corporate 
equities in about three years. 
But the House of Represen- 
tatives dragged its feet. Its 
banking committee favours 
more limited reforms. 

Congress is caught in a 
bind. While many of its 
members would like to avoid 
the issue and not grant 
banks any further powers, 
they recognise the need for 
substantive new banking 
legislation which would 
rationalise the “mosaic” of 
federal and state legislation, 
and regulatory-agency dis- 
pensations, which has 
evolved in recent years. 

A draft bill is now wind- 
ing its way through the 
House and codifies what the 
Supreme Court has allowed 
the banks (via the Fed). It 
also envisages debt-under- 
writing powers for commer- 
cial banks but not equity 
underwriting. 

Opinions differ on whe- 
ther even this legislation will 
pass. Some of the major com- 
mercial banks in New York 


assured the REVIEW that there would be 
legislation after 1 September and before 
the adjournment of congress on 5 Octo- 
ber. Others think the bill will get bogged 
down in House disagreements. Certain 
banks hope there will be no new legisla- 
tion so that the Fed and other regulators 
can continue chipping away at Glass- 
Steagall. Either way, the edifice 

CÀ seems destined to crumble. Oo 
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Opening by 
mandarin fiat 


By Nigel Holloway in Tokyo 


ith the rapid development of 

Japan's financial markets, the de- 
sire of its banks to grab a share of the 
securities business is just as strong as US 
banks. But the means will be a very dif- 
ferent. 

In the US, much of the drama is 
played out within the US Congress, 
whereas in Japan, solving the conflict 
between bankers and security houses 
will be up to the mandarins of the Fi- 
nance Ministry. 

This is a herculean task. One bureau 
of the ministry regulates and nurtures 
the banking industry while another does 
the same for securities houses. Each has 
an advisory committee comprising pri- 
vate-sector representatives which is 


considering what should be done about 
Article 65 of the Securities and Ex- 
change Law of 1948. 

After they report their findings, the 
ministry will form a joint committee 
from the two bureaux to resolve the un- 
doubtedly opposing views. If congress 
passes legislation that enables US banks 
to engage in the securities business, the 
bargaining power of the Japanese banks 
at home will be strengthened. 

The arguments for and against Arti- 
cle 65 are similar to those in the US over 
the Glass-Steagall Act — they revolve 
around the issues of efficiency and risk. 
But the securities houses in Tokyo 
probably have a weaker case for their 
continued separation from the banks 
than US institutions because of the 
huge market share and fat profits of 
the big four stockbrokers: Nomura, 
Daiwa, Nikko and Yamaichi. Similarly, 
the argument that universal banking is 
inherently more risky than segmented 
banking is less persuasive — Japanese 
financial institutions have sounder 


61 


Source: IDD Information Services. 


 magai, 





+4 can act as guarantors in the Y5 trillion 
Vp. (US$37.55 billion) commercial-paper 


ey reputations an their US counterparts 






- will not move unless the Finance Minis- 
try has resolved the issue. Ministry offi- 


c - cials probably will gradually undermine 
| the law through ad hoc administrative 
| measures. 


LIS 


e authorities would be 
quite happy to see Article 65 fall into ir- 
relevance, because it would be so dif- 
ficult to abolish it," says Simon 
- Smithson, financial-institutions analyst 
at Kleinwort Benson. 

After five years of chipping away at 
the wall that separates stockbrokers and 
banks, only a few significant areas re- 
main sealed off. “Article 65 has not 
been a major obstacle for the Japanese 


ci banks to conduct securities-related 


business," said Naotaka Obata, general 
manager in the corporate planning divi- 
sion of Mitsubishi Bank. 

All the main banks have been stead- 
ily tightening their grip on affiliated Ja- 
panese stockbrokers. Sumitomo Bank 
posted a vice-president, Ichiya Ku- 
to Meiko Securities in Janu- 
ary 1987. Sanwa Bank has stiffened 


3 Towa Securities with up to 200 of its 
| staff. In such cases, the banks are pre- 


ud paring for the day they can play on the 
floor of the Tokyo Stock Exchange. 


hey already have a presence in the 
: government bond market, with up to 
- a 3076 share of the syndicate which buys 
| new issues of government securities. 
-| Since April 1983, they have been able to 
sell such bonds to the public and soon 
after began dealing in the secondary 
market on their own account. This year 
they will be able to broker them to 
Both banks and stockbrokers 





. market which opened last November. 


-| Opportunities in the financial-futures 
{| markets are set to expand next month 
>| with the start of stock-index futures 


trading. 

Japanese banks in the US are under 
the same constraints as local financial 
institutions. Four of them — Industrial 
Bank of Japan, Long-Term Credit, Fuji 
and Sanwa — have responded by buying 
the shares of US primary government- 
bond dealers. 

The Euromarkets' situation: Japan- 
ese banks and stockbrokers compete di- 
rectly. The one limit is that the Finance 
Ministry in Tokyo does not allow Japan- 
ese banks to lead-manage Japanese cor- 
porate-bond issues in Europe. But there 
is a way around that — Fuji Interna- 
tional Finance led a bond issue early last 
year for a Luxembourg subsidiary of 
Marubeni. 

More changes can be made through 


^| administrative fiat. “But at some point 


Article 65 has to be amended and that 
time will come pretty soon," said 
Obata, who declined to be specific. 
Others say it will happen in two to three 
years. L 


| The Japanese parliament has never | Fl 
=t considered amending Article 65. And it 
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Regulators a are s concerned about conflicts of interest 


ew York commercial banks argue | 


that the Glass-Steagall prohibitions 
were misplaced originally, are irrele- 
vant today and that they give foreign 
banks and overseas financial centres a 
competitive edge over US institutions 
and the US market. 

An equally vociferous lobby within 
the securities industry claims that US 
banks are seeking to salvage their de- 
clining profitability by grabbing cor- 
porate underwriting and gobbling up 
securities firms. The US administration, 
they charge, is aiding the banks in order 
to bail them out of their current finan- 
cial difficulties. 

The most important issue at stake — 
with the greatest international ramifica- 
tions — 1s not that of competition and 
market share but whether the combina- 
tion of commercial banking and sec- 
urities underwriting represents an in- 
herent conflict of interest. 

One of the arguments in 1933 when 
the Glass-Steagall provisions ‘were 
enacted was that commercial banks 
could, and did, use depositors’ money 
to underwrite issues of securities by 
companies to which they had made 
loans and which they were anxious to 
keep afloat. They thus ended up with a 
double (debt and equity) exposure to 
corporate clients. 

The other main argument was that 
banks could not afford to see their sec- 
urities affiliates fail — they again used 
depositors’ money to support these 
affiliates, sometimes with disastrous 
consequences for both sides of the 
house. 

Such arguments appear to have more 
emotive appeal than documented sub- 
stance. There also is some truth in the 
counter-arguments that banks failed be- 
cause of a combination of imprudent 
loan policies and management, and an 
over-tight monetary policy following 
the 1929 crash. 

The Securities Act-of 1933 (intro- 
duced in parallel with the Glass-Steagall 
Act), which established the Securi- 
ties and Exchange Commission (SEC), 
made the securities business safer in the 
US than before the crash — irrespective 
of the type of institution engaged in it. 

A spokesman for the US Treasury 
told the REVIEW that reform would en- 
tail fundamental safeguards against the 
misuse of bank depositors’ money. The 
Treasury supports reform of Glass- 
Steagall because it would improve the 
international competitive position of 
US institutions. 

The Proxmire Bill and other draft 
legislation would enable commercial 
banks to do securities underwriting 
not directly but through separately 
capitalised subsidiaries of the parent or 
TOE Enon 





Legislation would also prevent 
banks from passing to their securities af- 
filiates any deposits insured by the Fed- 
eral Deposit Insurance Corp. — one of 
the innovations of Glass-Steagall which 
everyone seems anxious to keep. 

Other arguments advanced by the 
commercial banks are that securities un- 
derwriting, involving only a short expo- 
sure to the market, is inherently less 
risky than the business of making term 
loans where a bank is exposed to credit 
risk for maybe 15 years or longer. 

The more pervasive and persistent 
fears, however, are whether commer- 
cial banks would feel compelled to come 
to the rescue of their securities affiliates 
in the event of a financial crash. Com- 
mercial banks argue that the concept : 
the separately capitalised subsidia., 
would prevent this. 

An official of the SIA in New York 
said that they remain unconvinced. He 
recalled the words of former Citibank 
head Walter Wriston who declared that 
his bank could never afford to let any 
subsidiary go under. _ 

A former senior securities regulator 
in Europe agreed. He told the REVIEW 
that it would be “extraordinarily dif- 
ficult" to imagine any bank allowing 
any of its subsidiaries to go down be- 
cause the knock-on effect would under- 
mine public confidence in the bank it- 
self. 


VI recent precedents for this 
belief came out of last October's 
Black Monday crash. British clearing 
bank Barclays had to bail out its market- | 
making subsidiary Barclays de Zoete 
Wedd to the tune of some £60 million 
(US$99.7 million); National Westming 
ter Bank had to inject nearly £100 mif 
lion into its own investment banking 
subsidiary County Bank; Security 
Pacific Bank in the US had to come to 
the rescue of its British broking sub- 
sidiary, Hoare Govett. 

None of these capital subventions 
seriously dented the capital base of the 
parent banks. But regulators are in- 
creasingly alert to the possibility of a 
major securities house collapse in the 
volatile state of today's markets, espe- 
cially given the absence of bank-type 
capital-asset ratios for-securities hous- 
es. 

At present, US commercial banks are 
limited to exposure of no more than 5% 
of their capital on those underwriting 
positions which they are permitted to 
hold. But whatever new "firewalls" are 
erected to replace Glass-Steagall and to 
limit banks' holdings in securities af- 
filiates or their specific underwriting ex- 
posures, it is assumed that their overall 
market exposure will increase signifi- 
cantly. 






















dence to the effectiveness of firewalls,” 
one securities supervisor told the 
REVIEW. “The very idea that things can 
be burning down on one side of a fire- 
wall while what is on the other side re- 
mains insulated from the fire is totally 
implausible.” 

Advocates of Glass-Steagall reform 
argue that a spread across commercial 
loan and underwriting business will les- 
sen the overall risk of financial failure, 
or even difficulty, for major US institu- 
tions. 

This view is shared by the Treasury. 
A spokesman said that abolition of 
Glass-Steagall would result in a trend 
towards mergers and acquisitions 
among US firms and between US 
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and foreign financial institutions. "We 
would be much happier if the banks 
were more diversified," he added. 

The SIA says that this amounts to of- 
ficia] collusion to bail US commercial 
banks out of their non-performing 
Third World loans and other doubtful 
assets. The securities industry had to 
undergo painful contraction in the 
1970s, but the SIA says regulators dare 
not risk a similar contraction of banking 
because of the impact on public confi- 
dence. 

Instead, the regulators champion the 
cause of banks entering securities un- 
derwriting. Commercial banks claim 
that the securities industry is over- 
protected, over-concentrated (in terms 
of ownership) and over-profitable. The 
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SIA counters that underwiting indus- 





try profits are declining and repre- 
sent only about 2% of overall bank 
profits. | 

Securities company ownership has 
already widened to permit financial in- 
stitutions such as insurance companies 
and non-financial firms to obtain stakes. 
Some have gone public, listing their 
own shares. “We do not need the banks 
to come in to do ad our capital struc- 
ture," an SIA spokesman said. 

Unlike the Ministry of Finance in 
Tokyo, the US Treasury does not ap- 
n over-anxious to preserve a fine ba- 
ance between the domains of banks and 
securities houses, while the Fed is as- 
sumed to be basically pro-banks on the 
Glass-Steagall issue. Some argue that it 
all boils down to a matter of which lobby 
— banking or securities — can produce 
most political campaign funds to sup- 
port its case. 

Against this background, the inter- 
national issues in support of Glass- 
Steagall reform, such as the complaint 
that it damages US competitiveness in 
international capital markets, appear 
something of a smokescreen. The argu- 
ment is based on the fact that the lead- 


ing underwriters in the Eurobond mar- 


kets nowadays are Japanese rather than 
European. It ignores the fact that Japan 
has its own version of Glass-Steagall 
even if it is not as stringent as the US 
law). 

A more powerful argument is that 
US corporations wishing to raise funds 
have an enormous range of options — 
debt, equities and quasi-equity (espe- 
cially now that currency swaps have 
made the currency of issue almost 
academic). But they can exploit fully 
such options only by going offshore to 
the Euromarkets, which in the main 
means London. 

If US firms are given the power to 


-operate freely in the primary debt and 


equity markets, business will return to 
New York, it is argued. Much the same 
applies to bringing back onshore to 
Japan the fund-raising activities of Ja- 
panese corporations, once Japan's Arti- 
cle 65 goes. 

Both arguments ignore such factors 
as the much stricter issue prospectus 
rules of the SEC in Washington and 
Japan's generally tighter bureaucratic 
environment. For such reasons, the 
Eurobond market and its offspring the 
Euroequity market may prove difficult 
to prise away from London, whatever 
a to Glass-Steagall and Article 


What could count most at the end of 
the day is the financial strength of US 
commercial banks once they are free to 
unleash it behind securities underwrit- 
ing and placement. That could provide a 
powerful incentive to US and other is- 
suers to float securities in New York de- 
spite the disincentives of the tigher 
US legal environment. 

— Anthony Rowley 
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Revolting over tax evasion 


Pakistan businessmen complain bitterly about new tax proposals 


By Husain Haqqani in Islamabad 


p akistan's businessmen have 
launched a campaign aimed at forc- 
ing the government to withdraw a pro- 
posed law which imposes tough penalties 
for tax evasion. The law makes tax eva- 
sion. punishable by prison sentences 
ranging from three to 14 years, forfei- 
ture of property and permanent ineligi- 
bility for credit and other facilities from 
government agencies, including nation- 
alised banks. 

A separate law would ensure certain 
deals were recorded by compelling trad- 
ers to conduct some transactions 
through banks and forcing shops to use 
tamper-proof cash registers. 

Traders in some cities have closed 
down their businesses in protest against 
the draft law and the country's cham- 
bers of commerce have threatened 
further strikes. 

President Zia-ul Haq has promised 
to settle the issue through negotiations 
between leaders of the business com- 
munity and government officials. But 
the Minister for Finance, Planning and 
Commerce Mahbubul Hag has so far re- 
fused to concede to the businessmen's 
demands. 

Haq says the stiff punishments are 
part of his budgetary package, which 
generally favours traders and indus- 
trialists. “My objective is to introduce 
structural changes in the tax-collection 
system, protecting the interests of both 
the state and the taxpayers," he said. 
"There is no reason why strict punish- 
ments should not be enforced for tax 
evaders especially when we have made 
things easier for honest taxpayers," he 
added. 

Haq's budget proposals set a target 
of Rs 15 billion (US$815.2 million) to be 
raised from income and corporate tax in 
1988-89, Last year, Rs 11.5 billion was 
collected. 

lax rates for high-income earners 
have been increased, as have indirect 
taxes, such as customs duties and sales 
tax on certain products. Haq plans to 
sweeten the bitter pill of higher taxes 
with much-needed tax reform, includ- 
ing the elimination of the discretionary 
powers of tax officials. 

The changes in tax-collection proce- 
dures are the first since 1860 when in- 
come tax was first levied in the Sub-con- 
tinent. The new law allows traders with 
incomes of up to Rs 100,000 to voluntar- 
ily declare their earnings and pay in- 
come tax at a fixed rate on a no-ques- 
tions-asked basis. Haq says this would 
save 90% of all taxpayers from harass- 
ment by tax officials. 

According to an official estimate, 





Pakistani taxpayers spend close to Rs 50 
billion on keeping corrupt tax officials 
off their backs, including payments for 
tax lawyers, middlemen and assorted 
fixers. 

Officials say the government is pro- 
viding an opportunity for businessmen 
to pay to the state part of what they had 
hitherto being paying to corrupt offi- 
cials. They argue that, as a result, it is 
only fair that stiff penalties should be 
imposed on those who 
evade tax even after 
being freed from 
harassment. 

But business lead- 
ers say that harsh pun- 
ishment under the new 
law will just create 
a new instrument of 
blackmail which cor- 
rupt officials can use 
to threaten taxpayers. 
They point out that im- 
munity from prosecu- 
tion for those who pay 
at least part of their 
taxes has so far been a 
significant incentive for 
traders and industrial- 
ists to pay income tax. 

Urban business- 
men also object to 
what they see as 
another attempt to 
squeeze more revenue 
out of them. The tax 
structure in Pakistanis 
extremely uneven and 
the bulk of govern- 


Total tax revenue 





Problems of 
plenty 


An export surge and aid funds 
swell Nepal’s reserves 


By Kedar Man Singh in Kathmandu 


espite a 40% growth in the value of 
Nepal’s exports to Rs 4 billion 
(US$170.2 million) in its latest financial 
year (ending 15 July), the trade deficit 
widened to Rs 9 billion, compared with 
about Rs 7 billion for the previous year. 
A senior official of Nepal’s Ministry 
of Finance told the REVIEW that the main 
reason for the increased deficit was the 





ment revenue comes from indirect taxes. 

Industrialists and traders not only 
pay income tax, but also 40 other types 
of tax and levies. They say they are pre- 
pared to help Haq meet his target of col- 
ecting Rs 15 billion in tax next year pro- 
vided the threat of stiff penalties is re- 
moved and the tax net is widened to in- 
clude other sectors, like agriculture. At 
present, there in no tax on agricultural 
income. 

Chambers of commerce and industry 
around the country are lobbying Zia, 
threatening strikes and using the media 
to step up pressure on the government 
to amend the proposed tax laws. They 
say the government should not expect 
the business community to increase ex- 

orts and industrial growth while add- 
ing to its tax worries. Oo 
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import of heavy equipment to implement 


TRADE 


foreign-aid projects and also the pur- 
chase of a Boeing 757 aircraft for the na- 
tional carrier, Royal Nepal Airlines 
Corp. 

The airline plans to buy a similar air- 
craft this year as part of its programme 
to boost air freight of the country’s ex- 
ports and expand tourism, a major for- 
eign-exchange earner for Nepal. 

While a 19.2% increase in imports to 
Rs 13 billion worsened the trade deficit, 
the balance of payments ended the year 
with a record surplus of Rs 1.6 billion, 
compared with Rs 376 million in 1986- 
87. This was attributed to a tougher 
monetary policy, the import of more 
than 360 kg of gold, and earnings from 
tourism. 

Nepal’s foreign-exchange reserves 
have increased to Rs 7 billion, equal to 














BUDGETS 


More of the same 


The latest New Zealand budget still emphasises the medium-term 


By Colin James in Wellington 


AN billion (US$1.3 billion) re- 
duction in foreign debt through 
asset sales, tough measures to cut state 
a and no let-up in the anti-in- 
ationary drive mark the fifth budget of 
Finance Minister Roger Douglas. 

But Douglas’ 28 July budget pack- 
age offered no immediate pain-killers 
for the recession that has been de- 
veloping over the past nine months, 
aiming all his measures at the medium- 
term. 

The fiscal balance conforms to 
Douglas' pre-budget forecasts. The fi- 

incial deficit (the difference between 

'ending and revenue, excluding asset 
sales) is forecast at NZ$1.38 billion, the 
same 2.2% ratio to GDP as in the year 
to 31 March. That is to be achieved 
without compromising the cut in com- 
pany tax from 4876 to 28% from 1 April 
and the planned personal tax reduc- 
tions to a top marginal rate of 3396 from 
1 October. 

There is also to be no increase in 
goods and services tax (GST), the 
value-added consumption tax, which 
now stands at 10%. 

The steady deficit masks a real rise in 
both revenue and spending. Excluding 
debt servicing and other financial trans- 
actions, what is known in official circles 
as "real" government spending is u 
13.5% to NZ$22.74 billion — about 8% 
above the expected level of inflation in 
the year to next March. 

Most of the increase will be spent on 
education — a portfolio held by Prime 
vw David Lange — which is up 

1.6% , and welfare, which is up 16.3%, 





seven months of imports — about Rs 1 
billion of the reserves is held in Indian 
currency. However, the increase in re- 
serves has helped fuel the 24% growth in 
money supply over the past year. Critics 
have accused Finance Minister Bharat 
Bahadur Pradhan of failing to make 
proper use of the reserves to control cre- 
dit and put a clamp on inflation. 

Pradhan told the REVIEW, however, 
that he is contemplating measures such 
as boosting imports of industrial raw 
materials and consumer goods in a bid to 
limit the growth of reserves and to check 
the money supply. He also suggested 
freeing foreign exchange facilities for 
Nepal's industrial sector. Pradhan, 
when tabling the budget for 1988-89 in 
early July, pledged to lower inflation — 
now running at 11% — during the 
year. 
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mainly due to the 40% jump in the num- 
bers drawing unemployment benefits. 
There is also to be an extension of train- 
ing schemes for the unemployed. About 
22,000 people are currently on these 
short-term schemes. 

Two new measures help boost rev- 
enue. One abolishes tax-deductibility 
for contributions to superannuation 
schemes. This is expected to net an ad- 
ditional NZ$350 million. The other 
forces companies to pay tax earlier, pro- 
ducing a one-off windfall gain of 
NZ$570 million this year. 

Overall revenue is projected to 
increase 8.2%, including a 10.5% 
rise in the GST take. As GST is di- 
rectly proportional to economic activity 
and retail sales have been falling sharply 
in recent months, some economists doubt 
that the revenue target will be reached. 

Douglas said the gov- 
ernment was aiming for a 
surplus, and announced 
two major measures in- 
tended to help achieve that 
over the next few years. 

The first is aimed at 
eliminating waste and im- 
proving efficiencies in non- 
trading government de- 
partments. The most strin- 
gent of the cost-cutting 
measures involves this 
year's departmental alloca- 
tions. These do not allow 
for any increase in wage 
rates and require savings 
Ego to a third of the 









Debt servicing 
Miscellaneous investment and financing 
transactions* 









The government intends to raise 
NZ$2 billion through asset sales this 
year. Where possible it hopes to raise 
the funds in foreign currency so that it 
can meet the twin aim of reducing for- 
eign debt by NZ$2 billion. 

In addition, unsold state-owned en- 
terprises will pay the government about 
NZ$1.25 billion as one of four instal- 
ments for the purchase of their assets 
from the government. With these trans- 
actions included, the government fore- 
s an overall surplus of NZ$2.26 bil- 
ion. 

The sell-off provides opportunities 
for foreign investors. Foreign insurers 
will also have an ——— for busi- 
ness in the rearrangement of provision 
for earthquake insurance. 

Douglas said the cost of an earth- 
quake in a main city was estimated at 
NZ$20 billion, but the fund of the 
Earthquake and War Damage Commis- 
sion, stood at NZ$2 billion. 

The commission will be required to 
buy reinsurance offshore out of income 
and the market will be opened up to pri- 
vate insurance companies in order to 
transfer more of the burden to private 
owners. 









ALL BLACKS IN THE BLACK 


% wage increase state 
ean were given last qni orm arto x 

The second is a plan | "eteinetexpenditure 22907.2 23,116.5 23,2686 
to reduce public debt, 








which at 31 March stood at 
NZ$39.1 billion, 65% of 
GDP. Debt servicing is 
forecast to cost NZ$4.58 
billion this year. 

Debt reduction is to be 
achieved by selling off all 
or part of the state's trad- 
ing entities. A list of 14 
was named in the budget, 
including seven for total 
sale, among them the Bank 
of New Zealand and the 
Shipping Corp. And once 
monopoly and regulatory 
issues can be resolved, 
the Telecom Corp. and 
the Electricity Corp., 
worth a total of about | 
NZ$9 billion, will also be PEE 
sold, i 





"Includes, as a negative against spending, approximately NZ$3,200 million of revenues from 
asset sales and debt repayment for assets transferred to state-owned corporations 





2,390.0 
10,710.0 
485.0 
4,100.0 
3,565.0 


last year. 

















| Overblown prices 





Prices are artificially high, complain Taiwan consumer advocates 


By Jonathan Moore in Taipei 


C urrency appreciation and tariff cuts 
in the past two years have benefited 
Taiwan consumers by keeping inflation 
low, despite a rapid growth in the 
money supply. But consumers have not 
enjoyed the full benefits of Taiwan's 
strong economy. | 

Some economists and consumer ad- 
vocates complain that the distribution 
and retail structure skew prices against 
consumers. Cartels and government- 
protected businesses, they say, block a 
free market in Taiwan's retail sector. 
Prices of a range of products, from de- 
signer clothes to instant coffee, are con- 
siderably higher than elsewhere in the 
region. 

Wholesale price and import-price in- 
dices have fallen for the past two-and-a- 


| half years, yet consumer prices have not 





— the year-on-year rise was 2.03% to 
June. Economists now fear that with the 


COMPANIES 


an inflationary upsurge is imminent, 
fuelled by a 3296 a year growth in the 
money supply, rising international com- 
modity prices and growing domestic la- 
bour costs. Taiwan consumers last faced 
high domestic inflation after the 1979 oil 
shock. 

Inflation is a béte noire in Taiwan 
where top government circles re- 
member the rampant inflation as- 
sociated with the defeat of the Kuomin- 
tang in China in 1949. The Council for 
Economic Planning and Development 
is projecting that retail prices will rise 
only 1.98% this year, but if current 
trends continue, this could jump to 5% 
next year. 

The composition of the wholesale, 
import and consumer-price indices ex- 
plains some of the divergent trends — 
wholesale and import-cost reductions 
are reflected only indirectly in con- 


DE . stabilisation of the New Taiwan dollar, | sumer prices because 92% of imports 


Sailing into global waters 


A New Zealand merchant bank mixes showmanship and profits 


-=| By Jonathan Friedland in San Diego 


| A successful America’s Cup challenge 


vaulted Australian entrepreneur 


_ | Alan Bond from relative obscurity five 
^| years ago. Now, the principals of a pri- 


vately held New Zealand merchant 
bank are counting on a controversial bid 
for one of yachting's highest honours to 
it them into the global limelight. 
ronically, the decision by ay, 
Richwhite and Co. (FRC) to mount its 
US$12 million challenge comes as it 
scales back some of its more glamour- 
ous investment plays — particularly 
offshore — to concentrate on the stod- 
gier ends of the banking business. 

For most of the 13 years since entre- 
preneurs Michael Fay and David 
Richwhite struck their partnership, 
FRC has split its activities between one- 
off, high yield investments, such as 
bloodstock raising and film making, and 
more traditional investment-banking 
work like government-bond trading and 


| corporate-debt restructuring. Riding 
—] the wave of the early 1980s Eurodollar 


market boom, the company profited 


al particularly by B M an array of 
dollar-related financing . 


New Zealand 


em - instruments for corporate borrowers 
..| and by exploiting fixed-income arbit- 
“| rage opportunities between the Euro- 










Kiwi and government stockmarkets. 

Chairman Michael Fay — law 
graduate, former truck driver and 
yachting enthusiast — took advantage 
of the swelling coffers to initiate expen- 
sive and high-profile marketing moves. 
These started with the underwriting of 
the first New Zealand entry into the 
America’s Cup in 1987 and culminated 
with the full sponsorship of this year’s 
San Diego challenge. Fay's showman- 
ship — in this case he is bucking the 
odds to beat a theoretically faster 
catamaran with a futuristically sleek 
monohull — has apparently served the 
company well. Few other merchant 
banks, much less one from New Zea- 
land, have been given a cover story in 
the Sunday New York Times Magazine. 

Also, by taking on the monied in- 
terests of the San Diego Yacht Club and 
Dennis O'Connor's Sail America syndi- 
cate, which sued to preserve their plan 
to host a US$1 billion 12-m ex- 
travaganza three years from now, Fay 
has cleverly positioned himself as an un- 
bankerly populist underdog. 


emi intei 


-| are machinery and materials, 


or in- 


stance. 
Still, merchants seeking larger profit 


A | marginsare a major factor in keeping up 


retail prices. And the expectation that 
prices will rise again, and that increas- 
ing enforcement of Taiwan's labour 
laws will add to costs, makes manufac- 
turers and importers reluctant to lower 
prices. 

Taiwan's consumers have little 
chance of influencing prices in the 
face of well-connected business in- 
terests which control import cartels, 
sole-agent monopolies and distribution 
networks. 


he Commodity Price Supervisory 
Board of the Ministry of Economic 
Affairs (MEA) "always says price rises 
are because of market demand," said 
Wu Chong-ji, an economics professor at 
the National Taiwan University who is 
affiliated with Taiwan’s Consum 
Foundation. “But we know the re 
roblem is monopoly power. It is dif- 
icult to change the system. The com- 
mercial sector has too big an influence 
in policymaking.” 
Prices of domestic agricultural pro- 
ducts are high largely because of an inef- 


ficient distribution system. Farm pro- 


While Fay has concentrated on 
boosting the corporate profile with 
cheerfully brusque directness, his 
lower-key accountant partner Rich- 
white has focused on building the 
firm’s bread and butter fixed-income 
trading and corporate advisory busi- 
ness. Richwhite serves as FRC's 
chief executive officer and chair- 
man of its 75%-owned New Zealand 
listed affiliate Capital Markets Ltd. Ac- 
cording to him, the group’s dealing of- 
fices in Sydney, London and Wellington 
now account for up to 40% of totg 
turnover in new Zealand Governme 
bonds, up to 35% of the turnover on the 
tiny New Zealand futures exchange, 
and 10-15% of the Australian Govern- 
ment bond and bank-acceptances busi- 
ness at the Sydney futures exchange. 


T* trading side of FRC’s business, as 
well as its stature in Australia, re- 
ceived a further boost as a result of the 
purchase in March of 50% of Sydney 
money-market primary dealer GIO 
Securities for an undisclosed sum. The 
co-owner is Australia's giant Superan- 
nuation Fund Investment Trust. GIO 
Securities (now renamed Fay, Richwhite 
Securities) lost A$1.87 million (US$1.5 
million) in the fiscal year to June 1987. 
But the deal gives FRC national cover- 
age in Australia’s short-term money 
markets. Additional trading support of- 
fices are planned for New York and 


, Tokyo. 


On the corporate side, FRC claims 


| last year to have arranged over A$4 bil- 


lion in liabilities for major Australian 





luce is sold through the state- 
un farmers’ wholesaler, the 
l'aipei Fruit and Vegetable Mar- 
ceting Corp. The cooperative 
ias no buying or shipping faci- 
ities and relies on middlemen 
or obtaining produce. As a re- 
ult, goods change hands some- 
imes two or three times before 
'eaching the cooperative. 

Farmers receive about 20% of 
he retail price of their produce, 
he retailer 30% and various 
niddlemen take the remaining 
10%. 

The handling of imported farm 
‘commodities is no better. Corn, 
vheat, beans and cooking oil are 
old by cartels that set prices 
n conjunction with the MEA's 
Joard of Foreign Trade, for 
vhich they have exclusive 
wivilege. These cartels exist 

the government's behest in 

er to protect local farmers who 
row the same commodities, and also 
o support Taiwan's buy-American pol- 
cy 





74° 


Consumer-rights advocates claim 
hese cartels bilk consumers through 
tockpiling commodities when prices 
ire low to sell once prices rise again. 


CAPITAL MARKETS 


48% 
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= Consumer price index 
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Sources: The Central Bank of China, and Directorate-General 
of Budget, Accounting and Statistics, Executive Yuan. 
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Tariffs on 3,500 imported items were 
cut by an average of 50% in January. 
The prices of some consumer goods, 
such as TV sets and cars, came down as 
a result, but these are still compara- 
tively expensive due to the remaining 
protective taxes. The prices of many 





Money supply 


other items were largely unaf- 
fected — cosmetics, foods and 
clothing, for instance. 

Part of the explanation for the 
minor impact of tariff cuts was the 
system of sole agents, said Julia 
Wang, executive secretary of the 
Consumer Foundation. The 
agents, which contract with a for- 
eign producer to be the exclusive 
seller of the exporter’s product, 
are able to monopolise certain 
goods or collude with other 
importers to maintain higher 
prices. 

But another reason is the con- 
sumer psychology that Taiwan's 
new aiitusnce has bred. "Shop- 

ers will pay the higher price 
Because they think it means the 
quality is higher. Wholesalers will 
keep up prices to maintain the 
image of the product," said a local 
newspaper reporter who writes on 
consumer issues. 

The Central Bank of China's moves 
to restrict interbank lending in June 
have already caused a tightening of cre- 
dit. Analysts say that the government is 
likely to wait before taking more drastic 
anti-inflation measures until the threat 
becomes more serious. Oo 


ENJOYING FAIR WINDS 


(Corporate structure of Fay, Richwhite group) 


75% AY, RICHWHITE AND CO. 
New Zealand, investment bank 


50% 


FAY, RICHWHITE 
FINANCIAL SERVICES 


Australia, holding company 


100% 


FAY, RICHWHITE 
SECURITIES 


EUROPEAN PACIFIC 
INVESTMENTS 


EUROPEAN PACIFIC TRUST 


Source: Rewew Data. 
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100% 


EUROPEAN PACIFIC 
BANKING CORP. 





SPECIAL PROJECTS 


ASSET CARD 


TOP GROUP 
Zealand, service : 


67 


Government and corporate borrowers. 
Its known customers include Sir Ronald 
Brierley’s Industrial Equity Ltd and 
reclusive Auckland-based millionaire 
John Spencer’s Caxton Group. Al- 
though the extent of FRC’s growth re- 
mains a mystery as it does not disclose 
any financial figures, analysts believe 
gross revenue during the fiscal year 
to March 1988 — which were split 
fairly evenly between trading, advisory 
work and investment income — topped 
NZ$200 million (US$132.6 million). 
“Apart from Bank of New Zealand and 
ANZ, we are the most profitable finan- 
cial organisation in the country,” Fay 
boasts. 

As the group has grown, Fay and 
Richwhite have steered away from 
some of the riskier investments that 
characterised the company’s earlier 
years. Cleverly timed takes taken up in 
such perilous areas as apricot farming 
and thoroughbred horses helped the 
firm to weather past slack dealing 
periods. These have been replaced by 
more conventional joint ventures wit 
Brierley Investments (in a service sta- 


tion chain), New 
Zealand Insurance 
Co. (in an Auckland 
office tower) and re- 
tailer L. D. Nathan 
and Co. (in the own- 
ership and market- 
ing of Asset Card, 
a combination credit, 


debit and cash 
card). 

The trend towards 
more conventional 


investing and FRC's 
long-standing re- 
fusal to leverage 
its assets helped 
the group to avoid 
the October fate 
that befell fellow 
countryman Bruce Judge, chair- 
man of the collapsed Ariadne Corp. 
FRC and its affiliates came through 
the market debacle with portfolio 
losses but little direct impact on its 
main lines of business, Richwhite 
claims. 

At the very least, however, the ham- 


Building bigger earnings 


Thailand's construction boom boosts Siam Cement's profits 


By Paul Handley in Bangkok 


hailand's booms in investment and 

rural housebuilding have enabled 
the giant Siam Cement Corp. (SCC) to 
more than double first-half profits. But 
a capacity shortage is likely to curb 
growth in the short term. 

A new plant will be completed in 
mid-1987. It will add a further 1.6 mil- 
lion tonnes to SCC's current capacity of 
7.4 million tonnes, allowing the group 
to take advantage of what is likely to be 
a sustained rise in construction over the 
next few years. 

SCC's profit for the period to 30 June 
was 125% up on the same period of last 
year, despite only a 24.6% rise in in- 
come. Net profit soared to Baht 1.45 bil- 
lion (US$56.86 million) on turnover of 
Baht 8.62 billion. Earnings per share 
were Baht 121, against Baht 53 last 
year. 

Consolidated profits for the SCC 
group, which includes the country's 
major producers of other construction 
materials (asbestos-cement building 
materials, PVC pipes, particle and 
pred sheets, steel rods, wires and 

ars, and ceramic tiles), were also good. 
Total group revenue for the first half 
was Baht 11.69 billion, up from Baht 
8.44 billion a year earlier. Net profit was 
Baht 1.59 billion, up from Baht 816 mil- 
lion, giving earnings per share of Baht 
232 


According to Tawee Butsuntorn, 


senior vice-president of the group, SCC 
has benefited from strong investment at 


the private industrial level, where hun- 
dreds of new factories are being built, 
and in the countryside, where high com- 
modity prices have boosted incomes 
and encouraged farmers to build 
homes. Demand for cement and other 
major construction materials increased 
20% in the first six months of this year, 
against the same period of 1987. SCC’s 
sales of 3.7 million tonnes gave it a 64% 
market share. 

The smaller growth in turnover sup- 
ports the group’s claim to have made 
significant advances in efficiency and 
productivity. Prices for cement have not 
risen significantly because of weak 
energy prices and government attempts 
to keep them stable. 


he tight market in other construc- 

tion materials, however, has resulted 
in some pricing difficulties, which have 
limited gains in the group’s non-cement 
operations. For instance, prices for 
scrap iron and logs have risen by 20% 
and 40% respectively, and inputs for 
PVC pipes even more. But contractors 
put pressure on the government to pre- 
vent producers passing on the full in- 
crease in costs. As a result, the group 
has been unable to take full advantage 
of the industry boom. 

A work stoppage by contractors in 
June forced the government to clamp 
down on the rising cost of steel rods and 
bars, which were in short supply, by cut- 
ting duty on imports. However, even 





Fay: conventional ventures. 


iam, eom. by the 
New Zealand market 
has forced the finan- 
ciers to reduce their 
expectations for the 
expansion of Capital 
Markets. Unlike its 
parent with which it 
shares the same per- 
sonnel, Capital Mar- 
kets takes a principal 
position in trading 
deals and in the ar- 
rangement of public 
offerings and the 
company could be 
leveraged u to 
130%, according to 
Richwhite. Although 
Capital Markets 
came out on the plus side in its last fiscal 
year to March 1988, totting up after-tax 
profits of NZ$36.2 million and paying a 
dividend that represents a yield on sh: 

price of 10.4%, the price of the cc 

ES has remained hugely depressed by 
ocal market conditions. So deal-mak- 
ing opportunities, though Richwhite 


that has not been enough to placate 
builders, who are expected to maintain 
pressure on the government to keep the 
cost of materials down. Building 
schedules for contractors working on 
government projects have also been re- 
laxed because of shortages. 

SCC and its subsidiaries have re- 
sponded to the price restrictions bv 
trying to increase capacity. SCC is re- 
opening units shut down five years 
ago. And fully owned subsidiary Siam 
Iron and Steel is aiming to end pro- 
duction bottlenecks and is launching a 
long-term programme to triple capa- 
city. 

The group's competitors are also ex- 
panding capacity in steel and cem 
production. So by late next year, 
"o problems should have been re- 
solved. There appears to be little threat 
of gross overcapacity. In the longer 
term, the construction sector appears to 
be set for steady expansion. 

Foreign and local investment spend- 
ing has accelerated in the first half, 
meaning that the strong demand for ce- 
ment and construction steel will con- 
tinue. Hotel and office tower construc- 
tion is expected to speed up; along 
with housing away from the Bangkok 
area. 

Government plans to speed up in- 
frastructure development will also en- 
sure that demand for construction mate- 
rials remains strong. Major projects 
planned over the next 18 months in- 
clude the US$1 billion second-stage 
Bangkok expressway; a US$1.2 billion 
elevated railway for Bangkok, and the 
Laem Chabang and Mab Ta Phut port 
and industrial estate projects. Several 
airport-expansion projects are on the 
drawing board, too. Oo 
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naintains that the September quarter 
ooks promising. 

The October crash also played a role 
n what appears to have been the two 
najor strategic misjudgments made to 
late by the group. The first was an ill- 
ated foray into the funds-management 
xusiness; FRC started a unit trust at the 
zeak of the bull market. Before man- 
igement rights were handed to fund 
nanager Tower Trust three months ago 
n exchange for a fee for advisory work, 
he “Capital Investment Trust" traded 
it a substantial discount. 

The second misstep was a late bid to 
orofit from Hongkong's former! 
zooming stockmarket through a 28% 
take in European-Pacific Investments 
EPI), a Luxembourg-listed holdin 
'ompany which FRC purchased with 
3rierley Investments and Bank of New 
Zealand. In both cases, the loss was one 
of unfulfilled potential; neither venture 

.FRC any money. 

Nonetheless, the EPI case was a 
somewhat sobering experience for the 
New Zealanders and has led to reflec- 
ions on the appropriateness of direct 


BANKING 


investments farther 
afield than Australia. 
As originally con- 
ceived, EPI had two 
basic functions — as 
a trustee banking 
business based in the 
Cook Islands and as a 
direct investor in 
Hongkong through a 
90% -owned sub- 
sidiary, Glynhill In- 
ternational. While 
the trustee banking 


business remains 
promising, Glynhill 
— having lost its 


raison d'étre as a 
bull-market invest- 
ment vehicle — was 
spun off at a barely profitable price of 

K$1.05 (13 US cents) a share to Hong- 
kong garment magnate Peter Lam's 
Transtrend Holdings. 

For the time being, says Richwhite, 
the company will concentrate on soli- 
difying its position in New Zealand 
and on boosting its presence in Austra- 


Strong foundations 


Top Japanese banks reveal healthy capital ratios 


3y Nigel Holloway in Tokyo 


Seren leading Japanese banks have, 
for the first time, revealed their own 
"apital-adequacy ratios. Each has prov- 
2d to have stronger capital bases than 
nany observers had thought. The exer- 
"ise conforms with guidelines agreed re- 
rently by the Bank of International Set- 
lements (BIS). 
b improve the soundness of the 
rid banking system, international fi- 
yancial institutions are supposed to 
yave a capital base equivalent to at least 
3% of their assets by March 1993. This 
was generally interpreted as a way of 
owing the growth of Japanese banks, 
whose national guidelines for capital 
idequacy were less restrictive than 
hose of other countries, with the result 
hat they were said to be grabbing an un- 
air share of world lending. 

The new, consolidated figures from 
he seven Japanese banks show that 
heir capital ratios as of end-March 1988 
ire considerably higher than analysts 
iad reckoned. 

Sumitomo, prior to its recent share 
ssue, had the highest capital-adequacy 
atio of 7.5%, followed closely by Fuji 
vith 7.4% and Sanwa with 7.3%. Dai- 
chi Kangyo’s ratio was 6.8%, Mit- 
iubishi’s was 6.7% , Bank of Tokyo had 
5.3-6.4% and Mitsui 6.1%. 

As a result of Sumitomo's 50 million 
share issue, worth around ¥160 billion 
USS$1.2 billion), its ratio will actually 
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rise by 0.6%, the bank says, and will 
therefore exceed the BIS guideline. 
This does not mean the end of 
Sumitomo's troubles, because any in- 
crease in assets between now and March 
1993 will have to be matched by a 
further rise in capital, but it does show 
how strong at least one Japanese bank 
says it is according to international stan- 
dards. 

Although a breakdown was not 
poen, itis a safe assumption that at least 

alf of what was counted as capital is the 
"core," made up of shareholders' equity 
plus disclosed reserves, as stipulated by 
the BIS rules. Published estimates of 
the overall ratio, which have come 
mainly from share analysts, have in- 
volved a fair degree of guesswork as to 
the size of such things as banks’ off-ba- 
lance-sheet items and the risk-weightin 
of loan portfolios. In addition, the BIS 
rules have been eased, allowing banks 
to exclude sovereign loans to major in- 
dustrial countries from total assets. 

The banks did nothing to disabuse 
observers of their pessimistic forecasts 
of the difficulty the Japanese institu- 
tions would have in meeting the new 
pn — and for good reason. 
"The BIS guidelines have been a prop- 
aganda tool for the Japanese banks for 
over two years, to help them to raise 
quickly as much cash as possible," says 
Robert Zielinski of Jardine Fleming 





Richwhite: consolidation. 





lia's fixed-income 
market. Only then 
will it look further 
afield again, and only 
in the Asia-Pacific re- 
gion: "We will re- 
main time zone dri- 
ven," Richwhite ex- 
lains. "We see our 
uture in Asia and 
would like to expand 
eventually into 
Hongkong, Taiwan 


and Thailand." 
Meanwhile, Fay 

remains intent on 

conquering the 


world, if only the 
one of big boats and 
even bigger bankrolls. 
Despite almost certain defeat next Sep- 
tember in the waters off San Diego as 
a result of a court ruling that forces 
the mismatched race to take place, he 
maintains that the New Zealand chal- 
lenge has been a worthwhile endeavour, 
for FRC's business, if for nothing 
else. o 


Securities. The city banks and long- 
term credit banks, 16 in all, raised ¥1.4 
trillion in the year to March 1988 
through share and convertible bond of- 
ferings, and have already issued or an- 
nounced financings worth a further 
¥1.5 trillion since. 

Raising money was only one of the 
reasons for giving the impression that 
the guidelines were tougher than they 
actually are. Deregulation in Japan, as 
elsewhere, has forced banks to become 
more profit-conscious. They can no 
longer afford their traditional obsession 
with market share, but it takes time to 

ersuade customers of this, particularly 
if it means they have to pay more in- 
terest for their borrowed money. What 
better ally for the Japanese banks than 
the omniscient BIS. 

As a result, the BIS is forcing the Ja- 
pese banks to do what they would 

ave had to do anyway. They are curb- 
ing the growth of some parts of their 
lending, emphasising spread loans and 
cutting unprofitable credits. A higher 
capital-adequacy ratio may also encour- 
age some of the weaker brethren to 
merge. In addition, the BIS targets have 
made it easier for the banks to sell some 
of their hidden assets (using the pro- 
ceeds to boost their disclosed reserves 
and thus their core capital). 

Perhaps most important, the 
guidelines have helped sway the Japan- 
ese Finance Ministry in favour of 
further dismantling the wall that sepa- 
rates banks and securities houses. From 
September, banks will be able to sell 
housing loans repackaged in the form of 
securities. Far from weakening Japan's 
banks, the BIS guidelines will help 
them to become even stronger in world 
markets. oO 
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Monied mates live on 


@ AUSTRALIAN regulations on dis- 
closure, insider trading and takeover 
manoeuvres are stringent. But the en- 
forcement has left something to be de- 
sired. 

It was therefore a good thing for the 
Australia securities industry when Na- 
tional Companies and Securities Com- 
mission (NCSC) chairman Henry Bosch 
moved quickly to open up what was 
happening in Perth when Alan Bond 
and the Western Australian State Gov- 
ernment Insurance Commission each 
bought 19.9% of Bell Group privately 
from Bell chairman Robert Holmes à 
Court. The T agreement eventu- 
ally reached between the NCSC and 
Bond that he should make a general 
offer at A$2.70 (US$2.17, the same as 
he paid to Holmes à Court) was seen as 
a victory for small investors. 

But there are still considerable wor- 
ries about the role the Western Austra- 
lian (WA) state government is playing 
in Perth's business and whether such in- 
volvement is politically or financially 
ethical. These worries were heightened 
when on 28 July, at a hearing of a par- 
liamentary committee looking into the 
rules for mergers, takeovers and 
monopolies, Bosch admitted that he had 
bowed to political pressure not to reveal 
the name of a director the NCSC had 
forced toresign because of irregularities. 

This came out in the course of 
Bosch's discussion of whether his “plea 
bargaining" methods were more effec- 
tive than the procedure of taking direct- 
ors to court. He said that in the past, a 
major Australian entrepreneur had es- 
caped with a A$500 good behaviour 
bond after a three-year court action 
over serious irregularities in an annual 
report and the conviction had not been 
recorded. In recent times, in contrast, 
the NCSC had been successful in forcing 
the resignations of three board chair- 
men and he named two of them — Lee 
Ming Tee and Bruce Judge. 

But the third name, he said, had 
been suppressed because of the figure's 
"considerable political connections,” 

Since Bosch apparently did a deal 
which involved him not revealing this 
name, obviously he cannot do so now. 
But it is safe to say that if this person was 
not Laurie Connell, former chairman of 
merchant bank Rothwells, most experts 
would eat their hats. 

e THE case of Connell glaringly illus- 
trates the intense inter-relationships 
which have developed in Perth and the 
sort of disquiet those relationships 
cause the market and the NCSC. Hav- 
ing been a source of easy money during 
the bull market, Rothwells virtually col- 
sj ona because of bad debts in the wake 
of the market crash. A A$350 million 
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rescue package, with a further A$150 
million guarantee from the WA govern- 
ment, was put together in January, 
with Alan Bond playing a prominent 
part. 

As it transpired later, Bond got 
something — or so he thought — asa re- 
ward: he was earmarked A$100 million 
which Connell allegedly had been prom- 
ised as a "success" fee for advice to War- 
wick Fairfax in his disastrous buy-back 
of the John Fairfax and Sons publishing 
company. The result of the buy-back, 
which was fatefully timed to straddle the 
October market crash, was Fairfax hav- 
ing to sell off valuable assets, and the re- 
mainder of the empire is still struggling 
to overcome its debt problem without 
selling more. 

Unfortunately for Bond, when he 

litely asked Fairfax for the money, 

airfax disputed that there was an 
agreement or that Rothwells had 
earned the fee. The whole matter is now 
RE to a legal suit, but it is not the 
end of Bond's involvement with 
Rothwells and its debt. 

€ THE Perth loyalties seem inexhaus- 
tible. In the second week of July, Con- 
nell borrowed something like A$350 
million from Bond to finance the pur- 
chase of loans from Rothwells and 
thence allow the company to present a 
reasonably healthy balance-sheet. In a 
complex deal, given approval by the 
NCSC again only after pressure for dis- 
closure of details, Bond and the state 
government — which in the process re- 
tired a A$150 million loan to Rothwells 
— took over from Connell and another 
Perth businessman, Dallas Dempster, à 

roposed petrochemical plant which is 
itle more than planning permission 
and a few pipes. 

A storm of protest at more state in- 
volvement in a deal which appears to 
benefit nobody but “old pals” may be- 
come a serious political millstone for the 
state government, but the deal again fo- 
cuses attention on the NCSC’s role as a 
watchdog. Bosch’s method is to avoid 
long and ineffective legal processes and 
come to understandings in what he con- 
siders to be the interest of investors and 
the health of the market. 

There is the prospect of a federal 
Australian Securities Commission to re- 
ec the cooperative system of the 

CSC, which operates under the joint 
authority of the states. The government 
has agreed to a request from the Austra- 
lian Democrats, who hold the balance 
of power in the Senate and therefore 
can block legislation, for a joint par- 
liamentary inquiry into the proposal. 
Given the speed at which such things 
usually proceed, this would mean a 
delay of at least six months, if not 








longer, by which time an election would 
start to appear on the horizon and might 
well cool the government's enthusiasm 
for the bill. 

@ IT seemed an unkind cut coming 
from WA premier Peter Dowding when 
he remarked recently that everybody 
behaved as if Alan Bond was the only 
businessman in the state. 

Almost as soon as Bond had paid 
Kerry Packer and Ron Brierley their 
"greenmail" for dropping what one is 
tempted to suspect was not an entirely 
serious takeover offer for Bell Re- 
sources (BR), then along comes John 
Spalvins of Adelaide Steamship and 
buys — most of it in an amazing flurry of 
activity on 29 July — 11.44% of | © 
shares for A$110 million. Spalvins' r 
tives have not been revealed, but if he 
holds on to the shares, he might have 
enough allies on the BR board to sink 
Bond's plan to use 
BR as a cashbox for 
Bond Corp. 

Two of Bond's 
loyal lieutenants, 
Tony Oates and 
Peter Mitchell, have 
resigned from the 
Bond Corp. board 
so they can join 
that of Bell Group. 
of which Bond con- 
trols about 40%. 
However,  Bond's 
hopes of getting a 
foot in the BR door 
have been blocked 
by a self-righteous 
Holmes à Court. The latter ruled 
that this would be unethical 
view of Bond's known plans 
BR, which Bond does not yet con- 
trol. 

And as if he did not have enough to 
worry about, Bond chose 28 July, just a 
couple of days after a heavy drop in the 
price of gold, to launch his long-planned 
(and carefully named) Bond Interna- 
tional Gold (to be known as BIG) in 
New York. To help fast-disappearing 
investor enthusiasm, Bond and his un- 
derwriters reduced the cost of one unit 
— five shares and one warrant — from 
an expected US$75 to US$63. They also 
increased the issue from 4 million to 
4.85 million. Even so, after opening at 
the issued price of US$11.75, the shares 
were soon trading at US$11.50. 

Well, after a week like that, no doubt 
Bond did feel, in the words of his slo- 

an, "like a Tooheys or two" — or at 
east he felt like paying out a reputed 
A$2 million on a new advertising cam- 
paign in New South Wales to attack the 
market share of rival brewer, John El- 
liott of Elders. Cheers. 
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ECONOMIC MONITOR 
1dustrial growth surges ahead 


uelled by rapid money expansion 

and heavy demand, China’s indus- 
al growth has surged ahead, creating 
rious strains in raw materials supply 
d in the energy transport sectors. 
ie price of this high growth is a soaring 
(lation rate which has triggered panic 
iying and excessive wage increases. 

Between January ind. June this year, 
1ina’s industrial output, excluding vil- 
ze-level industries, grew in 1980 con- 
int pet to Rmb 577.31 billion 
18$155.19 billion), 17.2% more than 
e same period last year. 

The state sector expanded by 12.8%, 
ule collective industries grew twice as 
st. In the first five months of 
—^ year, Jiangsu, Shandong 

3uangdong registered the 
guest industrial growth rates 

25%, 26.7% and 33% re- 
ectively. Shanghai, China's 
ost important industrial city, 
ae lowest growth rate of 

o. 

Retail sales grew by 24.676 
the first six months as nerv- 
is consumers scrambled to 
ty before further deprecia- 
»n of the currency. As a re- 
It, the growth of private sav- 
gs was 9% lower in the first 
‘e months of this year. Offi- 
ils estimate that the gap this 
ar between the value of re- 
il goods available and con- 
mer purchasing power is 
nb 90 billion. 

Despite low growth tar- 
ts this year, state lend- 
g and cash in circulation 

by 22.15% and 26.23% 
Divci in the first quar- 





r. 


BH Coliective sector 
Yl State, collective and other sectors 


Investment, the main source of de- 
mand during the last boom of 1984-85, 
slowed. Budgeted fixed-asset invest- 
ment by state enterprises grew by 
14.276 in the first six months, lower than 
the 21.576 growth of last year and close 
to zero when adjusted for inflation. 

Investment in farming has increased 
after years of low and unsteady agricul- 
tural supplies. In the first quarter, the 
xw of pork, beef and mutton rose by 

Acreage under cotton, sugar and 
jute — three commodities in which 
there was a shortage last year — has in- 
creased by 7-17% against 1987 levels. 
But because of bad weather, grain out- 


ONE ECONOMY, TWO SPEEDS 


(Year-on-year increase) 





B State sector 





Source: State Statistical Bureau. 


CHINA 


put is likely to fall short of this year’s 
target of 410 million tonnes. 

Energy supplies remained tight. In 
the first six months of this year, output 
of coal, crude oil, and electricity grew 
by 4.5%, 2.6% and 12% respectively, 
compared with the same period last 
year. Many factories had to stop pro- 
duction because of energy shortages. 

There were also serious shortages of 
raw materials such as non-ferrous met- 
als, agricultural products for industry 
and petrochemicals. The output of pig 
iron and steel, however, remained high, 
with increases of 7.4% and 10.2% in 
the first half of the year. Transport 
facilities, another infrastructural con- 
straint on growth, lagged. 

The retail price index rose by 13%, 
and the cost of living for work- 
ers in 32 major cities grew by 
14.4% in the first six months. 
Guangdong, Anhui, Shang- 
hai, Jiangsu and Guangxi had 
the highest inflation rates. As 
of March, prices of vegetables 
and poultry rose by 25-50% in 
urban free markets. State en- 
terprises had to pay 14.2% 
more in wages and 37.8% in 
bonuses in April alone to 
workers angry at price rises. 

China’s visible trade def- 
icit continued to narrow to 
US$1.15 billion in the first six 
months, according to customs 
statistics. Exports and imports 
grew by 26.2% and 19% re- 
spectively. Foreign-exchange 
reserves (minus gold), mean- 
while, rose from US$16.71 bil- 
lion in January to US$18.15 
billion in March. External 
debts at end-1987 amounted 
to US$33.8 billion, according 
to various press reports. 

— Louise do Rosario 


REVIEWGRAPHS by Andy Tang 


COMPANY RESULTS 


Net % change % change | Dividend 
MINE NE IEEE NS 
€ aip Y31 Mar. | M$114.6m M$523.1m *4.1 18M¢ | Stronger prices for rubber and palm oil boosted profits for 
(US$43.5m) (US$198.5m) (15M¢) | Malaysian grower. 


ata Y 31 Dec. | Rs38.7m Rs 2.6b 
dia) (US$2.8m) (US$185.7m) 


(20%) 
yana Siam H30 June | Baht 110m +34.7 | Baht317.8m | Baht 1.2° 
nance & (US$4.3m) | (US$12.5m) (Baht 12) 
»curities 
angkok 


H30 June | Baht 737.9m 
ink (US$28.9m) 
Y 31 Mar. | HK$387.9m HK$2.4b 80 HKc 
(US$49.7m) (US$307.7m) (60 HK¢) 
+43 Subsidiary of Multi-Purpose Holdings recovered after 
improved international prices for rubber and palm oil. 


15% 


insor 

dustrial 

inlop H30 June | M$10.9m *491 M$148.9m 

itates (US$4.1m) (US$56.5m) 

= year ended. H = half-year ended, “at par Baht 10 compared with par Baht 100. 
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Indian subsidiary of British shoe manufacturer increased 
exports by 22% to Rs 63.4m. 


Thai finance and securities firm recorded a 30% jump in 
non-lending turnover, mainly broking business. 


KA- 11** | Loan-loss reserves increased by Baht 1m to Baht 1.7m 
; | 11) | froma year earlier. Pre-tax profits up 32.896. 


Hongkong textile and garment group moved into food 
processing in China and oil-gas venture in the US during 
the year. 
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INTEREST RATES (%) 
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Tos di Year agot 1-year interbank interbank. f 
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Australia dollar 1.245 1.229 

















Britain pound 0.584 0.578 Auchan: 15.00 12.05 i - 
Cada nu 1211 1217 us ra ia 12.65625 13.125 13.29688 
France franc 6.3235 6.187 Britain 10.00 n.a. 10.3125 10.75 10.9375 








Hongkong dollar 7.807 -. 7.806 
india rupee 14.202 13.95 






Hongkong 9.00 — 8.25 8.625 8.75 



















































indonesia rupiah 1,693.00 1,692.00 indonesia 22.00 19.50 i n.a. n.a. 
Japan yen 133.00 131.45 : 
Malaysia doilar 2.641 closed Japan 5.70 4.27 4.50 4.8125 4.875 
New Zealand dollar 1.512 1.487 3.375 
Pakistan rupee ` 17.83 17.83 
Philippines peso 21.05 21.03 Malaysia 6.75 — 3.40 3.60 3.75 

i 2.046 losed 
e MD 723.40 723.90 New Zealand 16.75 na. 15.30 15.00 15.10 
SriLanka rupee 31.979 31.949 Philippines 4.1875 16.081 13.00 13.50 13.50 
Switzerland franc 1.564 1.525 . 
Taiwan NT dollar 28.63 28.62 Singapore 6.13 — 4.5625 4.8125 4.9375 
Thailand baht 25.52 25.47 South Korea 11.50 14.9 " u " 





West Germany mark 1.878 1.835 
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Bangladesh 32.15 

abel idi Hem US$=Rmb 3.722 EUROCURRENCY AND ASIAN CURRENCY UNIT DEPOSIT RATESt 

Macau — pataca ! Hs Fimb 0.478 [ 3monts | Smonthe | 12months 

Nepal rupee Soviet Union 2 3125 8.50 — 875 

PapuaN. G. US$--Rouble 0.6206 MER j 

Other: SDR1--US$1.29763, ECU1 = US$1.1129, Laos £ Sterling 10.375 10.8125 1093/9 tho 

$$1=M$1.2915, £1=HK$13.3658, x i Yen 4.375 4.6875 4.75 4.8125 

3 months forward: Japan Y 132,357, USS New Kip 350.00 j 

Hongkong HK$7.814, Singapore 5$2.009, Vietnam Swiss Fr. 3.50 3.9375 4.1875 4.1875 
B usui Dc = SPATS RENE ERIS bibi ga ace Dm 5.00 4.125 5.875 5.50 

Source: Telerate for spot and forward rates from Asian money markets, Republic Na- A$ 12.125 12.50 12.6875 13.00 










eintreten 


tional Bank of New York for banknote selling rates on the Hongkong market | 


and Deak International Ltd for official rates. *longterm — **shortterm — fofferedrate Source: Telerate, Vickers da Costa & Co. 






COMMODITIES 


- Last sale to 1 Aug. 


BOND YIELDS (%) 




















Average of representative high-grade issues 
Previous | 3months ` Year batean | uon | 6months 
week ago ago : ago ago 






























US$: 


435,55 Domestic 3-5 yearst 8.61 8.28 7.68 


Goid London 








433.65 446.50 |J 473.25 

























































































































































































































































































































































































































Copper New York (4) 7-10yearst | 9.04 8.76 8.25 
Current delivery (Sept.) 93.00 103.50 78.80 international — 3-5yearst | 8.88 8.43 7.72 
Dec. delivery 89.50 l 7-10 yearst 9.21 8.89 8.26 

Aluminium London (1) i | en, : : 
Current delivery (Aug.) 1,472.50 1,630.00 1,119.50 en: 

Oct. delivery 1,406.50 Domestic 3 years t 4.33 4,51 3.781 
Tin KualaLumpur (2) 19.10 closed 16.71 l 10 years t 5.27 | 5.56 4.543 
Cotton New York (4) International — 3-5yearst | 4.38 | 4.42 4.09 

7-10 24 | 5.12 4.52 

Current delivery (Oct.) 56.47 58.74 66.05 79.55 “Wyearst , $. . : 

Dec. delivery 55.09 Dm: i | 
Rubber Kuala Lumpur (9) Domestic 3-5 years ` n.a. | n.a. n. 

Current delivery (Aug.) 349.5 closed 312.50 236.50 10 years * n.a. n.a. n.a. 

Oct. delivery 350.0 International — 3-5yearst 6.12 5.62 5.18 
Palm Oil KualaLumpur (5) Sw 7-10yearst | 6.76 6.57 6.32 

Current delivery (Aug.) 995.00 closed 955,00 697.50 | AS: | 

Oct. delivery 1,011.00 Domestic 3 years ! n.a. n.a 11.54 
Sugar New York (4) 10 years ! | n.a. n.a 12.38 

outer ser (oct) i21 14.16 8:51 6:74 international 3-Syearst | 12.74 | 12.36 12.06 

an, delivery : us 7-10 yearst 4 12.32 12.85 

Pepper Singapore — (10) CS: " Mets 
Sarawak Asta bik 100% 597.50 closed 735.00 1,042.50 n D ti 3 P | 9.55 9.12 

Wheat Chicago (6) s omestic P years 3 9.78 | iene is 
Current delivery (Sept.) 368.20 384.40 304.40 262.50 yes» tuus i i 
Dec. delivery 380.40 International 3-Syearst 9.91 9.61 9.00 

Maize Chicago (7) 7-10 yearst | 10.17 9.85 9.27 
Current delivery (Sept.) 275.00 312.40 202.20 161.25 £: 

Dec. delivery 283.60 Domestic 3 years t n.a. n.a n.a 
Rice Bangkok (8) 10 years t n.a. n.a n.a. 

5% white fob 310.00 310.00 300.00 220.00 International — 3-5yearst 10.19 10.03 9.33 
Soyabeans Chicago (6) 7-10yearst | 10.10 10.12 9.66 

Current delivery (Aug.) 776.00 830.40 689.40 520.00 vd NZ$: 

Sept. delivery 778.40 | Domestic 3-5yearst | 13,896 | 13.9625 | 15.27 
Cocoa London m P 7-10yearst | 13.10 | 12.75 13.85 

ee eer (Sept.) pai 922.50 912.50 1,291.50 TI international 3 years * 13.345 | 14.06 17.148 

i Yy ' 7-40yearst | 12.55 | 13.027 | 14.18 

Coffee London (1) SFr: 

Cc t deii t. 1,011.00 1,061.50 1,015.50 1,228.50 

Nov deve (Sepi 1019.00 s-syearst | 4.70 | 399 4.08 
Petroleum Tokyo (11) 7-10yearst | 4.56 | 4.61 4.69 

Sumatran light 15.45 15.45 16.30 17.56 ECU: 

Brent London a1 na. n.a. 15.95 20.00 3-5 years! 7.46 7.12 7.11 

7-10 years t 7.89 7.79 7.93. 





(2)M$akg (3)USSanoz (4jUScalb (5)M$atonne (6)UScaG0lbbushel — - 
(8) US$ atonne (9)Mcakg (10)S$ai0Gkg (11)USSabarre! Source: T 










4 (1)£a tonne 
4 {7} USC a 56 Ib bushel 






elerate, Reuter. * AAA corporate Government Source: Telerate. 
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Weighted for 1985 trade M the countries shown pi plus the Us and Canada and 14 European c countries. Figures are for the week ended 30 July. 
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ECONOMIC INDICATORS — SELECTED ASIAN COUNTRIES 





AUSTRALIA | 








- Economic Growth % (real) (1) 
. 1987 4.6 
1988 1-3 
international Reserves (5) 
Latest US$12.09b 
(May) 
Year earlier USS A 33b 
Trade Balance (total merchandise) oes 
Latest 3 months -US$0.26b 
(Apr.-June) 
Previous 3 months 4-US$0.33b 
Year earlier +US$0.17b 
Exports (7) 
. Latest 3months US$8.61b 
% change previous 3 months -13 
% change year earlier +41.3 
imports (8) 
. Latest3months US$8.35b 
% change previous 3 months —0.3 
% change year earlier | +10.3 
Consumer Prices 
Base July pee 81-100 
Latest 3 months index average 
a. rm ) 
% change previous 3 months +18 
% change year earlier +68 
Money Su (3) 
Latest pply | A$126.75b(10) 
(Apr.) 
w change previous month *0.4 
412.7 
m CUN MALAYSIA 
Economic Growth % (real) (1) 
1987 4.7 
1988 6-8 
International Reserves (5) 
Latest kir 
Year earlier US$6.97b 
Trade Balance (total merchandise} 
Latest 3 months +US$0.78b{4) 
(Nov.-Jan.) 
Previous 3 months +US$0.61b 
Year earlier +US$0.45b 
Exports (7) 
Latest 3 months US$4.08b(4) 
% change previous 3 months 42.8 
% change year eartier +37.4 
Imports i8) 
Latest 3 months US$3.30b/4) 
% change previous 3 months -2,3 
% change year earlier *31.2 
; Consumer Prices E. a 
Base 1980-100 
. Latest3months index average 129.3 
(Dec.-Feb.) 
% change previous 3 months 1.4 
YW change year earlier *1.4 
_ Money Supply (3) | 
| Latest M$55.04b 
l (Nov.) 
% change previous month -05 
% change year earlier *5.7 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price index A. (3) M2 or currency plus bank deposits (4). Peninsular Malaysia only 
(8) Excluding Petroleum products (10) M3 (11) % change over past 3 months 


| except for Singapore (6) Customs basis — (7) fob — (8) cif 
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9.4 
7-7.5 


US$18.57b 


US$ 12 Aob 


~US$1.24b 


US$13.41b 
-+35.8 
*40.4 


US$14.65b 
438.4 
+16.7 


Gent -Dec.) 
-0.1 
42.0 


Rmb 775.48b 


~US$0.27b 
(Mar.-May) 
—US$0.23b 
~ US$0.29b 


U8$1.62b 
42.5 
420.0 


US$1.89b 
*4.4 
+15.2 


1978=100 
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13.6 
5-7 


- US$0.37b 


US$14,86b 
> 19.4 
+27.5 


US$15.75b 
424.2 
431.9 


Sept. mee wee te Oct. ee ^ :100(2) 


apr “ure 
+ 5 o 


HK$324.30b 


J 
US$13.25b 


—US$0.90b 
(Mar.-May) 
-US$1.03b 
- US$0.79b 


US$8.87b 
+3.4 
+ 29.9 


US$9.77b 
41.8 
427,6 


June 82-May 83 = 100 
04.1 





—US$1.15b 
(Dec.-Feb.) 
—US$1.52b 
—US$1.52b 


——————— '' A — MÀ T á HÓÓ— 


* US$1.65b(6) 


Apr.-June) 
Sst Atb 
+US$1.12b 


dice 200] 
Mc, d 


US$12.71b(6) 
*114 
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US$5.41b 
(Mar.) 
US$4.01b 


4 US$3.54b 
(Jan.-Mar.) 
4US$2.71b 
4US$1.51b 


US$4.50b 
-14 
+27.2 


US$1.27b 
—41.4 
—44.0 


Apr. 77-Mar. 78= 100 
307.98 


(Apr.-June) 
+17 
+8.6 


Rps 34.27t 
er J 


424.2 
TAIWAN 


EET 


11 
6-8 


US$74.26b 


(5) IMF definition of reserves minus gold 
Source: Official statistics. 


indonesia 


d 


RN MEE. NI SUN ELTE 
J 





(weekly values) 
Source: UBS-Phillips & Drew. 
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INDONESIA JAPAN 


3.54.5 


NN 


- US8$19.25b(6) 
(Mar.-May) 
+US$16.91b 

+US$22.05b 


US$65.59b(6) 
+79 
3414.3 

US$46.34b(R) 
5.6 
431.2 


1985= 100 
4+ 




























Rallying the fattu 


STRONG performances in Tokyo and New York in the period to 1 Aug. spurred interest in Hongkong and 
Australia. Taipei posted record gains on hopes for financial liberalisation. 


TOKYO: The Nikkei Index rose toa [777 77777 
. new high in the final session, but closed 


slightly lower, ending the period 4.2% 
up. Topix also touched a new peak. 


Steels and waterfront-related stocks |.) | 


were among the most active, with Mit- 


subishi Steel up Y430 (US$3.2) to |22% 
€ 3,010. Kawasaki Heavy gained 'Y50 [2,000 


to ¥730. Turnover fell to 988m shares, 
worth X 1.3t. 


HONGKONG: Shares rose in light 
trading in reaction to strong perform- 
ances by overseas markets. Property 
stocks advanced on strong local de- 
mand, and utility groups made small 
gains. HK Land rose 40 HK cents (5 
US cents) to HK$8.55. Great Eagle 
jumped 17.5 HK cents to HK$2.92. 
Volume was 1.99b shares, worth 


| HK$3.46b. 


- | SINGAPORE: Good results from Sem- 


bawang Shipyard spurred interest in 
the marine sector, while property 
counters benefited from the relaxation 
of the rules on the use of CPF savings 
for private-house purchases. Semba- 
wang put on 40 S cents (19 US cents) 
to S$3.18 while Parkway put on 22 S 
cents to $$3.30. Volume averaged 
48.9m shares, worth S$83.2m. 


KUALA LUMPUR: Trading was light in 
the absence of fresh leads. Consumer- 
electronics manufacturer Mycom 


— | livened up the market, however, with 


its purchase of 24.4% in insurance- 
holding company Panglobal. Mycom 
finished 52 M cents (20 US cents) 
higher at M$3.06 and Panglobal rose 21 
M cents to M$2.05. Volume averaged 
25.6m shares, worth M$44. 1m. 


BANGKOK: Trading plunged in nerv- 
ous reaction to Prem Tinsulanond’s de- 
cision to decline the premiership. But 
good interim results from Siam Ce- 
ment helped prop up the SET index, 
which rose 1.38 to 456.94. Thai Plastic 
and Chemical led gainers, rising Baht 
148 (US$5.8) to Baht 2,034. Union 
Asia Finance led losers, falling Baht 58 
to 362. 


MANILA: Commercials and industrials 
touched record highs, but oils and min- 
ing shares eased. Overall the market 
closed lower and the Manila Compo- 
site Index fell 9.05 to 872.50. Some 
overseas buying was detected. Aver- 
age daily turnover was 1.63b shares 
valued at P82.48m (US$3.9m). San 
Miguel-B rose 3.276 to P227 and 
PLDT gained 3.176 to 2230. 




















AUSTRALIA: After a string of four f 
consecutive declining sessions, stocks | ^ j^ 
rebounded late in the period, echoing | *!€ 
strong performances in New York and | 1m 
Tokyo. Trading was heavy. However, | -a 
the All Ordinaries Index finished the | ^ 
period 5.2 down. Diversified miner |. 
CRA gained 12 A cents (10 US cents) | 1901-4... 

to A$9.58. BHP finished the period 12 |, | oY | 
A cents higher at A$8.36. (C SONDSEMAMJ JA 


NEW ZEALAND: Stocks lost early | gen.  —. 
gains in the wake of the 28 July budget, | close 2046: 
which raised interest rates and offered | 
no direct relief to recession-hit com- 

anies. Sentiment was helped by rises 
in New York and Tokyo. Fletcher 
Challenge gained | NZ cent (0.6 US 
cents) to NZ$4.87. Brierley rose 2 NZ 
cents to NZ$1.6. Volume was 70.76m 
shares, worth NZ$56.86m. 


SEOUL: Stocks remained volatile as 
investors took profits. A flood of rights 
offerings and growing doubts that 
North Korea would send a team to the 
Olympics also depressed sentiment. 
Construction, up 9.4%, remained 
strong. Lucky Development gained 
17.6% and Samsung Construction rose 
16.8%. Daily volume averaged 12.5m 
shares, worth Won 241.2b (US$335m). 


TAIPEI: The index roared through the | 
6,000 mark to post a record gain of 492 
for the period. News of government 
determination to privatise banks and 
allow the building of a sixth naphtha 
cracker fuelled investor optimism. Av- 
erage daily turnover was NT$27.61b | ( 
(US$965.4m). Hua Nan Commercial x r—M——J al 
Bank jumped 12.9% to NT$708. USI | sant. MW sn 
Far East rose 11.7% to NT$124. SRNR AEM AMIN 





BOMBAY: Shares rallied late in the 

eriod on institutional support. Trad- 
ing was restricted to just one hour each 
day because of a strike by brokers’ em- 
Po Volume was thin. Car shares 
ed gainers, with Hindustan Motors ris- 
ing Rs 6 (43 US cents) to Rs 28.5. Tata 
Engineering climbed Rs 12.5 to Rs 
667.5. Larsen Toubro rose Rs 8.5 to 
Rs 108. 


NEW YORK: Prices rallied in active 
trading as inflation fears subsided. The 
Dow Jones Industrial Average climbed 
46.4 on 29 Aug. — its biggest gain 
since 8 June. Brokers attributed much 
of the rise to computer-assisted buy 
programmes. Volume was 742.93m 
shares. The Morgan Stanley Capital 
International Index was 9.2 up at 454.5 
on 29 July. 
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TERTE Yp a] 


From the right vantage point, your vistas extend 
to even distant markets. Let's look them over together. 


The deeper your insights into a country 
id its economy, the better your prospects 
international business. Take intelligence 
'optimum modes of payment and methods 
financing, for instance. To support your 
reign commitment successfully, your 
ink partner must be able to provide such 
formation firsthand. 

Ihat's why DG BANK has steadily 
‘(panded its international network of 
anches and subsidiaries in major finan- 
al centres. In addition, we maintain corre- 
)jondent relations with some 3,000 banks 
orldwide. As a member of the UNICO 
inking Group, DG BANK cooperates 
/sely with six large West European banks. 

To its international presence, DG BANK 
ids a universal range of services: from 


DG BANK 1987 - Key Group Figures 











Business Volume 


Total Assets DM 127.4 billion 
Deposits DM 763 billion 
Bonds and Notes Issued DM 429 billion 
Loans DM 83.7 billion 





DM 134.9 billion 


foreign exchange coverto Euroloans, from 


export financing to bond issues, from 
investment counselling to assistance in 
entering new markets. Whatever your 
needs, our fast-action policy ensures that 
you rapidly get together with the right 
people and lose notime in analyzing all the 
risks and opportunities. 

Our presence in the Far East: 
DG BANK Hong Kong Branch, Hong Kong; 
DG CAPITAL Company Ltd, Hong Kong; 


DG BANK (Gy 


DG BANK Singapore Branch, Singapore; 
DG BANK — GZB (Asia) Ltd, Singapore: 
DG SECURITIES Tokyo Branch of DG BANK, 
Tokyo; DG BANK Tokyo Representative 
Office, Tokyo; European-Asian Trade Ser- 
vice Company Ltd, Tokyo; Rakyat First 
Merchant Bankers Berhad, Kuala Lumpur. 

Further offices in: New York, Los Ange- 
les, Atlanta, Rio de Janeiro, London, 
Luxembourg, Zurich, Geneva, Budapest. 

Head Office: DG BANK, PO. Box 10 06 51, 
Am Platz der Republik, D-6000 Frankfurt 
am Main 1, Federal Republic of Germany, 
Telephone: (69) 7447-01, Telex: 412291, 
Telefax: (69) 7447-16 85/16 88. 


The broadly based Bank. 
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Each issue of AMM 
contains... 
e Highlights of of market trends 


e Highights of the results of 
significant large and 
medium sized companies 

e informed analysis and 
opinion and much, much 
more 








SPECIAL 
SAMPLE ISSUE 


OFFER 


e Although AMM is sold 
only on subscription 
now you can sample a 
single issue by sending 
US$15.00 along with the 
completed coupon. 


e Discover for yourself just 
how great the dividends 
can be from being a 
regular subscriber to 
AMM. 




















Now for a limited time you can sample a single issue of Asian Markets Monitor for the low low 
price of US$15.00, including airmail postage and packaging. 

Asian Markets Monitor is usually available only by subscription. But because we are so confident 
that once you've read one issue and experienced for yourself why AMM is so highly regarded by 
individual and institutional investors alike that you will want to become a regular subscriber we 
are making it possible for you to receive a single value packed issue. Let's take a look at every- 
thing you'll get in each issue of AMM. 

Concise Coverage of Asia's Stockmarkets 





Each weekly issue of AMM contains concise, comprehensive coverage and analysis of Asia's 
fast paced stockmarkets. The kind you need to help you assess your current portfolio and to plan 
your future moves. 


AMM Can Help Eliminate Uncertainty 

While AMM can't guarantee you success and profit, it can help you to eliminate some of the un- 
certainty you might otherwise experience. In short, you will be better prepared by being better 
mE ANS It is always recommended how- 





| subscriptior orice of only US$590 less than the cost of a weekly lunch at a good 

AMM couid d well prove to be the least expensive investment you make this year. it 

might also prove to be the one of the wise Read what this report has to say before you make 
your next inve tdecision. - | 


Unqualified Mone Money Back Guarantee 


If for any reason after you've received AMM you wish to cancel your order you may do so at any 
time and receive a full refund of the unused portion of your payment. 


Don't Delay .. . Order Now 

Order now while you're thinking about it and begin receiving the kind of information you want and 
need about the HONG KONG, SINGAPORE, MALAYSIAN, PHILIPPINE, TAIWANESE, THAI, AND 
KOREAN stockmarkets. 

















To: - Publications Div. em AMM, pay w Publishing ey Ltd, 
GPO Box 160, Hong Kong. 
C] Yes! Please enter my order to Asian Markets Monitor immediately so that | can begin to benefit 
from the investment intelligence | will receive each week. | prefer 
CI 1issue — US$15.00 
C] 26 issues — US$327.00/£198/HK$2,550 
[] 52 issues — US$599.00/£363/HK$4,670 
You may forward payment in equivalent local currency - 
C] [enclose in payment thereof (cheque payable to Review Publishing Company Ltd.) 
Or, please charge my credit card (tick one): 
CJ AmericanExpress £] DinersClub [I MasterCard (i Visa 


Card No. d Exp. Date 


(please print in block letters) 
Nam o or ete muU Mu n ccn | 
Address 
Tel. 
Type of Business 





Title R0811AMM 


isher of The Far Eastem Economic Review. 








SENIOR REPRESENTATIVE 
ASIA REGIONAL OFFICE, BANGKOK 
THE POPULATION COUNCIL 


The Population Council, an international non-profit organization, seeks senior social or 
health scientist to serve as Senior Representative for its programs in South and East Asia. 
He/she will be based at the Council's regional office in Bangkok, Thailand. Council ac- 
tivities in South and East Asia include operations research in child health and mortality, a 
program of contraceptive introduction, case studies on gender differentials in develop- 
ment, and technical collaboration in family planning research and evaluation. Several ac 
tivities related to women’s reproductive health and AIDS prevention are currently being de- 


veloped. 


Qualifications: Doctoral level degree or equivalent in social or health science related to 
population; demonstrated leadership ability; extensive administrative, research and tech- 
nical assistance experience in subjects related to population; strong communication skills. 
Experience in a developing country, preferably in Asia, híghly desirable. 


Competitive salary and fringe benefits. Send letter of application and resume to Dr. George 
in, Vice President and Director, International Programs, The Population Council, One 
Hammarskjold Plaza, New York, New York 10017. An AAÁ/EEO 


Arrn A Nm ————ÓE( 


PERSONAL Ž — 
f THE l i CADD specialist, with experi- 
| MAT HCY ence in tech. support, ram- 
DIPLOMAT HOTEL ming and RDBMS on both DOS 
2 CHESHAM STREET and UNIX systems, seeks posi- 
BELGRAVIA tion in Thailand. For full resume, 
LONDON SW1X 8 DT please respond to PO Box 


2307; Anaheim, CA 92814, 
USA 


TEL: 01-235 1544 
TELEX: 941 3498 EXECUT G 
FAX: 259-6153 
Single: £49.95 + VAT 





Double/Twin: £69.95 + VAT If you h ave S omething 
All rooms with private facilities, col- 
our television, direct dial telephone, tosay...sayit 
?airdryers, coffee and tea makers. in the Classifieds! 


Substantial breakfast served in 
»edrooms. 
















Readers are recommended 


to make appropriate enquiries and take appropriate advice be- 
fore sending any money, incurring any expense or entering 
into a binding commitment in relation to an advertisement. The 
Far Eastern Economic Review shall not be liable to any person 
for loss or damage incurred or suffered as a result of his/her 
accepting or offering to accept an invitation contained in any 
advertisement published in the Review. 






COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly 
skilled editorial team have made it the premier source of information for those 
who do business, or have an interest, in or with Asia. 


As a testimony to the publication's editorial quality, many Review articles have, 
over the years, been reprinted in newspapers, magazines, educational textbooks, 
newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educational 
establishment etc wish to enquire about our reprint and copy right charges, please 
address your correspondence to: 


Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-293123 Fax: 5-8656197.— Telex: 82804 REVMD HX 


We welcome i enquiries from all interested ee and assure you a of our prompt, 
individual attention. "- T" 











RETAIL INVESTMENT OPPORTUNITY 
FOR CANADA 


Dynamic International Real Estate Firm 
based in Montreal, Canada is developing 
a unique specialty shopping centre 
concept in a high revenue area. 








Seeking the following high quality tenants: 
*Japanese Restaurant and Sushi Bar 
*Szechuan Restaurant 
* Retail Shops 


Also seeking Investors for experienced 
Canadian Fashion and Restaurant 
operations requiring additional 
financing for further expansion. 
Belcourt Inc. 

1405 Trans Canada Highway, Saint Laurent 
Québec, Canada HAT 1Z2 / Barbara Burns 
Tel:1-514-333-8600 Fax: 1-514-333-8117 


LH Belcourt 













ABSOLUTE BEST INVESTMENT 
Health/fitness equipment manufacturing facility plus corporate. 
offices. Well developed product line; 2.5 mil. income; 3-4 mil. 
for fiscal year 1988. Newly developed and patented products 
not included in above yearly figures. Phenomenal and unli- 
mited sales potential with over 1,000 existing outlets. New 1.3 
mil. facility in prime commercial/industrial location in beautiful, 
historical Saratoga Springs, NY. President's home overlooking . 
one of the U.S.A.'s oldest and most prestigious Golf & Polo. . 
clubs; family goif club membership included. Well established 
firm; family retiring. Please — only serious buyers with 

adequate capital. F.A.X. 518-584-0039 or write P.O. Box 

1258, Saratoga Springs, NY 12866. 
















SCOTTSDALE, ARIZONA 


Retail jewelry store for sale. 5000 sq. ft. Mutli-million 
volume. All-gold inventory. Major watch lines: Rolex, 
etc. Established 38 years. LARSON, 7233 Main St., 
scottsdale, AZ 85251, U.S.A. Phone: (602) 941-2600. 


LOS ANGELES, CALIF. 


METAL PLATING PLANT 


Established, profitable business. 


Southern California location, Turn- 
key operation. US$1.7-Million. 
GREAT WESTERN REAL ES- 
TATE, 3401 Katella, Los Alamitos, 


CA 90720, U.S.A. Phone: (213) | 
596-4493. 


301,000 sq ft office bldg. Fortune 
500 company  triple-net-leased. - 
US$79-Million. Over 5 acres with 
water view. CENTURY 21-YOH. 
ASSOCIATES, 133-18 41st Rd,- 
Flushing, New York 11355, USA 
Phone (718) 886-8020, ask for. 


| Mr. Healey. 








LETTER FROM PHUKET 


Everyone in Phuket, from the gover- 
nor to the hoteliers to the street ven- 
dors, says the same: “We have learned 
our lesson. We do not want Phuket to 
become another Pattaya.” But such sen- 
timents have a strong whiff of humbug 
about them. 

Pattaya would never claim to be a 
wholesome, family beach resort. It is al- 
most suicidal to take a dip in the sea be- 
cause of the maniacal riders of high- 
powered water scooters, and crossing 
the beach road is equally perilous as 
Jeeps and motorcycles roar by with a 
cavalier disregard for the safety of others. 

By night, Pattaya's public face is à 
thousand or more prostitutes in what 
seems to be an equal number of clubs 
and "bar beers" (sic), miniature out- 
door bars. Raucous transvestites, 
menacing taxi drivers and hundreds of 
wretched glue sniffers mark time before 
the arrival of a US aircraft carrier, or the 
next planeload of Arabs. 

Only the most rapacious profiteers 
would want Phuket to be like 
that. But a look at Patong, 
Phukets most developed 
beach, could be a depressing 
portent. “Patong looks like 
Pattaya only five years ago,” 
says one old Thailand hand. 
The water scooters, the hair- 
raising beachfront traffic, the 
sailors, the “bar beers” and 
their girls, the venal police — 
they are all there. 

e governor of Phuket 
concedes this. So do the hotel 
owners and, less phlegmati- 
cally, the locals. “This is a free 
country. We cannot stop them. 
This is free enterprise,” the 
governor says rather feebly. 

Anyway, argue Phuket's 
defenders, there are more than 
a dozen other beaches, many 
still quiet and undeveloped. But the 
trend is not confined to Patong. At Kata 
Beach, home of Club Med, "bar beers" 
are springing up like mushrooms. Ditto 
for Rawai Beach. And no doubt, when 
the mass of three-storey holiday houses 
open on prime land at Karon Beach, be- 
tween Kata and Patong, there will be 
yet more bars. 

The building of an island ring road, 
and the masses of rented water scooters, 
motorcycles, and massive four-wheel 
drive Jeeps, mean that tranquillity can- 
not be guaranteed even on the less pop- 
ular beaches, where five-star hotels try 
to isolate their customers from the riff- 
raff. Just in case anyone was still naive 
enough to hope that Phuket might be 
spared the worst excesses of other re- 
sorts, it is common knowledge that 
many of the owners of the vehicle rent- 
als, and the "bar beers," are part of the 
"Pattaya mafia." 

The common scapegoat, the Tour- 
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‘Bar beers’ at Kata Beach: the rot spreads. 








ism Authority of Thailand (TAT), is not 
really to blame. TAT’s faults lie in its 
over-enthusiasm, if anything. Ten years 
ago, the authority drew up a master plan 
for Phuket, proposing an island tourism 
development corporation to prevent the 
mistakes of the past being repeated. 
That was supposed to mean more access 
for everyone at the beaches, more pub- 
lic parking space, and everything from a 
safari park to cable cars. The plan 
looked good on paper, but that is where 
it stayed. 

On a more mundane level, the au- 
thority did warn against building a road 
right along the beach, which is the case 
in Pattaya. Now it is the case in Patong 
and Karon. In Patong bars line the road, 
as they do in Pattaya. 

"Phuket is a family place," says 
Patong Holiday Inn manager Udo 
Jaritz. "People come to see the beach 
and the water, not the road." They also 
do not come to see high-density deve- 
lopment, hotels along the beach poking 








out above the palm trees, or sewage 
being pumped into the water. If im- 

lemented, TAT's master plan would 
have prevented this. 


S; what do the residents of Phuket 
think of all this? Not much. The 
tourism boom has been fast — a two- 
fold increase in the number of tourists in 
30 months would overwhelm any place. 
Four more years, and the number might 
double again. Local people complain 
about traffic congestion in the high 
season, drunken tourists, madcap 
motorists, and the attempts by hoteliers 
to turn public beaches into private 
laygrounds. They also complain about 
being shunted around by developers, 
and having their city disfigured by pros- 
titution, drug dealing and pollution. 

Of course, the locals do not resent 
the infrastructure that development has 
brought, like roads, transport, and tele- 
phones. While these amenities are 








sometimes viewed as a mixed blessing, 
they are more welcome than uncouth 
tourists or absentee land owners who 
care little for Phuket's culture or sen- 
sitivities. The tourism boom may be a 
magnet for job seekers, but the islanders, 
who have long enjoyed Thailand's high- 
est per capita income, do not feel any 
need to be gushing in their gratitude. 

"If I can make Baht 5,000 [USS1^ ~ 
tapping rubber and doing odd jobs, v 
should I work for Baht 2,000 in a hotel. 
The manager is always on at you, and 
the tourists demand so much," said à 
young Muslim islander. "Outsiders 
come here for those Jobs." 

Typical of tourist developments any- 
where, there is a yawning chasm be- 
tween the wishes of the locals and those 
of the tourist industry. It was only two 
years ago that locals burned down à 
newly built tantalum plant, partly in- 
cited by vested interests, but partly 
self-interest as well. 

There is something of a contradic- 
tion here. The residents of Phuket 
might bemoan the encroachment of the 
tourism industry on their way of life, but 
they are quick to offer the visitor a deal 
on a piece of beachfront or paddy prop- 
erty. At Baht 2.5-5 million an acre for 
beachfront, it is too tempting. 

One thing is clear from Phuket: little 
is being done by the government, or 
hoteliers, to find common ground a 
the locals. Many hoteliers regard them 
as interfering nuisances; others seem 
only slightly more sympathetic to their 
grievances. The governor last October 
called in the army from another pro- 
vince to clear hawkers out of Patong. 
When the army left, the angry hawkers 
returned, and the local police was less 
than enamoured of the governor. 

Not only Phuket is under threat. The 
backpackers have discovered nearby 
Krabi and Phang Nga provinces, and land 
speculators and developers are not trail- 
ing too far behind. TAT is no doubt al- 
ready examining the tourist potential 
and, after that, it will be only a matter of 
time before the “sleaze industry” takes 
a grip. 

It is sad, because it seems that all of 
Thailand would benefit more if TAT, 
the government, and the self-satisfied 
hoteliers, concentrated their efforts 
on putting Phuket right, rather than 
spreading the disease to hitherto unin- 
fected areas. — Paul Handley 
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Wouldn't you pay a little more 
than economy fare for a first 
class seat ? 











For only a little more than 
economy fare, Saudia's new 
Horizon Class offers 
you first class seats, 
and first class 
treatment, too. 
On the 
ground, you get 
exclusive 
check-in 
counters, 30 
Ps kilos baggage 
allowance and priority boarding, 


deplaning and baggage handling. 





On board our tee 
widebodied jets, > S; 


you'll experience Í — diiit 9 
Arab hospitality MESS 

at its utmost — ^— m / 
with special Arabic 

coffee and dates and the 1 
choice of three entrees 

served on bone china. 

It's first class 
all the way — in the 
air, and on the 
ground. 

With all 
these extras, 
wouldn't it 
make sound 
business sense 
to fly Saudia's 
Horizon Class 
on your next 
trip? 






a TORIZON 
CLASSY*€ 





rii 
SAUDI ARABIAN AIRLINES Member of LATA 


Naudia s Horizon Class ts now available on flights to Abu Dhabi, Algiers, Amman, Amsterdam, Athens, Bahrain. Bangkok, Cairo, Casablanca, Colombo, Dhaka, Dubai, Dhahran, Dakar, Frankfurt. 
Geneva, Islamabad, Istanbul, Jakarta, Jeddah, Kano, Karachi, Kuala Lumpur, Kuwait, London, Madrid, Manila, New York, Paris, Rivadh, Rome, Seoul, Singapore, Tripoli, Tunis, Washington D.C 
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JUST ONE OF 
OUR PRODUCTS... 


Tornado — the world’s most power- 
ful, day or night, all-weather aircraft in 
service today. 

It keeps us in the front line. 

Just like Concorde supersonic 
airliner, Rapier low-level air defence 
system, 146 the world's quietest jetliner, 
Giotto which intercepted  Halley’s 
Comet, and many others. 

British Aerospace today designs 
and builds more types of aircraft, 
defence and space systems and has 
more collaborative agreements with 
more countries than any other company 
in the world. 


BRITISH AEROSPACE 


British Aerospace plc, 11 Strand, London. 


A Tornado F3 Air Defence Variant (ADV) equipped with British Aerospace Sky Flash Missiles of No. 5 Squadron RAF. British Aerospace, as a partner in the 90 
aircraft Panavia Tornado programme, has developed ADV together with its missile systems as a long range interceptor. Tornado ADV and its sister Tornado IDS hav 
been chosen or are in service with the RAF, German Airforce, German Navy, Italian Airforce and in Oman, Saudi Arabia and Jordan. 
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Precious liberties 


I am writing to you concerning the 
REVIEW's handling of the human-rights 
question in the Philippines and a refer- 
ence to the Catholic Institute for Inter- 
national Relations (CIIR) contained in 
James Clad's article Targeting the legal 
Left [21 July]. 

In that article Clad uses inverted 
commas as a substitute for argument. It 
is unclear to me what the reader should 
understand by “so-called ‘human-rights 
lawyers'," or the use of inverted com- 
mas around “human rights." Is Clad im- 
plying that lawyers who speak and act in 
the defence of human rights do not do so 
because of a fundamental desire to pro- 
tect the rights of citizens? If so, he 
should make his allegations clear. 

Clad writes that "given tl 
Aquino’s control over the Arm 
Forces of the Philippines remains heavi- 
ly qualified, it may also be unfair to fault 
her for failing to protect potential vic- 
tims of abuse.” The Philippine Govern- 
ment is an elected, constitutional gov- 
ernment, and as such carries certain re- 
sponsibilities in relation to its citizens. 
According to the constitution, there is 
civilian supremacy over the military. If 
Clad is asserting that this is not in fact 
the case, then he is raising serious ques- 
tions about the nature of the Philip- 
pines' constitutional democracy. 

The human rights which citizens of 
any country should expect to have 
safeguarded by their government are 
laid down in international conventions. 
Governments will face criticism if they 
do not protect those rights, or are party 
to their denial or abuse. 

Clad's treatment of the attacks on 
Nemesio Prudente is a case in point. His 
reference to Prudente as someone - 
lieved by many Manila policemen to 
a hardline communist" is shocking. The 
repetition of such hearsay, particularly 
when a human being's life is threatened, 
and without comment, is irresponsible 
and can only reinforce the allegation. 

The Catholic Bishops Conference of 
the Philippines (CBCP), in its recent 
pastoral Solidarity for Peace, called 
for an end to violence from the Left and 
Right. The CBCP acknowledges the re- 
sponsibility of both the government and 
military — "it is on record" they say. 
"that grave offences against life and 
property have accompanied the mili- 
tary's use of armed religious fanatic 
sects and undisciplined armed vig- 
ilantes. The use of all illegally armed 
and undisciplined groups must be dis- 
continued, their arms taken away from 
them." 

The bishops also warn against the 
labelling of people when discussing kill- 
ings: "Common to all of them is one 
simple fact — simple, but for that verv 
reason horrifying in its implications: 
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they were killed, most of them, on the 
mere suspicion [CBCP emphasis] that 
they were working for the communists, 
or on the contrary, for the military; or, 


even more condemnable, for the reason | 


that they sought justice for themselves 
and others." These criticisms could 
surely be applied to Clad's handling of 
the case of Prudente and the human- 
rights lawyers. 

Clad cites CIIR as an example of a 
“leftwing ‘support network'." This can 
be refuted by anyone familiar with our 


work on development over the past 48 | 


years. CIIR is in fact an independent, 
Catholic organisation founded in 1940. 
Our work is rooted in the social teach- 
ings of the Catholic Church and our con- 


cerns lie in issues of justice and develop- | 


ment as they concern the Third World. 
On the REVIEW's coverage of human 
rights, we would hope that in future you 
might present accurate information and 
analysis, not, as in Clad's article, mate- 
rial which contains innuendos, unsub- 





stantiated assertions and which is on | 
one or two points dangerously provoca- | 


tive. Human rights for all 
too precious to be handled in this man- 
ner. lan Linden 
London General Secretary, CIIR 


e The lawyers recently murdered in the 
Philippines had clients other than victims 


of abuses. The term "human-rights | which should dramatically push up re- 


eoples are | 





lawyers" on its own is simplistic and im- 
plies a moral judgment. No matter what 
the Philippine constitution says, the fact 
is that Aquino has limited control over 
the AFP. In this situation, whether it 
is “fair” or not to blame her for every 
military excess becomes a matter of judg- 
ment. 

Like it or not, Manila policemen do 
believe Prudente is a hardline com- 
munist. Similarly, there is a perception 
among the church hierarchy in Manila, 
and among the military, that the CIIR is 
“left-of-centre.” Right or wrong, the per- 
ception exists and is relevant. 


Assets auction 


Without necessarily rebutting the issues 
raised in the article Manila’s hardy 
privateers [REVIEW, 7 July]. allow me 
to present additional information on the 
progress of the Asset Privatisation Trust 
(APT) for a better appreciation of | 
magnitude of its tasks, particularly w 
respect to the disposition of the 390 non- 
erforming assets (NPAs) transferred 
y the Philippine National Bank and the 
Development Bank of the Philippines. 
Total gross recoveries of the APT had 
reached close to P7 billion (US$333.3 
million) by end-June 1988. Large ticket 
items are expected to be on the auction 
block in the second half of the year, 
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Of the 390 NPAs, 36 are government 
accounts where recovery efforts will not 
be pursued as the ultimate payer is the 
government itself and therefore will be 
the subject of off-setting arrangements 
currently being finalised with the na- 
tional treasury. This type of asset ac- 
counts for 11% or P12 billion of the 
total P 108 billion. 

The APT conducted biddings of its 
financial form assets (FFAs) in Feb- 
ruary and March 1988, an exercise 
which did not elicit sufficient interest. A 
partial positive result, however, of the 
FFA bidding was that it prompted some 
borrowers/owners to come forward and 
work out a repayment programme by 
way of direct debt buy-outs. 

With the apparent lack of investor 
interest in the FFAs, the APT has had to 

ke the longer route to make these as- 
..Is sellable by way of foreclosure on 
the collateral. There are 107 FFAs. 

There are 72 accounts with one or 
more pending legal cases which cannot 
currently be disposed. Removal of the 
legal impediments is à prerequisite to 
disposition, whose timing is dependent 
upon the judiciary's decision on such 
lawsuits. 

The nàtional government remains 
strongly committed to its pronounced 
policy of government having no busi- 
ness being in business. A cancellation of 
the privatisation programme is there- 
fore far-fetched, and even unthinkable, 


at this stage. Ramon T. Garcia 
Manila Asset Privatisation Trust 
A dangerous road 


Datuk Ser Mahathir Mohamad, the 
prime minister of Malaysia, has now 
eiven voice to what has been in his 
nd. According to a press report of 26 
suly, he said: “It is meaningless to have 
many small but weak political parties as 
that will only lead to an unstable and in- 
effective coalition government." 

He has made no secret of his desire 
to establish a totalitarian government 
for Malaysia. So he is opposed to politi- 
cal parties fighting for places in parlia- 
ment, and for him there should be only 
one party. 

He was further reported to have said 
that: "He regretted the Umno [United 
Malays National Organisation] culture 
was nearly destroyed through the action 
of certain frustrated members who had 
resorted to dirty tactics to achieve their 
goals." 

Now let us examine who are these 
members who resorted to dirty tactics. 
We come immediately to the conclusion 
that it was none other than the so-called 
Umno Baru. It will be remembered that 
Justice Datuk Harun in his judgment 
had asked Umno to hold a fresh election 
because the office bearers elected at the 
1987 general assembly were not office 





 Coveries and enable the APT to achieve 
targeted revenues of P 10 billion for the 









bearers at all, as the assembly had been 





declared unlawful because of the un- 
registered branches and this had made 
the parent body of Umno an unlawful 
political society. 

Umno Baru has not initiated the 
move towards a fresh election but has 
instead carried on with office bearers 
declared unlawful. It has not appealed 
against the judgment but brushed it 
aside as if it were of no consequence. 

The prime minister put the blame on 
what he called “frustrated members” 
wanting to break up Umno. The moves 
have been taken all along by Umno 
Baru to their advantage. 

Another matter which is of great 
consequence is the omission of the word 
“baru” from Umno in the new party, 
when, in fact, it was registered as 
“Umno Baru.” And now he has asked 
the people to refer to his party as 
“Umno.” This will prejudice the 
chances of the other side as the Malays 
know only Umno as the Malay party. 

The prime minister also "criticised 
those who believed that demonstrations 
were necessary to achieve their goals." 
The only demonstration we have had so 
far was by the Pemuda Umno when they 
threw stones into the Bar Council cham- 
bers. 

All what he had said to the teachers 
in Jitra was in respect of his own handi- 
work. All the faults which he put down 
to others were his own doing. 

Sometimes it would be a good thing 
for a leader to take a close look at things 
in proper perspective and remember the 
examples of Sukarno, Marcos, and now 
Ne Win. 

Malaysia is a country of many races, 
and the people want to run their country 
as a parliamentary government with the 
men they elect to represent them. The 
people are entitled to their freedom, to 
express themselves, to enjoy life as best 
suited to them. For that reason we man- 
aged to get the support of all the races in 
our struggle for independence. 

Mahathir said the mistake we made 
was that we allowed people from China 
and India to come to this country. Let 
me say that some of their descendants 
have done good work and some bad. 
However, all the races contributed their 
share to make Malaysia what it was — a 
happy and prosperous state. It is our 
hope and prayer that Malaysia will con- 
tinue to enjoy peace and prosperity for 
all time as a democratic country. 

Kuala Lumpur Tunku Abdul Rahman 


Trading places 


The SHROFF column entitled The at- 
traction of a Singapore fling [28 July] 
discusses the boom on the Singapore 
stockmarket. 

I question therefore why you have 
used a eee of Singapore’s fu- 
tures exchange, Simex, to depict active 
trading at the Stock Exchange of Singa- 
pore, which is another place entirely. 




















It is particularly amusing to me because 
the photograph used of the Simex floor 
was one taken on the day of an opening 
of a new contract. Thus, on closer in- 
spection, fewer than 20 of the more than 
100 individuals captured by the camera 
are actually traders and even fewer are 
actually trading. The rest are official 
guests looking on. Hardly a roaring 


marketplace. Leslie V. Hosking 
Chief executive 

Sydney Sydney Futures Exchange 

Democracy in Asia 


I would like to take issue with the state- 
ment by Shim Jae Hoon [Mandate with 
a sting, 28 July] that Taiwan lacks “the 
degree of democratisation practised in 
some comparable Asian countries." 
Which are they? In Northeast and 
Southeast Asia (except for Japan, which 
isn't very comparable) I cannot think of 
any. 

Memphis 


Potted history 
TRAVELLER'S TALES [28 July] suggests 
that it is illustrative of the backwardness 
or stagnation of affairs in Cambodia 
that a film report showed women 
"throwing" pots not with the use of a 
wheel but by walking around the pot. | 
This is not necessarily a sign of anything - 
but the fact that they have always made | 
their pots in that manner. It is called - 
"handbuilding" and this is just one of 
various ways in which pots can be made; 
"throwing" is but another method. Dif- — 
ferent methods develop for various | 
reasons and an important one in this re- . 
spect is probably that the clay available . 
to these people is, and has always been, . 
unsuitable for throwing. ] 
There are many places, all over the © 
world where pots are made by hand- - 
building and this in no way reflects on 
their state of development. 
Cambridge, England 


Man of integrity 


I noted with interest your reference to 
the late Jaime Ongpin in the article 
Phantom owner's shadow plays [4 


M. G. Timmer 


BUE 

uring my five years to mid-June 
1983 in Manila, I had the pleasure 
of working closely with Ongpin as 
president of Benguet Corp. and of 
developing a personal friendship 
with him and his family. I confirm 
that Ongpin was a strongly indepen- 
dent person and a man of high moral 
panpe who would resist attempts 
y unseen owners to use Benguet re- 
sources. 

Ongpin’s integrity and courage were 
outstanding and I, for one, have greatly 
missed his wise counsel and his personal 
ae since his death in December - 
1987. 


Sydney Trevor C. Rowe 
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T» microchip industry has once again exploded into life. 
Experts predict that the world market for chips will grow 
by 30% this year to more than USS40 billion. But unlike pre- 
vious booms, much of the expansion will take place in the 
newly industrialised countries of Asia — South Korea, 
Taiwan, Hongkong and Singapore. The NICs have already 
emerged as important chip producers and, by 1992, 
Asia is expected to consume more chips than Europe. 
Technology correspondent Bob Johnstone and Industry 
correspondent Carl Goldstein look at the source of the in- 
dustry's spectacular growth in the region and assess its 








Page 12 

Burmese troops kill at least 36 protes- 
ters as anti-government demon- 
strations break out all over the coun- 
try, spearheaded by a tightly or- 
ganised underground student move- 
ment determined to win the army over 
to its side. 


Page 14 
The US Congress blocks the sale of a 
sophisticated radar system to Japan. 


Page 19 

As criminal investigations against 

former Philippine president Marcos 
'ar completion, the Reagan admin- 
ration faces the dilemma of a 

former ally's court trial. 


Page 22 

Malaysian Prime Minister Mahathir 
consolidates his position with the dis- 
missal of the country's highest-rank- 
ing judge and a Supreme Court ruling 
against Umno dissidents. 
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The new Thai cabinet is loaded with 
political heavies but is weak on com- 
petent ministers. 


Page 24 

Former Japanese prime minister 
Nakasone raises the sensitive north- 
ern territories issue with Soviet leader 
Gorbachov during a visit to Moscow. 


Page 28 

China's military establishment suffers 
a severe image problem as the coun- 
try's leadership places emphasis on 
economic and political reform at the 
PLA's expense. 


Page 41 

Osaka FOCUS examines the ways in 
which Japan's Kansai region, centred 
on Osaka, and for some time appa- 
rently forgotten, is developing a new 
role in national affairs. 
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Japan's big securities houses seek a 


foothold in the New York-based | 
takeover market after a string of 
friendly acquisitions of US firms by | 
Japanese groups. 
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Malaysia's commodity exchange in- | 


troduces a cocoa futures contract 


which is geared to fill the trading gaps - 


left by futures markets in other time 
zones. 
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Maruti, the Indian car venture run 
by Japan's Suzuki and the Indian 
Government, faces mounting criti- 
cism over the poor quality of its 
cars. 
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Taiwan's stockmarket 
through the 7,000-point barrier on a 
surge of investor euphoria following 
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the ruling party's first steps towards : 


economic liberalisation. 
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Singapore hopes to alleviate its la- 
bour shortage by transferring 


manufacturing industry across the 
Causeway to the Malaysian state of 
Johor. 
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Page | 
The OECD suggests Asia's NICs are 


losing their competitive edge be- 
cause of rising labour costs and the 


West's use of cost-saving techno- - 


logy. 


Page 94 

The Hongkong Government says its 
decision to lift restrictions on foreign 
law firms will enhance the territory's 
status as an international business 
centre. 
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Lee hints at retiring 

next month 

Singapore Prime Minister Lee 
Kuan Yew has given the 
clearest indication yet that he 
will step down from office 
when he turns 65 next month. 
In a speech on 8 August mark- 
ing the republic’s national day, 
he said he had set his 65th 
birthday as a target retirement 
date “to shake them [younger 
leaders] from the belief that the 
old guards could carry on inde- 
finitely.” 

Now, he said, after more 
than 12 years of “screening, 
selecting and testing” prospec- 
tive leaders, he was confident 
that First Deputy Prime Minis- 
ter Goh Chok Tong and the 
younger leaders were capable 
of running the country. 

Lee, however, will probably 
still wield power after he steps 
down. The government has 
proposed that the president be 
elected with, Lee said, powers 
to safeguard the republic’s fi- 
nancial reserves and the integ- 
rity of the public service. The 
reserves would thus not be 
irresponsibly depleted, and 
sound and able men would be 
appointed to key public posts. 


— Eilen Salem 
Tokyo offer to train 
Cambodians 
When Prince Norodom 


Sihanouk, who is leading ef- 
forts to settle the Cambodian 
issue, visited Tokyo, Japanese 
Foreign Minister Sosuke Uno 
invited him to send Cambo- 
dians to Japan for training in 
various skills that the country 
will need to get back on its feet 
once its warring factions come 
to a settlement. 

Sihanouk said that he would 
support any Japanese request 
to be one of the six countries in 
an international control com- 
mission which he says should 
supervise a transition period 
after a settlement. 

— Nigel Holloway 


Opposition coalition 
set up in India 

Four national-level centrist 
opposition parties and three 
top regional parties have 
joined forces in a coalition Na- 
tional Front to confront the rul- 
ing Congress party in the next 
general election, expected in 
1989, The seven party leaders, 
meeting in New Delhi on 7-8 
August, unanimously elected 
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Andhra Pradesh Chief Minis- 
ter N. T. Rama Rao, who 
heads the Telugu Desam party, 
as chairman. Former finance 
minister in the Congress 
overnment, V. P. Singh, the 
an Morcha chief, will be 
PONTEM and chief execu- 
tiv 

The front has adopted a 
constitution and a 5/-point 
common minimum programme 
for all component parties. 
Three more regional parties 
have applied to join it, includ- 
ing the je ea Regional 
Congress, which was formed 
on 31 July through the defec- 
tion of almost half the ruling 
Congress legislators in the state 
assembly. That and its sub- 
sequent alignment with the op- 
position led to the state govern- 
ment being dismissed and New 
Delhi imposing direct rule on 8 
August. — Salamat Ali 


European Parliament team 
to visit East Timor 

The Indonesian Government 
has arranged for five MPs from 
the European Parliament to 
visit East Timor from 14-20 


Alatas: invitation. 





August in a bid to counter 
criticism of human-rights abuse 
in the province. Jakarta fears 
that continued criticism in 
Strasbourg could harm valu- 
able trading links with the 


Much of the heat has been 
generated by Portugal, which 
governed the province until 
1975. Indonesian Foreign 
Minister Ali Alatas said a sepa- 
rate invitation to also send a 
delegation had been extended 
to, and accepted by, the Por- 
tuguese Parliament. Sources 
say that the terms of reference 
for this visit are being worked 
out and that it could take place 
later this year. 

— Michael Vatikiotis 


BUSINESS 


Former Barclays banker 
admits accepting bribes 
A former executive director of 
Barclays Asia, Stuart Turner, 
pleaded guilty in a Hongkong 
district court on 9 August 
to accepting HKS$888,000 
(US$113,846) from the former 
head of Carrian Holdings, 
George Tan. The 41-year-old 
Turner admitted that he had 
accepted the sum in July 1981 
as a reward for procuring a 
HK$100 million loan for now- 
defunct Carrian. He also ad- 
mitted accepting HK$300,000 
from propery eveloper Vic- 
tor Hwang for arranging a 
HK$80 million loan. 

— Stephen Morgan 


Harrisons announce 
huge bonus issue 
Harrisons Malaysian Planta- 
tions has announced a huge 
one-for-one bonus issue which 
will give it the second-largest 
market capitalisation on the 
Kuala Lumpur Stock Ex- 
change (KLSE) after Singa- 
re's Oversea-Chinese Bank- 
ing Corp. (OCBC). The issue 
— which awaits regulatory ap- 
proval — of 422.99 million new 
shares of M$1 (30 US cents) 
each will be capitalised out of 
the share premium account. 
Harrisons’ shares rose 40 M 
cents to M$6.35 after the an- 
nouncement, giving it a pros- 
ective capitalisation of 
$5.37 billion, compared with 
OCBC's present M$6.39 bil- 
lion. — Nick Seaward 


Indonesia sells 

more gas to Japan 
Indonesia has won a contract to 
increase liquefied natural gas 
sales to Japan by a further 1.45 
milion tonnes. The contract 
with Osaka Gas, the second- 
largest gas distributor in Japan, 
is worth an estimated US$225 
million a year over the next five 
vears. Meanwhile, Indonesia 
has sent the first shipment of 
non-associated liquid pet- 
roleum gas (LPG) to Japan 
under a 10-year contract for 
1.95 million tonnes of LPG a 
year. — Michael Vatikiotis 


Government agency 
criticises reform pace 


The Japanese Government's 
Economic Planning Agency 
made some unusually harsh 
criticisms of the pace of struc- 
tural reforms in its annual re- 
port. It said the distribution 


network, bureaucratic proce- 
dures and farm protectionism 
were keeping domestic prices 
unnaturally za For example, 
the prices of electricity and 
pork in Tokyo were 31% and 
52% higher respectively than 
in New York, it said. 

— Nigel Holloway 


Electronics becomes 
South Korea's top export 
Electronics has overtaken tex- 
tiles as South Korea's biggest 
export. Electronics exports 
were US$6.8 billion (up 35%), 
while textile exports were 
US$6.5 billion (up 21%) dur- 
ing the first half of 1988. Mean- 
while, trade contacts with the 
communist bloc are expanding. 
China is to open a trade offi 
in Seoul before the start of t 
Olympics on 17 September. 
The following month will see 
Yugoslavia and Poland be- 
come the first socialist states to 
take part in a South Korean 
trade fair. — Mark Clifford 


Guinness buys Indian 
plantation company 
The British drinks group Guin- 
ness has bought a controlling 
40% stake in an Indian planta- 
tion subsidiary of Britain's 
Harrisons & Crosfield for 
nearly £12 million (US$20.3 
million). The  Kerala-based 
Harrisons Malayalam sold Rs 
653 million (US$46.6 million) 
of rubber and tea last year. 

— Lincoln Kaye 


China to open 
futures markets 


China is to set up futures mz 

kets for major agricultural pr 

ducts and industrial raw mate- 
rials by the end of the year. The 
move aims to cushion both con- 
sumers and producers from 
wide fluctuations in production 
and prices. Pilot markets will 
be set up in Henan, Sichuan 
and Jilin provinces for com- 
modities such as corn, pork, 
silk, grain, ramie and cotton. 
Chinese press reports said the 
markets may be open to for- 


eigners. — Louise do Rosario 
Singapore's economy 
continues surge 
Singapore’s economy ex- 
panded by 11.1% in the 
first half of 1988, the high- 
est half-year growth since 
1975. The government has 


revised the growth forecast 
for 1988 upwards, from 6-7% 
to 9%. anufacturing, up 
21.4%, led growth, with elec- 
tronics expanding 33.5%. 

— Ellen Salem 
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KUOK MUSCLE 
As a result of lobbying by Singapore's 
Kuok family, the Philippines 
Investment Priority Plan (IPP) is 
likely soon to include luxury hotels 
among the projects it encourages. The 
Kuoks, in conjunction with National 
Bookstore Inc. and Philippine Realty 
and Holdings Corp., had planned to 
build a US$50-80 million Shangri-La 
Hotel in the Manila suburb of 
Mandaluyong. Now they have refused 
to proceed with construction without 
being given the incentives offered 
under the IPP, including being 
allowed to import goods duty free. 
Trade and Industry Secretary Jose 
Concepcion is apparently set to give in 
cause of the shortage of high-quality 
tel rooms near the new Asian 
Development Bank headquarters. 


SABOTAGE SUSPICION 

Seoul is denying a Kyodo newsagency 
report that a South Korean | 
presidential secretary for economic 
affairs was in Peking and Moscow 
recently to discuss the opening of 
trade offices in Seoul by the Chinese 
and Soviets. This was followed by a 
South Korean newspaper report that 
a vice-minister of the Economic 
Planning Board, Moon Hee Gab, was 
visiting China to finalise a trade 
agreement. In fact, say the South 
Koreans, the presidential secretary 
did not visit China, and Moon (the 
highest-ranking South Korean to 
officially visit China) was in Peking at 
the end of July only to attend a UN 
conference. Despite North Korean 
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BURMA 

Martial-law authorities arrested 149 
people in connection with anti-government 
demonstrations that swept through Ran- 
goon, according to an official radio broad- 
cast (5 Aug.). Five people were shot dead and 
about 30 others wounded as anti-govern- 
ment demonstrations spread to three areas 
outside Rangoon (7 Aug.). Tens of thou- 
sands of Burmese marched through the 
streets of Rangoon and Mandalay (8 Aug.). 
Troops shot dead 36 people in fierce clashes 
with anti-government demonstrators across 
the country (9 Aug.). 


CHINA 

The biggest typhoon to hit eastern China 
in 30 years killed at least 110 people, it was 
reported (9 Aug.). 


INDIA | 

The bodies of 41 people tortured by Sikh 
extremists were found in rubble during a 
clean-up of the Golden Temple in Amritsar, 





 asenior police official said (5 Aug.). Almost 
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| test against the military bases (5 Aug. ). 


protests over Moon's visit, the 
Chinese put him up in a state guest 
house rather than the ordinary tourist 
hotel he had booked. ! 


BLESSED SILENCE 
Leaders of 
| Taiwan's 
| opposition 
| Democratic 
|, Progressive 
, Party (DPP) 
| have not 
criticised 
President Lee 
Teng-hui 
Ero since 
e became 
chairman of the ruling Kuomintang in 
July. Observers speculate that this 
may be because Lee has brought 
more native Taiwanese into the 
cabinet than his predecessor, which 
the DPP had long demanded. The 
opposition silence has helped Lee, 
himself a Taiwanese, to proceed in 
relative calm with political reforms, 
including retiring ageing 
conservatives from the mainland who 
still dominate the Legislative Yuan. 


ARMY BLAMED 

The military has been privately 
blamed for the disappointing 
performance of Bangkok Governor 
Chamlong Srimuang's Palang 
Dharma Party in the 24 July general 
election. Chamlong's supporters 
based their analysis on speculation 
that army commander Gen. 
Chaovalit Yongchaiyut might have 


emt, 


the entire opposition walked out of the two 
houses of parliament in protest against the 
imposition of direct rule in Nagaland, it was 
reported (8 Aug.). 


MALAYSIA 

British Prime Minister Margaret 
Thatcher arrived on an official visit. The 
king sacked the head of the judiciary Tun 
Salleh Abas (6 Aug.). The Supreme Court 
upheld a lower court ruling which had de- 


clared illegal the old United Malays 
Nationalist Party (9 Aug.). 
PHILIPPINES 


Police dispersed about 500 demonstrators 
as they approached the US Embassy to pro- 


SOUTH KOREA 

China for the first time granted South Ko- 
rean aircraft the right to overfly the country 
to transport athletes to the Olympic Games, 
it was reported (5 Aug.) Hundreds of 
dissident students threw fire bombs at 
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wanted to stop Palang Dharma's 
growth for fear that Chamlong could 
one day become a serious rival for 
Chaovalit's own ambitions for the 
premiership. Army intelligence 
sources have denied this and said that, 
unlike in the 1986 elections, the army 
was strictly neutral. Palang Dharma 
won only 10 of Bangkok’s 37 seats and 
Chamlong's wife, Sirilak Srimuang, 
lost in the military-dominated Dusit 
constituency. 


CHEAP FROM CHINA 

Hyundai Engineering and 
Construction, South Korea’s largest 
construction company, hopes to cut 
labour costs by using Chinese workers 
on some of its Middle East 
construction projects. It would be the 
first time a South Korean company 
employed Chinese labour, which 
could account for up to 90% of the 
workforce on selected projects. 


HURDLES TO CLEAR 

Some of South Korea’s trading 
partners hope to take advantage of 
the pre-Olympic mood by pressing 
Seoul on trade issues. EC 
Commissioner Willy de Clercq is 
expected to head a delegation to 
Seoul the week before the Olympics | 
begin in September for trade 

talks. Consumer electronics will 
figure high on the agenda. South 
Korea has proposed voluntary export 
restraints on some consumer 
electronics, such as VTRs and colour 
TV sets, while the EC is threatening © 
to impose anti-dumping penalties. 





the US Information Agency building in 
Kwangju, it was reported (7 Aug.). Chun 
Kyung Hwan, the brother of former presi- 

dent Chun Doo Hwan, admitted in court p- 
that he accepted thousands of dollars from | 
businesses (8 Aug.). 


SRI LANKA 

Eight Tamil separatist guerillas and two jo | 
Indian soldiers were killed in a clash in. qoo 
Sri Lanka, a military official said (8 Aug. ). 


THAILAND 

British Prime Minister Margaret 
Thatcher met Prince Norodom Sihanouk ata 4j. 
Cambodian refugee camp on the Thai-Cam- |. 
bodian border (7 Aug. ). New Prime Minister [ 
riv iu Choonhavan formed his cabinet (9 | 
Aug.). a 


VIETNAM 


The government has suspended plans to — 







search for US servicemen missing in action 
and allow former political prisoners to reset- ` 
tle in the US (4 Aug.). | 





REGIONAL AFFAIRS 


i Killings fail to deter an angry people 


BURMA 





Not whether, but when 


By Bertil Lintner in Bangkok 


massive anti-government | 


demonstrations in Rangoon and 
other towns on 8 August and the killing 


of at least 36 protesters, an increasing | 
| the northern town of Sagaing, 31 pro- 


number of Burma-watchers have stop- 
ped asking whether the new, hardline 
Sein Lwin regime will last, but rather 
when it will go. 

The unrest has spread despite mar- 
tial law on the 50th anniversary of a 
similar popular uprising which eventu- 
ally led to Burma’s independence. 
Demonstrations have also broken out in 
upcountry towns, including Mandalay, 
Sagaing, the oil town of Yenangyaung, 
Prome, Moulmein and practically every 
other major town in the country. 

On 8 August, tens of thousands of 
demonstrators, cheered on by 
thousands of bystanders, marched 
through Rangoon demanding, accord- 
ing to eyewitnesses, “democracy and 
human rights — that means no Sein 
Lwin.” In Mandalay and Mergut, when 
demonstrators refused to disperse, 
troops opened fire, killing five 
and wounding 55, according to of- 
ficial accounts. Another 1,450 were 
arrested. Independent observers say the 





Soliders patrol Rangoon's streets. 
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figures are far higher than that. 
Then on 9 August when, according 

Rangoon Radio, 5,000 dem- 
onstrators attacked a police station in 


testers were killed and another 37 
wounded. It is not known yet whether 
this signals an even tougher official re- 
sponse to public unrest. 

Not since the anti-British demon- 


strations of the late 1930s have so many | 
| Burma. Few believe that a popul 


protesters risen up against the central 
authorities. In 1938 — or the Burmese 
year 1300, hence the name, The 1300th 
Movement, for that uprising — students 
in Rangoon were joined by thousands of 

rotesters in the capital, upcountry, and 
in the oilfields of Yenangyaung. It 
marked the beginning of the end of 
British colonial rule. 

Then, however, Burmese nation- 
alists had to flee the country for 
Japan only to come back later as the 
Burma Independence Army and to 
form a radical nationalist movement 
which later won independence. This 
time, the demonstrators have urged the 
government's army to join them in the 
struggle against the present regime — 








nside a secret web 


and their political line is much more 
moderate. 

In a regional context, the closest 
equivalent to this year's demonstrations 
would be the February 1986 “People’s 
Power" uprising in the Philippines, 
which led to the overthrow of president 
Ferdinand Marcos. That rebellion suc- 


| ceeded because the armed forces threw 


its support behind Corazon Aquino. 
The same would have to happen in 


movement alone will be able to force 
fundamental change in the country's top 
leadership. 

Keeping the loyalty of Burma's 
armed forces, therefore, remains the 
present leadership's most pressing con- 
cern. Observers note that the now jailed 
dissident and former brigadier-general 
Aung Gyi complained to former Burma 
Socialist Programme Party (BSPP) 
chairman Ne Win that Sein Lwin had 
unconstitutionally given orders to close 
associates in the army. 

In an 8 June letter, Aung Gyi told Ne 
Win that the "joint secretary-general 
[Sein Lwin] had directly ordered the 
Chief of Staff [Gen. Saw Maung] with- 





Students set up tight organisation for their survival 


urma's rebellious students have 
learnt a lesson from a previous gen- 
eration of youthful unrest, and have or- 
ganised themselves into tight units that 
depend on secrecy and personal trust 
for their survival. Their own brand ol 
justice has been harsh too: suspected in- 
formers within their ranks have been 
killed and soldiers are known to have 
been murdered for their weapons. 
For these reasons, the army's shoot- 
to-kill orders, the 3 August imposition 
of martial law and the mass arrest of dis- 


sidents two days later have not kept the | 


students from flooding the streets or 
calling for the resignation of Burma's 


new and hardline leader Sein Lwin. | 


"They can shoot or arrest as many of us 
as they want but we won't stop until our 
demands are met, or we all are dead. 
There's no future for us under the pre- 
sent regime anyway," a student leader 
from Rangoon told the REVIEW in a re- 
cent interview on the Thai-Burmese 
border. 

The intricate, clandestine organisa- 
tional structure of student revolt in Ran- 





goon has been gradually built up sin... 
the first, spontaneous outburst of anti- 
government violence in March, said the 
21-year-old activist, who spoke on con- 
dition of anonymity. "When we first 
took to the streets in March, we lacked 
experience. So we contacted older ex- 
students who had participated in the 
anti-government demonstrations in the 
mid-1970s for their advice and we learnt 
from their mistakes." 

At first glance, the abundance of se- 
cret groups seems to be a sign of fac- 
tionalism. Their activities, however, 
overlap and all can draw from the 
network of underground contacts in 
Rangoon's Arts and Science Univer- 
sity, the Rangoon Institute of Tech- 
nology, the Institute of Medicine 
and the capital’s many high schools. 

The organisation has been struc- 
tured to make it difficult to penetrate 
because it depends entirely on secrecy 
and personal trust. Any one group of ac- 
tivists may not know who its leaders are, 
how they are linked with other groups 
and how plans for further action are 
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out informing the Minister of Defence 
then Kyaw Htin] to bring in the 22nd 

ight Infantry Division from [Karen 
state capital] Pa-an.” Since then, Kyaw 
Htin, who is considered a moderate, has 
been replaced by Saw Maung. 

One analyst said: “This has removed 
the only remaining formal obstacle to 
the top leadership's using the army to 
quell unrest. There’s now a direct line of 
command from the president to the 
minister of defence, who is also the chief 
of staff,” one analyst said. 

By increasingly using well-disci- 
plined, regular army units — instead of 
the dreaded /on htien, or riot police, 
who brutally suppressed demonstra- 
tions in Rangoon in March and June — 
the government hopes to placate the al- 
ready restless general public. 


ut the wooing is possibly being 
done in reverse. Foreigners who 
tnessed the 8 August demonstrations 
in Rangoon say that instead of the pub- 
lic being won over by the army, it was 
demonstrators who tried to court the 
armed units which confronted them. “I 
saw young protesters sharing food pack- 
ages, which the public had given them, 
with the soldiers. Several groups of dem- 
onstrators sang the [official] army song 
and addressed the troops as akogyi, or 
elder brother," one eyewitness said. 
The same source also claimed that he 
saw students unbutton their shirts in 
front of troops, shouting: "Shoot me, if 
you want," whereupon the soldiers low- 
ered their rifles. Since then, how- 
ever, security. forces have gone on 


conveyed from one group to another. 
“This time, the government cannot 
crush us,” said the activist. 
Ironically, the structure borrows 
‘avily from that of the military and 
w€ ruling Burma Socialist Programme 
Party (BSPP), which the students have 
vowed to overthrow. At the centre are 
20-30 leaders whose identities are a se- 
cret and who coordinate the activities of 
all other groups. The students do so 
under the umbrella of the All-Burma 
Students Democratic Association, 
which in turn has several “organs of 
power.” 


heir activities are tightly run. An 

information department produces 
leaflets and posters and conveys student 
demands to the public. A social welfare 
department collects money, food and 
water and distributes these among stu- 
dents at rallies on the campuses. Stu- 
dents who have worked with Burma's 
Red Cross give first aid and collect 
medicine. 

The intelligence unit, called the pro- 
tection department, collects informa- 
tion on the movements of the security 
forces and — most important — tries to 
identify government informers within 
their own ranks. During earlier riots, 
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Demonstrating students: unrest has spread despite martial law. 








the offensive, firing to disperse crowds. 

Apart from the army, the regime’s 
future also depends on two other impor- 
tant factors, analysts say; the Buddhist 
monks, a main pillar of society, and the 
foreign donor countries on whom 
Burma depends for development aid. 

If so, the future for Sein Lwin could 
be bleak. Eyewitnesses say they have 
seen Buddhist monks participate in the 
Rangoon demonstrations. The official 
media even reported on 9 June that 11 
monks had been arrested in the capital 
in connection with the unrest. 

As for donor countries, observers 


this unit set up its own “prison” in a stu- 
dent hostel where suspected informers 
were interrogated. Three such students 
were deemed to be guilty and killed, the 
student leader told the REVIEW. 

The students enjoy open and clan- 
destine support in the form of money, 
food and intelligence from a broad spec- 
trum of office workers, labourers and 
Buddhist monks. Reports from Ran- 

oon say that some monks have even of- 
ered to act as shields between the dem- 
onstrators and the army or police to in- 
hibit them from opening fire. 

However, the students appear to 
have no interest in the support of the in- 
surgent Communist Party of Burma and 
the many ethnic rebel armies which op- 
erate on the country’s borders. “These 
rebels have guns which they have ob- 
tained from foreign countries. This 
could lead in the future to a dependence 
on these foreign powers, which we don’t 
want,” the student leader said. 

In any case, the credibility of the bor- 
der-based insurgents as potential allies 
took a bad knock on 23 July, when as 
social unrest grew in Rangoon, the 
Karen guerillas chose to attack the Mon 
rebel army, one of their allies within the 
10-member National Democratic Front 
(NDF), in an attempt to wrest control 








say history is repeating itself and Japan 
is again playing a major role in Burmese 
affairs — though Japanese sources 
vehemently deny this. There is a general 
belief that the Japanese who invest in 
Burma helped to pressure the govern- 
ment to announce new economic re- 
forms during the BSPP’s emergency 
congress last month. 

With the loyalty of the army and the 
monks in doubt, it remains to be seen 
how Japan will react to the challenge 
posed by the thousands of dem- 
onstrators who show no sign of di- 
minished enthusiasm. 


over the lucrative black-market trade 
between Thailand and Burma 
(REVIEW, 4 Aug.). 

In all probability, the students in 
Rangoon do not want to repeat the mis- 
take of the 1970s generation of student 
rebels, who set up their own Patriotic 
Liberation Army on the Thai border 
and accepted funding from Western in- 
telligence 2c through a North 
American oil company. 

In return for doing this, the company 
had demanded exclusive rights to pros- 
pect for oil in Burma after the govern- 
ment was overthrown. Partly because of 
the foreign link, however, the move- 
ment failed to win popular support and 
the remnants of its army surrendered to 
the Burmese authorities during a gen- 
eral amnesty in 1980. 

Although a few students are re- 
orted to have made contacts with the 
DF, most seem to pin their hopes for 

change on disgruntled elements within 
Burma's armed forces. The student 
leader claimed such contacts had al- 
ready been made. "We have met with 
some army officers who are sympathe- 
tic. I believe that they will switch sides 
and support us when the time is ripe," 
he said. 

He was less forthcoming on the ques- 
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tion of whether the students themselves 
were collecting weapons, but he did 
confirm that pistols had been snatched 
from policemen during the June riots, 
and on several occasions during the cur- 
few that followed, soldiers on night pat- 
rol in Rangoon had their throats slit and 
their weapons taken. 

Despite such militant acts, Burma’s 
underground student movement does 
not seem to have swung to political ex- 
tremism, either of the Left or the 
Right. Their basic demands are that the 
pr le still in custody — the student 
eader put the number at 600 — should 
be released, a multi-party political 
d introduced and free elections 
held. 


At their clandestine meetings in 
Rangoon, the students often ask each 
other who they would like to take over 
from the present regime. The question 
is not easily answered. The recently im- 
prisoned dissident, former. brigadier- 
pene Aung Gyi, 70, is well-respected 

ut there is some concern over his past 
close association with retired strongman 
Ne Win. “We regard Aung Gyi as an 
ally but he's not our leader,” the student 
leader said. 

Diplomats see this absence of any 
real alternative leader as one of the 
sticking points in the Burmese tangle. 
It intensifies the already chaotic 
ee without showing any way out 
of it. 


Sein Lwin, meanwhile, has moved 
e to consolidate himself in power. 
n 2 August, he criticised the "almost 
deathlike immobility" among cadres of 
the BSPP and urged members to point 
out shortcomings and suggest improve- 
ments. 

It was received with scepticism. "If 
this had been said by anybody else but 
the unpopular Sein Lwin, it could have 
ushered in a new era of glasnost in 
Burma," said one analyst. There may be 
some doubt over whether the BSPP will 
be able to prevent further erosion of its 
command of the situation but as long as 
there is no one else to take over, the dis- 
sidents may make little headway. 

— Bertil Lintner 





JAPAN 


Billions at stake 


US Congress tries to block Aegis sales to Japan 


By Nayan Chanda in Washington 


Fo many years US congressmen have 
demanded that Japan should spend 
more on defence and should buy 
hardware from the US. But in a curious 
reversal, an administration plan to sell 
Tokyo two sea-borne Aegis radar-de- 
fence systems worth nearly US$1 billion 
has provoked congressional opposition. 
A coalition of legislators, who either op- 
pose transferring such a sophisticated 
system to Japan or want Japan to buy a 
more extensive Aegis package, is plan- 
ning to block the sale. 

In June the Pentagon notified the US 
. Congress that it intended to sell two 
Aegis systems, worth US$480 million 
each, to Japan to be installed on missile- 
carrying destroyers. Assistant Secretary 
of Defence Richard Armitage told a 
congressional panel that it had taken the 
administration four years to convince 
the Japanese to invest in the Aegis sys- 
tem, which would enable Japan to de- 
fend effectively the sea lanes over a 
wide area. 

The Aegis system — used by the US 
Navy when it mistakenly shot down an 
Iranian civilian passenger aircraft in the 
Gulf in July — integrates sophisticated 
radar, computers, guns and missiles to 

rovide an umbrella against flying ob- 
Jects within a 384-km radius. Without 
such a system, the Pentagon argues, Ja- 
panese ships and submarines will be 
very vulnerable to Soviet attack. 

Two years ago, such a Japanese deci- 
sion to buy US equipment would have 
been welcomed by congressional critics, 
who were then attacking Tokyo for its 
"free-ride" attitude towards the US de- 
fence umbrella. Since then, however, 
attitudes towards Japan have changed, 
as is reflected by the fact that some 
members of congress have now attached 


an amendment to the Defence Appro- 
priation Bill, which would prevent such à 
sale. Although the amendment does not 
name Japan it seeks to bar any sale of 
the Aegis systems, unless the deal in- 
cludes prete of US-made cruisers to 
carry them. Since Japan wants to buy 
only the systems, passage of the amend- 
ment would effectively kill the deal. 

A leading opponent of the sale is 
Rep. Charles Bennett of Florida, who 
has argued that in the light of the 
Toshiba affair (involving the diversion 
of US technology to the Soviets) Japan 
cannot be trusted to protect such sensi- 
tive technology. He is also concerned 
that the Japanese might use the Aegis 
technology to develop their own mili- 
tary or civilian applications. He would 
prefer Japan to lease Aegis-equipped 
ships rather than buy them. 

Other opponents of the sale, 
such as Rep. Helen Bentley, 
argue that with the US ship- 
building industry already in 
trouble, there is no need to send 
ship-building jobs overseas. 
While some of the opponents 
represent  ship-building dis- 
tricts, others have received 
campaign contributions from 
ship builders. While talk of US 
allies sharing in the burden of 
defence is not new, it is being 
increasingly interpreted — to 
mean that they should contri- 
bute to common defence by 
buying American. 

An unspoken concern of 
many of the opponents, says one 
congressional source, is the fear 
of technological competition 
from Japan and the long-term 
implications of a Japanese de- 


fence build-up for the US dominance in 
Asia, as well as in the arms market. 

Interestingly, congressional suppoi 
ers of the sale include those whose di 
tricts have electronics industries — 
major contributors to the Aegis system 
— and who expect the sale to Japan to 
generate employment. Rep. Stephen 
Solarz, who strongly supports the sale 
for foreign-policy reasons, nevertheless 

oints out that to block Aegis sales in a 
bid to sell ^ also, means that "for 
every ship-building job we insist on, we 
risk losing two jobs in the electronics in- 
dustry." 

Concerned by the congressional 
move, Secretary of State George Shultz 
and Secretary of Defence Frank Car- 
lucci sounded a public warning in an ar- 
ticle in the Washington Post. They 
wrote: "By attempting to force Japan to 

urchase an American hull, the US will 
ose the enhanced defence capability of 
a Japanese Aegis, a US$1 billion cash 
flow to the US and 10,000 man-years of 
US work . . . Blocking the sale will do 
significant harm to Japan's contributic 
to our mutual defence and to US tra 
interests." 
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Everything that carries the Dunhill name has to be the best of its kind. It has to have a lasting 
beauty and be both useful and dependable. To this end the skills of the finest craftsmen are used to work the 
most supple of leathers, the finest silk or blend rare spices. Dunhill has become a hallmark not just 
of inherent British values but of quality the world over. 





The « ambridge Traveller By Dunhill. This is from a range of luggage that has been crafted from 


individual pieces of distinctively grained hide. These have been matched perfectly and finished by hand and the locks 
ire of gunmetal finish. In all a beautiful. practical and lasting travelling companion. 
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Who helps you 
pass your competition 
on the road to results? 
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The dealer who drives down costs. 


A business that’s lean and efficient is a business that’s set to move fast 
— to go to the front of the pack with reduced operating costs, greater 
productivity and increased profitability. An IBM Dealer can help you 
do just that. He can automate your business with a computer system 
that’s designed to meet your specific needs. So you can concentrate on 
staying ahead of competitors. 


Your IBM Dealer has what it takes to get you in the passing lane. 


The right training. All our dealers have been through rigorous training 
to make sure they know our equipment from the inside out. And we 
teach them how to teach you. 


The right service. The kind of service you'd expect from IBM. Every 
IBM Dealer is committed to keeping your equipment in top shape. 
Because we know how important that is to you. 


The right advice. The number of hardware and software choices is 
growing every day. The right dealer can make sure you have the best 
combination to do your job right. You'll save money because you won't 
buy something you don't need. 


The right place. Your IBM Dealer is a professional who offers complete 
business solutions. He's got the right products, the right service and, 
most important of all, he's got IBM behind him. 


We'rein the results business 





NOW AVAILABLE ... 


The 1988 China Phone Book & 


Business Directory: July - December Edition 
completely revised and updated 


A vital reference for anyone interested 














































July — December Edition 


The only bilingual 
Telephone Directory for 
China published 

semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
place in China amongst both the domestic and 
foreign business and banking communities, the 
semi-annual frequency of The China Phone 
Book guarantees its users the most up to date 
and accurate listings available anywhere, of the 
most important contacts in China. 

Our database is constantly updated to bring you 
the latest listings you need, when you need 
them. 

You can save 15% off the combined price by 
ordering both the current Autumn/Winter and 
the Spring/Summer editions now. Available in 
January '89 the Spring/Summer edition will be 
sent to you automatically the moment it becomes 
available if you order both now. 


Not only will you have the most up to date busi- 
ness listings in China at your fingertips . . . but 
you'll save money at the same time. 

1988/89 Editions 

Autumn/Winter — July — December '88 
Spring/Summer — January — June '89 






The China Phone Book Co. Ltd is a wholly owned 
subsidiary of Review Publishing Company Li- 
mited, Publisher of the Far Eastern Economic 
Review, Asia's leading publication. 


in doing business with China. 


* Completely updated listings 
* Unique classified pages 
e Designed for maximum usefulness 
* Lists all foreign companies and joint ventures 
* Useful selection of Chinese firms 
e Categorized by major industry groups 
e New compact page layout 
* Indexed for easy use 
e Good for travel or office reference 
e Names and addresses in both English and Chinese 








Designed for Maximum Usefulness 


This directory is a comprehensive listing from our own China database of all 
relevant companies in China of interest to the businessman or tourist. It is 
specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 


The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

* Airlines e Business Services 

e Shipping Companies 


ORDER YOUR COPIES NOW! 


To: The China Phone Book Co Ltd, GPO Box 11581, Hong Kong 
Please rush me copy/copies of the China Phone Book as indicated: 


* Computer Services 
* And many other business Categories 


Name: 
(Please print in Block Letters) 


CDU La ———— 
Address: 
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Tel: 


[J China Phone Book 1988, Autumn/Winter Edition 
Price: Hong Kong: HK$375, Elsewhere: US$62 (inclusive of airmail postage). 


No. of copies: 

O China Phone Book 1988, Autumn/Winter and 1989 Spring/Summer Editions combined 
set at 15% savings. Send Autumn/Winter Edition immediately and Spring/Summer '89 
Edition immediately upon publication in January. 

Price: Hong Kong: HK$638, Elsewhere: US$105 (inclusive of airmail postage) 





No. of sets: 

O I enclose in payment thereof (cheque payable to The China Phone 
Book Co Ltd) 

O I prefer you charge to my credit card (tick one): 

O American Express O Diners Club O Master Card O Visa 

Card No: Exp. Date: 

Signature: 
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PHILIPPINES 
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The indictment dilemma 


Prospect of prosecuting Marcos creates problems for Washington 


By Nayan Chanda in Washington 


W ith the US-Philippines review of 
their military-bases agreement 
stymied over the issue of compensation, 
a new problem is looming in the re- 
lationship. Shortly, perhaps within two 
weeks, the White House will have to de- 
cide whether to proceed with a pro- 
posed indictment against former presi- 
dent Ferdinand Marcos on charges of 
fraud and conspiracy. Regardless of 
which way the administration tilts, its 
decision could raise a host of legal, poli- 
tical and foreign-policy problems for 
Washington. 

Washington might have wriggled off 
...€ hook if a reported Marcos offer to 
give the Philippine Government US$5 
billion for being allowed to return 
home, had been accepted. The sincerity 
of that offer, however, is now in doubt. 
And with Manila firmly stating that it 
does not want to see Marcos back, the 
ex-president and his problems cannot 
be yd eigen back to the Philippines. 

After two years of investigation, a 
US attorney in New York, Rudolph 
Giuliani, has forwarded to the Justice 
Department a draft proposal for indict- 
ing Marcos. Although details have not 
been revealed, informed sources say 
that the charges centre on Marcos’ ac- 
quisition in the early 1980s of real estate 
and other assets in New York (esti- 
mated value US$350 million) with mis- 
appropriated government funds and a 
later attempt to conceal their owner- 
ship. After a review by the criminal divi- 
sion of the Justice Department, the new 

‘orney-general, Richard Thornburgh, 
1.2 expected to send his recommendation 
to the White House for inter-agency 
review. 

Congressional sources normally crit- 
ical of Reagan administration policy, 
say that the new team in the Justice De- 
partment is “doing a 
thorough review” to 
see if there is enough 
evidence to bring Mar- 
cos to trial and also 
look into the implica- 
tions of the different 
charges, But the review 
goes beyond the ques- 
tion of law enforce- 
ment and touches on 
sensitive foreign-policy | 
and other considera- 
tions, 

Indictment of cur- 
rent or former heads of 
state by grand jury in- 
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vestigations has created 
a new dilemma for US á 
foreign policy. In Feb- | . 

Reagan: debate. 
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ruary, a US grand jury 
in Florida issued an 
indictment of the 
Panamanian dictator 
Manuel Noriega on 
charges of drug 
trafficking. In try- 
ing to follow up the 
move by putting public 
ressure on Noriega, 
ashington has seri- 
ously embarrassed it- 


Following the shock 
of the Noriega in- 
dictment, which took 
the administration 
by surprise, the 
White House is now 
trying to kee 
closer tabs on Justice Depart- 
ment actions involving foreign leaders. 
It has instructed the department that 
it will review the charges against 
Marcos for their foreign-policy implica- 
tions. 

Although the Justice Department re- 
commendation has yet to reach the 
White House. an informal debate has 
been going on within different branches 
of the administration over the wisdom 
of trying Marcos in the US. Some offi- 
cials, especially in the Justice Depart- 
ment and White House, argue that to 
prosecute Marcos would make it more 
difficult in future for the US to bring 
about a democratic transition in a for- 
eign country by persuading a dictator to 
make a peaceful departure. 

However, a congressional aide call- 


| ed the argument “baloney,” because de- 
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parting dictators need not necessarily go 
to the US. Moreover, he argued, if Mar- 
cos is charged with wrongdoing since 
coming to the US, to let him go free 
would have even more 
serious implications. 
Another adminis- 
tration official put the 
issue in pragmatic 
terms. “The question to 
ask is what is the goal? 
To penalise Marcos for 
what he has done or to 
| recover the assets?" If 
the latter is President 
Corazon Aquino's ob- 
jective, he implied, a 
trial in the US would 
not serve much pur- 
pose. A congressional 
source, who favours a 
trial, agrees that even if 
the charges stick and 
the New York proper- 








Marcos: disclosure threats. "^ 





ties are recovered, the Philippine Gov- 
ernment would stand to recover less 
than US$100 million. This is because 
the value of the property has plum- 
meted. 

The Presidential Commission on 
Good Government, which has cooper- 
ated with the Giuliani investigation, is 
reported to believe that 
a conviction of Marcos 
in the US would help 
the Philippines in re- 
covering Marcos' hid- 
den wealth in Swiss 
banks. Unless Marcos 
is convicted for embez- 
zlement of public 
funds, sources say, the 
Swiss will not release 
the funds. But some ad- 
ministration sources 

uestion that op- 
tümism: making such 
charges stick years after 
Marcos was driven 
from power could pose 
legal problems. 

Of more importance 
— is the fact that charges 
questioning his conduct while he was in 
power and a close ally of the US, may 
lead to the disclosure of unsavoury se- 
crets resulting from that relationship. 
As a result, said an administration offi- 
cial, when the Justice Department rec- 
ommendation arrives, the inter-agency 
group will have to review how it af- 
fects US foreign-policy and other in- 
terests. 

He hinted that if brought to trial 
Marcos could implicate US officials and 
force revelations of events that would 





| complicate matters for the US intelli- 


gence services. He also raised the possi- 
bility that Marcos would involve offi- 
cials of Aquino's current government, 
so further complicating US-Philippine 
relations. 

Another administration official, 
however, disagrees. "In my view the US 
should not be held back by such threats. 
This is exactly what Marcos' lawyers are 


| trying to do. They are spreading the 





word that Marcos will spill the beans. 
Marcos is such a fabricator that he may 
well try to involve other people. Maybe, 
I don't know, but I cannot think of any- 
thing that Marcos could reveal to em- 
barrass this administration." 

On the other hand, a decision not to 
proceed with the indictment could an- 
tagonise Philippine public opinion and 
also give Democratic nominee Michael 
Dukakis a campaign issue against Vice- 
President George Bush. Already 
Dukakis has attacked Bush's now- 
famous toast praising Marcos’ commit- 
ment to democracy. As a congressional 
analyst put it: “I fear that if the White 
House is seen vetoing an indictment 
p it would revive the old 

ugaboo about the Reagan-Marcos re- 
lationship and further strain our re- 
lationship with the Philippines." o 
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AUSTRALIA 


A wolf in white clothing 


Opposition leader Howard raises the taboo issue of race 


By Michael Malik in Sydney 


I the course of a week, the subject 
of Asian immigration to Australia has 
been moved from the fringes of politics 
on to centre stage. This has resulted 
from opposition leader John Howard's 
controversial decision to focus on what 
he believes is public disquiet over the 
present number of Asians settling here. 

Howard's decision has torn up the 
bipartisan approach on non-discrimina- 
tory immigration which governments 
and the opposition have honoured since 
the country's “White Australia" immi- 
gration policy was officially scrapped in 
the 1960s. In bringing the taboo issue of 
race into open discussion at the highest 
level of Australian politics, Howard has 
badly divided his own party and 
alarmed many of his supporters. In ad- 
dition, he has caused fears among ethnic 
organisations of a new wave of racism in 
Australia. 

Howard has also prompted Prime 
Minister Bob Hawke into an angry con- 
frontation and a challenge to fight an 
election on the immigration issue. 
Hawke has raised the spectre of Austra- 
lia being isolated as racist within the 
booming Asia-Pacific region. 

Howard, whose opposition coalition 
is trailing the ruling Australian Labor 
Party in opinion polls 42% to 44% and 
whose own approval rating is sinking, 
clearly is playing for high stakes. If Aus- 
tralians are really concerned by Asian 
immigration, he may have found a win- 
ning election issue. But if his gamble 
backfires, it is unlikely he will lead the 
party into the next general election, not 
due for two years. 

When Howard first suggested on 1 
August that, as well as opposing the 
government's present policy of "mul- 
ticulturalism" as divisive, he believed 
there should be a small decrease in the 
numbers of Asian migrants from the 
present level — which saw nearly 23,000 
Asians registered as permanent or long- 
term settlers in the year ending in March 
of a total of 70,000 — he was instantly 
plunged into a national controversy. 
According to Australia's last census, 
taken in 1986, there were about 320,000 
residents in Australia who were born in 
Asian countries, or about 2% of the total 
population at the time of 15.6 million. 

What at first was thought to be an 
off-the-cuff remark in a radio interview 
soon was confirmed as Howard's consi- 
dered policy position from which he 
says he will not retreat. Within four days 
of the interview, the policy change had 
been endorsed — with apparent diffi- 
culty — by his party's leadership group. 
It was also welcomed by his party's op- 
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poe coalition partner, the rural- 
ased National Party, which days be- 
fore endorsed a call for more European 
migrants. 

What Howard actually said in the 
first place was that "if [the level of Asian 
immigration] is, in the eyes of some of 
the community, too great, it would be in 
our immediate-term interests and sup- 
portive of social cohesion if it was 
slowed down a little." At the same time 
he maintained that he was not suggest- 
ing a discriminatory immigration policy 
or areturn to White Australia, which his 
own party took the lead in scrapping in 
the late 1960s. 

Asked how Asian immigration could 
be slowed without discrimination, How- 


SKETCH by Morgan Chua 





ard proposed a reduction in the “family- 
reunion" category while increasing the 
emphasis on skills. Howard continued: 
“I have no objections to Asian immigra- 
tion as such. I am not a racist but a 
realist. There is no stand against Asian 
immigration. But to maintain long-term 
support [from the people] for continued 
immigration, one needs to change the 
mix. I’m in favour of Asian immigration 
but want to change the mix." 


mmigration fell into Howard's lap as 

an issue with the publication of a gov- 
ernment-sponsored study of the subject 
by a committee under former ambas- 
sador to China Stephen Fitzgerald in 
June. The report was critical of govern- 
ment neglect of immigration policy and 
called for several reforms. However, it 
firmly endorsed the continuation of a 
policy “non-discriminatory on grounds 





of race, colour, descent or national or 
ethnic origin." Some of Howard's posi- 
tions and even words have been bor- 
rowed from Fitzgerald, but without this 


| central prosivo. In finding that Austra- 


lians were basically not racist, 
Fitzgerald specifically pointed out that 
mainstream politicians and the majority 
of the media make it clear racism was 
unacceptable. 

But Fitzgerald did suggest that im- 
migration was out of control because of 
neglect and that a huge backlog of ap- 
proved future immigrants and world- 
wide pressure for places could build into 
a crisis if not tackled. His solution, now 
adopted by Howard, was to emphasise 
the need for skills on the part of poten- 
tial immigrants. 

But Fitzgerald did not suggest cut- 
ting family reunions. He called for an 
increase in overall immigration from 
120,000 a year to 150,000 — to remain at 
that level for three years. The Hawl 
government, in ^s aea has increase . 
the current year's figure to 140,000 and 
laid renewed importance on applicants' 
skills, measured on a points system. 

Howard has latched firmly onto 
Fitzgerald's criticism of  multicul- 
turalism, which the latter's committee 
found had failed as a concept for work- 
ing towards harmony in the community. 
Fitzgerald credited the policy with the 
good intention of avoiding forced as- 
similation by preserving immigrant lan- 
pus and culture, but said it had failed 

ecause it had been allowed to become 
something for immigrants only, not for 
the rest of Australians. 

From this, Howard has devised what 
he calls his “One Australia" policy. Al- 
though the fine details of his plan re- 


| main unstated, an emphasis on “Austra- 


lian-ness” seems to replace one on indi- 
vidual ethnic identity. Another concept 
Howard has picked up from the 
Fitzgerald report is the importance 
commitment to citizenship, which at te 
moment is not being taken up by a sur- 
preng 43% of permanent settlers. What 

oward does not point out, however, as 
Fitzgerald did, is the fact that 63% of 
these non-citizens are British or Irish, 
some others are from southern Europe 
and only a few are Asian. 

While Howard maintains that he re- 
ceived undivided support from his fel- 
low party leaders, insiders say that sev- 
eral senior members are unhappy with 
his stance — though for the time being 
they are keeping silent. One of these is 
believed to be former party leader An- 
drew Peacock, known in the past to 
have taken a stand against any racial 
elements in immigration policy. 

Two members of the opposition sub- 
committee on immigration, its chair- 
man Sen. Baden Teague and Queens- 
land Liberal MP Kathy Sullivan, have 
wem opposed the policy — as have 

iberal Party spokesman on immigra- 
tion Alan Cadman and prominent Libe- 
ral MP Ian Macphee. Sullivan said she 
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doubts there was a consensus at the 
party leadership meeting for “a special- 
ly racial consideration" on immigration 
policy. 

Liberal New South Wales (NSW) 
premier Nick Griener has voiced oppo- 
sition to the policy, and the Liberal chief 
minister of the Northern Territory, 
Marshall Terron, has gone further with 
a public call to boost Asian immigra- 
tion, which he described as “an im- 
mense human resource which can play 
an integral part in the settlement and 
development of northern Australia." 

From the immigrant communities, 
the first response to Howard's new 
stance has been kept carefully on an 
ethnic rather than a racial footing. Or- 
ganisations such as the Ethnic Com- 
munities Council of NSW have attacked 
Howard for the potential divisiveness of 
his position and have emphasised the 
positive contributions — non-Anglo 

xon migrants have made to Austra- 
uan society. Any attempt to divide the 
powerful and numerous Italian, Greek, 
Yugoslav or Lebanese communities 
from their Asian fellow-migrants has so 
far been avoided. 


H awke's reaction has been a political 
surprise. After Howard made it 
clear he was making Asian migration an 
issue, political experts expected Hawke 
to avoid an open clash for fear of losing 
support from blue-collar Labor voters 

traditionally more racist in their at- 
titudes than the more affluent. Many 
suspected Hawke would detect the trap 
and simply ignore it. 

In the event, Hawke said in a TV in- 
terview on 7 August: "There is no single 
issue on which I feel more deeply than 
the question of discrimination. You 
have to do things sometimes that you 
would rather not do. But while I’m 

ime minister there will be no com- 

omise on the question of discrimina- 
uon." Asked whether he thought he 
could win an election on the issue, 
Hawke said he believed strongly that he 
could, and added: "I say without 
equivocation [that] if I thought I'd lose 
an election on that issue, I'd still fight 
it.” 

The question now appears to be a 
simple one: will Australian voters be at- 
tracted to the idea of a racially biased 
immigration policy? Although there are 
the usual indications of latent racism in 
Australia — as manifested in radio 
phone-ins and resolutions of such or- 
ganisations as the Returned Service- 
man’s League about preserving the 
country’s cultural (Anglo-Saxon) heri- 
tage — there are few other signs of ra- 
cial tension in the country. 

Even at the height of the inflow of 
Vietnamese refugees, many of whom 
could not speak English, there were few 
racially inspired incidents. Recent 
Asian migrants are mostly skilled 
people — and ironically would gain 
entry even under Howard'scriteria. QJ 
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Saitama Bank. 


A sound banking system matched to new banking needs. 


Trade financing? Syndicated loans? International securities? 
In these and other areas of international banking Saitama Bank 
has established its capability and credibility worldwide. For over 
40 years we've built our solid base and sound banking system in 
the Tokyo metropolitan area, Japan's vigorous economic center 

Saitama Bank is fast-growing and forward-looking: Change- 
oriented.Positive. And assertive — as seen in our electronic 
banking technology. Grow together with Saitama Bank — sound, 
experienced and flexible in matching its services to new 
banking needs 


The Japanese bank that helps you grow 
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Head Office: Tokiwa, Urawa, Saitama Pref Japan 





€ Tokyo Main Office, international Banking Headquarters: 1-2-8, Muromachi, Nihombashi Chuo-ku. Tokyo 103 Tel: (03) 2 
22811 SAIGIN J, 26376 SAIGIN J, 28321 SAIGIN J 


@ Singapore Branch: Tel: 2207075, 2227846 Telex: R520371 SAIGIN, R20389 SAIGIN € Hong Kong Branch: Tel 5-211691-3 Telex 83283 
SAIBK HX @Seoul Representative Office: Tei : 753-1241-2 Telex K23356 SAIB KSI e Sydney Representative Office: Tel (02) 27-2832-3 
Telex. 70199 SAIGIN AA € Jakarta Representative Office: Tei 321708 Ext 2720 Telex 4416* SAIGIN JKT eKuala Lumpur Representative 
Office: Tei 2435566 Telex: 32566 SAIGIN MA e Beijing Representative Office: Te! Beijing) 653329 Telex 22716 SAIBJ CN 

eSaltama International (Hong Kong) Limited: Tei 5-253151-3 Telex 74215 SUIHK HX e Saitama Australia Finance Limited: 


Tel.: 02-235-0344 Telex: 70199 SAIGINAA 


€ New York Branch @London Branch @Los Angeles Branch € Chicago Branch @Frankturt Representative Office eS&o Paulo 
Representative Office € Mexico Representative Office eZürich Representative Office eDalias Representative Office eSaitama 
Bank (Europe)S.A. eSaitama Finance (Switzerland) Ltd. @Saitama Finance International Limited 





21 


MALAYSIA 


Judgement week 


Salleh is sacked and Umno’s dissidents lose in court | 


By Suhaini Aznam in Kuala Lumpur 


Pu Minister Datuk Seri Mahathir 
Mohamad has jumped two hurdles 
in the last few days — both of them cen- 
tring on Malaysia's battered courts. 
Supreme Court Lord President Tun 
Mohamed Salleh Abas was finally sac- 
ked on 6 August, ending two months of 
recrimination and appeals to the courts 
and the monarchy to save him. Salleh 
had been suspended for 74 days as a tri- 
bunal appointed by the king looked into 
five charges of misconduct levelled at 
him by the government. 

Three days later, the Supreme Court 
dismissed a much awaited appeal by 11 
dissidents of the now defunct United 
Malays National Organisation (Umno) 
seeking to resuscitate the original ruling 
party. Had the appeal succeeded, it 
would have deprived Mahathir of legiti- 
macy for his new Umno (Baru). With 
the dismissal, a clutch of lesser injunc- 
tions and applications will probably be- 
come academic, freeing Mahathir from 
a legal war of attrition. 

jiven the importance to the country 
of both the Umno appeal and Salleh's 
dismissal, the events themselves were 
anticlimactic. The king's decision to dis- 
miss Salleh was quietly aired in an after- 
noon government radio news broad- 
cast. 

On 8 August, when the Supreme 
Court sat for a day to hear the landmark 
appeal of the Umno 11, the courtroom 
was half empty. Looking mainly at a 
question of illegality, the five-man 
bench upheld a 4 February High Court 
decision that Umno was unlawful be- 
cause 30 of its branches did not have 
prior approval of the societies registrar 
as required by law. 

Despite having been asked for a 
"reasonable and benevolent construc- 
tion of the law," Justice Datuk Harun 
Hashim said in the February High Court 
decision that the Societies Act was 
"clear and unambiguous" and that it 
would *do violence to the language of 
the statute" if only the unapproved 
branches were declared unlawful but 
the parent body was not. 

he five-man Supreme Court bench 
also allowed former Umno secretary- 
general Datuk Sanusi Junid's cross ap- 
peal to set aside that part of Harun's 
written decision that officials elected at 
the 1984 Umno assembly remain as the 
party's lawful office bearers. On that 
point, Harun had failed to carry the in- 
terpretation of the act to its logical con- 
clusion, Justice Tan Sri Hashim Yeop 
Sani said. But Umno “became unlawful 
not when [Harun] delivered his oral 
judgement but long before that, when 
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the first of the 30 unlawful branches was 
established," Hashim added. 

The decision means that Mahathir 
and Umno's successor, Umno (Baru), 
can now proceed as the country's de 
facto ruling party — minus about 100 
members of the old Umno, who have 
challenged Mahathir's leadership — 
without any major legal stumbling 
blocks. Mahathir has already urged that 
the word baru (new) be dropped in gen- 
eral references to the party so that the 
identities of the old and new parties will, 
with time, merge. 

His political opponents, including 
Tunku Abdul Rahman, Malaysia's first 
prime minister, have protested that the 
two are separate entities with different 
memberships and constitutions. 
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THAILAND 


A lack-lustre 
line-up 


The new cabinet is short 
of competent ministers 


By Paisal Sricharatchanya in Bangkok 


he 45-member cabinet announced 
by Prime Minister — Chatichai 
Choonhavan — the first elected head of 
government in 12 years — is far from in- 
spiring. Despite open pledges of sup- 
por by the military and growing calls 
y Bangkok's intellectual and busi- 
ness elite that it should be given a 
chance to prove its worth, doubts per- 
sist whether the new regime would be 
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The disposal of the Umno 11 appeal 
marked the beginning of the first by-elec- 
tion involving Umno (Baru). The con- 
test is for the Johor Baru parliamentary 
seat vacated by vocal Mahathir critic 
Datuk Shahrir Abdul Samad, a former 
welfare minister in Mahathir’s cabinet. 
The courts conferment of legitimacy on 
Umno (Baru) can only help the party’s 
campaign. 

One of Salleh’s last actions before his 
suspension was to appoint a nine-man 
bench to sit on the landmark Umno 11 
appeal — originally slated for 13 June. 
In late May, just after Mahathir had in- 
formed the lord president of his suspen- 
sion, Salleh said that Mahathir had ac- 
cused him of being prejudice against 
Umno and that this was one of the 
reasons for the king’s action against 
him. 

But chief secretary to the govern- 
ment, Tan Sri Sallehuddin Mohame* 


| the first of four witnesses called befo 
| the tribunal to testify against Salleh, 


said that he had no recollection of any 
reference to Umno at a 27 May meeting 
between Mahathir and Salleh in the 
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able to serve the wider public interest. 

It seems the first priority of the six- 
party coalition regime is to overcome a 
serious image problem. Little regard 
was given to competence or qualifica- 
tions in choosing the cabinet. Instead, 
influential personalities and wealthy 
party sponsors were named to several 
important ministerial posts. Among 
them were some veteran politicians with 
controversial past records. 

The scepticism that accompanied the 
switchover from outgoing prime minis- 
ter Prem Tinsulanond’s semi-demo- 
cratic regime to Chatichai's elected civi- 
lian leadership was captured in an edito- 
rial of the conservative English-lan- 
guage daily Bangkok Post. The daily 
commented: “Judging by their past per- 
formance, certain new cabinet members 
appear to fall short of the rigorously 
high standards the public has a right to 
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prime minister’s office and that notes he 


took during the meeting also gave no in- 
dication of such a reference. The con- 
tradiction remains unresolved. 

The tribunal's 52-page report — plus 
four volumes of appendices and exhibjts 
— charges Salleh with misbehaviour 
and misconduct. Salleh had “behaved 
himself in such a way as would destroy 
the public confidence in his impartiality, 
his honesty, his integrity and in his abil- 
ity to make decisions as a judge,” the re- 
port says. The report was submitted to 
the king on 31 July who, on “compas- 
sionate grounds,” ordered that Salleh 
be given “a reasonable pension.” Sal- 
leh’s lawyer, Raja Aziz Addruse, said 
he could not say what further steps he 
and Salleh would take, if any, enti they 
had studied the report. 


he tribunal arrived at its unanimous 
decision “only upon the unchal- 
"ged and uncontradicted material 
placed before us,” the report says, ad- 
ding: “Had we had the benefit of a 
plausible explanation from the respon- 
dent . . . our decision may well have 
been different." Salleh had challenged 


the constitutionality of the sequence of 
actions taken against him and had re- — 


| fused to attend the tribunal hearing, 





pending disposal of his suit. 

The second witness, Fisheries De- 
partment Director-General Shahrom 
Abdul Majid, testified that Salleh had 
brought his son, Ahmad Nawawi, twice 
to him late last year to inquire about a 
fishing licence. Shahrom said Salleh did 
not pressure him for the licence, adding 
that the lord president acted like any 


other father concerned for his son. 


Shahrom conceded, however, that he 
felt awkward having Salleh in his office. 
The point Attorney-General Tan Sri 
Abu Talib Othman made through 
"hahrom's testimony was that by bring- 
ig Nawawi himself to apply for the li- 
cence, Salleh appeared to be contradict- 
ing his own stance — once expounded in 


expect of them. This raises the question 
of just how much hope it is realistic to 
place in the new administration." 

Much will depend on its perform- 
ance in the months ahead. For the time 
being, the new prime minister has made 
some clever political moves. To the pre- 
vious five-party coalition Chatichai 
added Chalerm Yubamrung's Muan 
Chon Party as the sixth partner in an ap- 
pn bid to blunt the opposition al- 
iance. Known for his effective but 
sometimes unruly tactics, it was 
Chalerm’s threats to expose Prem’s 
“odd” personal behaviour in a no-confi- 
dence debate that partly prompted the 


late-April parliamentary dissolution. 


More important, the new regime’s 
rapport with the influential military es- 
tablishment will be greatly bolstered by 
Chatichai’s expected appointment of as- 
sistant army chief-of-staff Lieut-Gen.. 





: 









a university speech — that people in | 


high places should not use their posi- 
tions in any way to influence the appli- 
cation of law, which should be applied 
equally to all. Nawawi's application is 
still awaiting approval. — | 

_ A third witness, Saedon Daud, 
Treasury deputy director of the budget, 
rejected an allegation made by Salleh in 
January that the judiciary was given a 
low priority in terms of funding and staf- 
fing. Salleh had said the judiciary was 
the weakest of the three branches of 
government, with no say in the alloca- 
tion of its funds or the size of its staff. 

Finally, Supreme Court chief regis- 
trar Haidar Mohamed Noor produced 
records of an order given by Salleh that 
an appeal — put forward by a Buddhist 
man whose daughter, a minor, had con- 
verted to Islam without his consent — 
be adjourned without a date being fixed 
for a hearing. The adjournment came 
after six postponements. In Salleh’s de- 
fence, however, it might have been 
noted, the man had not got leave to ap- 
peal from the High Court. 

The fourth and fifth charges hurt Sal- 
leh the most. For Salleh to claim that a 
letter he sent to the king defending the 
judiciary represented the views of all the 
Judges in the country was “an untruth,” 
the report says. This, the report asserts, 
is substantiated by Salleh’s own admis- 
sion to Mahathir that the letter was sent 
after a meeting on 25 March of only 
Kuala Lumpur’s judges. Kuala Lum- 
pur’s judges comprise less than half of 
the judges in the country. 

Meanwhile, the tribunal also found 
that Salleh had made “unfounded” 
press statements “with a view of 
politicising the issue of his suspension 
and to gain public sympathy for him- 
self,” the report asserts. 

The message is now clear for judges, 
one legal source said, noting that one 
only had to “chop off the head” to teach 
the rest a lesson. “From now on, the 
judiciary will be cowed.” 


Panya Singsakda as his secretary-gen- 
eral. A  Chullachomklao Military 
Academy classmate of army boss Gen. 
Chaovalit Yongchaiyut, Panya, for- 
merly 5th Infantry Division commander 
and deputy commander of the southern- 
based 4th Army Region, is a widely re- 
spected officer. 

Panya would be temporarily sec- 
onded to the Government House, 
though he is expected to resign from the 
army to assume the new job, a political 
posting, after attaining a four-star gen- 
eral’s rank in the upcoming annual mili- 
tary reshuffle in September. 

One indication that the military is 
prepared to play along with the latest 
political game came on 9 August when 
Chaovalit, leading a delegation of the 
armed forces and the police, called on 
Chatichai to pledge their backing. 

-In the new line-up, Chatichai as- 
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sumed the defence portfolio after an 
earlier plan to name a retired military 
officer for the post was dropped. Specu- 
lation that Rassadorn Party leader and 
former deputy army commander Gen. 
Thienchai Sirisamphan would be ap- 
pointed deputy defence minister also 
did not materialise. Thienchai was 
named one of the three deputy prime 
ministers, a position he held in the last 
Prem administration. Democrat Party 
leader Bhichai Rattakul and Social Ac- 
tion Party (SAP) key financier Pong 
Sarasin also retained their deputy pre- 
mierships. 

Although the cabinet was finalised 
after nearly two weeks of intense 
negotiations and horse-trading among 
the coalition partners, appointees to 
some of the key economic portfolios 


DIPLOMACY 


were unimpressive. Particularly disap- 
pees was the choice of Chart Thai 

arty executive and former industry 
minister Pramual Saphavasu as finance 
minister, Given his uneventful record at 
the Industry Ministry in the past two 
years coupled with his inexperience in 
banking or finance, it is doubtful 
whether he could deliver the sort of fi- 
nancial discipline and fiscal policy 
necessary to sustain Thailand’s current 
economic boom without overheating 
the economy. 

In the absence of suitable candidates 
among their own ranks, the four main 
coalition partners had initially kicked 
around the important finance portfolio 
as if it was a political football. The job fi- 
nally landed on Chart Thai’s lap after 
the Rassadorn and Democrat parties re- 


Four bones of contention 


Moscow recognises Japan’s northern islands problem 


By Charles Smith in Tokyo 


Ithough the second half of 1988 is 

expected to be a diplomatic off-sea- 
son for Japan, with the government's at- 
tention focused overwhelmingly on the 
purely domestic issue of tax reform, 
there could be some progress in the un- 
likely area of Soviet-Japan relations. 
These may have entered a new and 
more hopeful phase, following the July 
visit to Moscow of former prime minis- 
ter Yasuhiro Nakasone — now an elder 
statesmen and an expert in personal dip- 
lomacy who, for once, seems to have 
been anxious to help rather than embar- 
rass his successor. 

During a three-day stay in the Soviet 
capital, Nakasone enjoyed a two-and-a- 
half-hour session with Soviet Com- 
munist Party General Secretary Mikhail 
Gorbachov, besides making a rare ap- 
pearance on Soviet TV and addressing a 
group of academics. The meeting with 
Gorbachov is claimed to have been the 
longest granted to any Japanese ruling 
party leader since late 1973, when 
former prime minister Kakuei Tanaka 
met the late Soviet leader Leonid 
Brezhnev. But quality may have been 
more important than quantity. 

A partial transcript of the discussions 
suggests that Nakasone and Gorbachov 
argued at length about Japan's so-called 
northern territories — the four islands 
lying northeast of Hokkaido, which the 
Soviet Union occupied at the end of 
World War II and which Japan wants re- 
turned to its control. Gorbachov gave 
no hint of being ready to meet the Ja- 

anese demand but did recall, accord- 
ing to the transcript, that Moscow had 
once offered to return two of the four 
islands — an offer which Japan re- 
fused. 
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An interview with Nakasone pub- 
lished in the Yomiuri Shimbun quoted 


| Gorbachov as saying that "something, 


somehow" should be done about the 
disputed islands. This marks a change, 
some analysts claim, from the tradi- 
tional Soviet stance of refusing to ac- 
knowledge the very existence of a ter- 
ritorial issue. 

Apart from hinting at a shift of em- 
phasis on the islands issue, Gorbachov 
showed interest, Nakasone said, in Ja- 

anese thinking on ways to improve re- 
ations between the two Koreas. More 
concretely, the Soviet leader gave what 
Japan claims was a firm promise to de- 
spatch Soviet Foreign Minister Eduard 
Shevardnadze to Tokyo for talks before 
the end of this year. 

Plans for a visit to Tokyo by Gor- 
bachov himself seem to have advanced 
little, despite Nakasone's urgings. But 
press reports from Moscow follow- 
ing Nakasone's visit stated that the 
Soviet Politburo had decided to “add a 
Japan-Soviet summit to the Soviet 
Union's timetable of international ac- 
tivities." 

If Japanese commentators are cor- 
rect in detecting a new atmosphere at 
the Gorbachov-Nakasone talks, the 
reasons may lie partly in a deliberate 
Soviet change of stance towards Japan. 
Soviet desire to involve Japan in the de- 
velopment of the Soviet Far East may 
have prompted Gorbachov to take a 
softer line on the territorial question 
while also suppressing some of the usual 
Soviet strictures on Japan's “threaten- 
ing" defence build-up. 

Gorbachov seems to have been as- 
sisted, however, by Nakasone’s own 
willingness to break with tradition. 


fused to trade it with some of the other 
key ministries assigned to them. 

Apart from the premiership, defence 
and finance, Chart Thai also took con- 
trol of the interior, industry and univer- 
sities portfolios. The party's former 
leader and current chief adviser, 
Pramarn Adireksarn, assumed the 
politically powerful post of interior 
minister, while its controversial secret- 
ary-general Banharn  Silapa-archa, 
whose reputation as former communi- 
cations minister was marred by a trail of 
questionable business-related con- 
tracts, became the new industry minis- 
ter. 

With SAP leader Siddhi Savetsila re- 
turning to serve his ninth year as foreign 
minister, no drastic foreign-policy 
changes are expected. The new regime's 


Analysts in Tokyo insist that Nakasone 
departed widely during the talks fron 
the orthodox Foreign Ministry line to- 
wards the Soviet Union, which holds 
that wide-ranging talks with Moscow on 
global issues should take second place 
to bilateral issues. 

By discussing the Cocom system of 
restraints on exports to communist 
countries in the context of the Stalinist 
era and the post-war Western con- 
tainment policy towards Moscow, 
Nakasone seems to have been deliber- 
ately hinting at the case for an abolition 


Nakasone: elder statesman. 





of the restraints. This must have in- 
terested his hosts, given continuing 
Soviet resentment at the tightening of 
export controls by Japan since the May 
1987 “Toshiba incident,” in which a Ja- 
panese company sold sensitive Ameri- 
can defence-related technology to the 
Soviet Union. 

Nakasone’s views on the Korean 
issue must also have struck the Soviets 
as marking something of a break- 
through from Japan's traditional pro- 
Seoul, anti-Pyongyang posture. After à 
brief mention of South Korean Presi- 
dent Roh Tae Woo's recent proposal 
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draft foreign policy professes a more ba- 
lanced relationship with the major pow- 
ers. Having established a long record of 
friendly ties with the US and China, Sid- 
dhi promised in a pre-election speech to 
take up the improvement of Thai-Soviet 
relations as his new challenge. 

Also expected is a higher degree of 
flexibility, particularly on the trading 
side, in Bangkok's relations with In- 
dochina. Apart from advocating a con- 
tinuation of the free-enterprise system, 
one of the first things Chatichai prom- 
ised to do after his official nomination 
by the coalition partners on 3 August 
was to "turn Indochina from a battle 
ground into a trading market." 

The coalition's second largest part- 
ner, SAP, also took control of the com- 
munications and commerce portfolios. 


for promoting North-South dialogue, 

ikasone offered the almost revolution- 
«Vy suggestion that Japan might take 
the initiative in promoting economic 
ties with Pyongyang "following the 
peaceful conclusion" of the Seoul 
Olympics. Japan's rigid attitude to- 
wards the North following the Korean 
Air bombing incident of November 
1987 seemed, until recently to preclude 
any such contacts. 

Japanese Foreign Ministry officials 
were quick to point out that Nakasone 
visited Moscow on his own initiative and 


Gorbachov: shift in emphasis. 





as a former prime minister, not as a 
representative of the government. 
However, many features of the visit 
served to give it a semi-official colour- 
ing. Although no formal announcement 
was made of the fact, Foreign Minis- 
try officials are known to have travel- 
led to Moscow with Nakasone and 
to have helped prepare some of the 
material used in the talks with Gor- 
bachov. 

More significantly, Prime Minister 
Noboru Takeshita appears to have 
given his blessing to the visit, while not 
troubling to conceal that it was 
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Meanwhile, Democrat ministers were 
appointed to head the agriculture, pub- 
lic health plus science and technology 
ministries, leaving the education 
portfolio under Rassadorn's control. 
Of the eight ministers at large who 
are attached to the Prime Minister's Of- 
fice — including Chalerm and Phon 
Roengprasertwit, head of the small 
United Democracy Party — Chatichai's 
nephew and trusted aide Korn Thup- 
parangsi stands out as another impor- 
tant figure who will be responsible for 
coordinating the country’s energy 
olicies. The retention of Meechai 
uechuphan, Prem's legal-affairs ad- 
viser and the only non-partisan minis- 
ter, promises a continuity for the new 
regime in the handling of legal mat- 
ters. o 


Nakasone's idea in the first place. Speci- 
fically, Takeshita is believed to have ap- 
proved discussing the nothern ter- 
ritories issue within the general context 
of post-war relations between the two 
countries, rather than as the only seri- 
ous issue in Japan-Soviet relations, as 
was frequently done in past. 

Takeshita's willingness to allow 
Nakasone to try to broaden the base of 
Japan's relations with Moscow through 
Pieds qp. talks with Gorbachov con- 
trasts with stepped-up diplomatic acti- 
vity elsewhere on the territorial issue. 
In late July, a Japanese parliamentary 
delegation, which was visiting Lon- 
don, won a statement of support from 
the British Government for Japan's 
position (eliciting the Soviet comment 
that Britain was involving itself in a 
“cartographic invasion” of Soviet terri- 
tory). 

Takeshita refrained from raising the 
islands issue directly at the Toronto 
summit, but made a point of drawing at- 
tention to increased Soviet military acti- 
vity in Asia during a debate on political 
issues. At the US-Soviet summit in 
Moscow in early June, Reagan raised 
the islands issue with Gorbachov in re- 
sponse to Takeshita’s urging. By bring- 
ing both the US and Britain into line, 
Japan claims to have demonstrated that 
two out of three parties to the 1945 
Yalta Pact — as a result of which the 
Soviet Union entered the war against 
Japan — believe the Soviet position is 
untenable. 

The idea of combining a tough dip- 
lomatic posture on the territorial issue 
with more a flexible handling of Japan’s 
relations with Moscow appears to be to 
induce the Soviets to see the issue within 
the broad framework of détente be- 
tween Moscow and the Western pow- 
ers, rather than as a matter solely con- 
cerning Japan. So far there is no real 
sign that the new policy will achieve a 
breakthrough. But Japan can at least 
claim that the territorial issue is being 
kept alive in the minds of world 
leaders. o 

















BANGLADESH 


Politics of 
splitting 


Ershad’s engineering may force 
opposition’s hand 







By S. Kamaluddin in Dhaka 
Te practice of breaking up 


litical 

parties in Bangladesh is as old as the 
country itself. Therefore the expulsion 
of six prominent leaders from the oppo- 


sition Bangladesh Nationalist Party 
(BNP) in late July and the reported en- 
gineering of their moves by a presiden- 
tial adviser have happened against a 
backdrop of manoeuvrings leading to 
parliamentary elections. 

The confrontation between BNP 
chairman Khaleda Zia, the widow of 
former president Ziaur Rahman, and 

arty  secretary-general — Obaidur 

ahman, whom she sacked, climaxed 
immediately after dissolution of the 
party's standing and executive commit- 
tees, but has been a long time in the 
making. It was prompted by Khaleda's 
suspicions about Rahman, who is 
known to have links with the govern- 
ment. 

Rahman was suspected of planning 
to form a breakaway faction of the 
BNP, aligned with the government, 
to contest parliamentary elections 
rumoured for next March. Kazi Zafar 
Ahmed, political adviser to President 
H. M. Ershad, has been credited with 
engineering the split. He is said to have 
promised Rahman that if he could form 
a breakaway BNP the elections would 
be held not earlier than next March and 
BNP funds frozen after the 1982 mili- 
tary coup would be released to the "dis- 
sident" BNP. After the coup, Rahman 
and some of his supporters were banned 
from contesting any election for five 
years. That period would have expired 
by next March. 

Rahman and his supporters claim, 
however, that they were expelled be- 
cause they had tried to "democratise" 
the party. The new BNP secretary-gen- 
eral, Abdus Salam Talukdar, a London- 
trained barrister, denied this. The ex- 
pulsions had been "imperative as the 
party was slipping into confusion due to 
manoeuvring of Obaidur Rahman to 
create a parallel leadership," he said. 

Another opposition party, the 
Awami League, is similarly embroiled 
in internal upheaval that could erupt 
soon. The league's senior leaders, most 
of them members of the party presidium 
and including former foreign minister 
Kamal Hossain, are not trusted by party 
chief Sheikh Hasina, who would like to 
put her own people in top party posi- 
tions. 

She has never forgiven the senior 





presidium members for imposing a deci- 
sion on party MPs to resign from parlia- 
ment during the brief period she was de- 
tained in early December. They hoped 
the resignations would force the gov- 
ernment to dissolve parliament and 
call elections which they would boycott, 
thus denying Ershad the legitimacy of 
leading a properly elected president. 

In the event, parliament was dissol- 
ved and elections called in March. Al- 
though both the BNP and league did not 
contest them, a new parliament was 
elected, leaving Hasina to lament that 
she had not gained at all from her senior 
leaders’ decision and indeed had lost the 
perks she enjoyed as opposition leader, 
which include the privileges and status 
of a minister. 


Although any splitting of the BNP or 
Awami League would weaken them, it 
will not spell their end. Khaleda and 
Hasina have inherited, and added to, 
the charisma that was passed on to them 
— to Khaleda from her husband Ziaur 
and to Hasina from her father, 
Bangladesh's first prime minister 
Sheikh Mujibur Rahman. It is this, 
more than organisational abilities, 
which has helped them withstand re- 
peated defections and party splits. 

The two women have developed into 
powerful personalities who use this 
charisma and the politics of agitation to 
command the loyalty of the mainstream 
of their party members, who have given 
them sweeping powers to deal with any 
situation. 


With the opposition parties in tur- 
moil, the ruling Jatiya Party is expected 
to have an easy time if elections are call- 
ed. Ershad, who is under international 
p to hold an acceptable par- 
iamentary election, is planning a stra- 
tegy to ensure there will be some oppo- 
sition at the polls. The latest split in 
BNP has shown Khaleda that she can- 
not afford another boycott. 

Khaleda seems to have also recog- 
nised that it is no longer possible to use 
agitation and non-electoral methods to 
take over the government. If elections 
are called — and Ershard is unlikely to 
do so without a firm commitment from 
the BNP, Awami League or their 
splinter groups — most BNP leaders 
will opt to end their boycott. Oo 





SOUTH KOREA 


The noose tightens 


Chun faces probes on corruption and Kwangju uprising 


By Mark Clifford in Seoul 


ven his most bitter enemies could 

hardly have dreamed that former 
South Korean president Chun Doo 
Hwan's fall from grace would be so 
quick and so thorough. With national 
assembly investigations into massive 
corruption during Chun's tenure and his 
role in the brutal suppression of the 
1980 Kwangju uprising set to begin, 
Chun and his wife Lee Soon Ja now 
must simply hope that they will be 
able to stay in the country and out 
of jail. 

It seems likely that the former presi- 
dent will be forced to testify before the 
special panels looking into corruption 
and the Kwangju uprising, which begin 
hearings in mid-August. Hardliners in 
Chun's Democratic Justice Party 
(DJP), many of whom remain close to 
Chun, are trying to limit the former pre- 
sident's cooperation with the panels to a 
written statement, or perhaps an ap- 
pearance before the press. 

But the three opposition parties, 
which control the national assembly, 
sense the DJP's weakness. Moreover, 
public sentiment that the former presi- 
dent be called to account appears to be 
growing. The influential Dong-A Ilbo 
newspaper attacked Chun's proposal to 
give written testimony as “an anac- 

ronistic idea and [an] attempt to either 
utterly ignore, or to offer an insult to the 
historic mission of the national assem- 
bly in these times. " 

Moreover, in a preliminary skirmish 
over Chun's appearance, the national 
assembly agreed to call former presi- 
dent Choi Kyu Hah to testify on the 
Kwangju uprising, in which at least 191 
people were killed by government 
troops. The DJP initially resisted plans 
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for Choi to testify, fearing it would set a 

recedent for forcing Chun to appear. 
but backed down in the face of opposi- 
tion pressure. 

It is not clear what will happen if 
Chun refuses to testify. The national as- 
sembly now has the right to subpoena 
witnesses, under legislation signed by 
President Roh Tae Woo on 5 August. 
Witnesses who refuse to appear can be 
prosecuted and, if found guilty by the 
courts, punished by up to five years in 
prison. If Chun declines the national as- 
sembly's demand for testimony, it could 
also provide an important test for à 
judiciary that is beginning to assert its 
independence ( REVIEW, 11 Aug.). 

e wrangling over Chun's tes- 
timony has obscured the issue of exactly 
what the opposition wants from the 
hearings and from the former president. 
The opposition par- 
ties say that Chun's 
testimony, coupled 
with an apology and a 
return of ill-gotten 
gains, will be enough. 
“He should return his 
[illegally ^ acquired] 
assets, but we don't 
want to see him go to 
jail," said a legislator 
with the New Demo- 
cratic Republic Party 
who sits on the cor- 
ruption committee. 
Chun is not a man 
given to apologies, 
though, and he may 
simply be able to 
tough it out in hear- 
ings. 

“The 





opposition 








Chun: forced to testify. 


would love to get him, but they have 
shown a remarkable tendency to mod- 
erate,” said a Western diplomat 
Seoul. “I don't think the people wl.. 
want him in jail are driving this process, 
and a lot of people in the opposition are 
worried about the consequences of 
going too far." Although military inter- 
vention is highly unlikely, fear of 
another coup acts as a check on pushing 
the campaign against Chun too far. 

The pressure to force Chun to testify 
has taught the DJP some bitter lessons. 
The opposition-dominated corruption 
committee forced through a resolution 
asking that Chun, his wife and 14 rela- 
tives and associates be banned from 
overseas travel pending the completion 
of the corruption inquiry. In protest, the 
DJP resorted to tactics which the oppo- 
sition used in the past: it boycotted the 
vote and cried foul, claiming that the bill 
had been railroaded through. 

DJP chairman Yoon Giel Joong, 
travelling in the Philippines, raised the 
political temperature by calling for the 
current presidential system of gove 
ment to be replaced by a parliamentary 
system. A parliamentary system would 
allow the ruling party to control the 
legislative chamber, 
even if it did not have 
a majority. The two 
main Opposition par- 
ties, Kim Young 
Sam’s Reunification 
Democratic Party and 
Kim Dae Jung’s Party 
for Peace and Demo- 
cracy, attacked 
Yoon's proposal for 
trying to undercut the 
opposition and dis- 
tracting the country 
from the legislative 
business at hand. But 
Yoon's remarks may 
set the stage for yet 
another tussle over 
the constitution fol- 
lowing the Olympic 
Games. 
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FOREIGN RELATIONS 


'arting of the ways 


Seoul’s wooing of Peking leaves a bedfellow fuming 


By Shim Jae Hoon in Taipei 


R ciations have become frosty be- 
tween two ideological bedfellows of 
the past 40 years, Taiwan and South 
Korea. The chill set in when South 
Korea transferred its attentions to 
China, and to the Soviet Union, as part 
of its policy of seeking detente with the 
chief baen of its arch-enemy, North 
Korea. 

United in spirit at one time, Taiwan 
and South Korea had an uncompromis- 
ing policy against their rival communist 
governments in Peking and Pyongyang 

spectively. By dint of hard work in the 
, ist three decades, they also shrugged 
off poverty to become models of 
capitalist economic development. 

But while Seoul has become more 
confident about its ability to deal with 
its communist neighbours, Taiwan — 
increasingly isolated as the world shifts 
diplomatic recognition to Peking — has 
clung even more tightly to its “Three- 
No's" policy of no contact, no ne- 
gotiation and no compromise with 
China. 

Seoul, however, has indirect two- 
way trade with China running to some 
US$1.5 billion a year. Both countries 
allow each other's ships into their ports 
— even in the absence of formal rela- 
tions. This month, a new commercial 
shipping route will be opened between 
Qingdao, in China's Shandong pro- 
vince, and Pusan in South Korea. 

The South Koreans are also hoping 
to be able to set up an automobile plant 

Shandong and electronics factories in 
-..€ coastal regions. With Taiwan busi- 
nessmen saying their government will 
have to be more aggressive if it wants to 
compete with South Korea for the 
China market, the recent development 
is likely to touch off a fierce rivalry be- 
tween the erstwhile bedfellows. 

Hampered as they are by national 
policy, Taiwan's businessmen have had 
to take a more passive approach to trade 
with and investment in China. The vol- 
ume of indirect trade is valued at 
US$1.5 billion and limited to certain 
items, but Taipei businessmen have not 
been happy with their government's 
slow loosening of trade restrictions. 
They fear that they will be left behind by 
Seoul's economic overtures. 

The chill between Seoul and Taipei 
has settled on their diplomatic relations. 
The South Korean Embassy here has 
been cut back to just seven diplomats, 
whose chief functions seem to be to 
issue visas and practise golf. Seoul's 
cabinet-level officials have avoided 
Taiwan for years for fear of offending 
Peking. 
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Having sided with a succession of 
South Korean military dictatorships in 
the past, Taiwan gets little sympathy for 
its position from the opposition or intel- 
lectuals of South Korea. In the move to- 
wards political liberalisation, Seoul has 
lost some of its ability to dictate the pace 
of its foreign policy, and it is the opposi- 
tion parties which have urged that 
moves to establish diplomatic ties with 
China be speeded up. 

The only bright spot in relations be- 
tween Taiwan and South Korea is in 
trade, which grew 70% in total value 
from 1986 to US$1.3 billion in 1987, 
with the aid of the higher value of the 
New Taiwan dollar. With figures for the 


- 
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first six months of this year already 
standing at US$880 million, Taipei- 
Seoul trade is expected to post another 
solid gain in 1988. 


B: there are tensions even in the 
commercial sector. Last month, 
Seoul officials rejected Taiwan's offer to 
increase the automobile-import quota 
from 2,250 to 3,000 units a year. They 
demanded 7,000 units and, citing many 
years of trade deficits with Taiwan, are 
threatening to retaliate against Taiwan 
goods unless the automobile issue is re- 
solved. 

In itself, Seoul's tough stance ap- 
peared to be in retaliation to the Taiwan 
Government's earlier veto of its navy's 
plan to buy a fleet of South Korean- 
designed frigates valued at more than 
US$1 billion. It would have been South 
Korea's largest ever arms deal. 

The debate over this deal may throw 
some understanding on Taiwan's — or, 
to be more exact, the ruling Kuomin- 
tang's (KMT) — emotional links with 


Seoul. During the anti-Japanese war in 
China in the 1940s, the late KMT leader 
Chiang Kai-shek, later Taiwan's first 
president, armed and financed Korean 
uerillas and regular units fighting the 
rante on the mainland. Before that, 
Dr Sun Yat-sen, the KMT's founder, 
had supported the first Korean govern- 
ment-in-exile in Shanghai in 1919. 

The historical links with the Korean 
nationalist movement have made the 
KMT somewhat patronising of Koreans 
in general and, Korean students here 
claim, this attitude has possibly been ac- 
centuated by China's ancient suzerainty 
over Korea. "To buy a defence package 
of this size from our trade rival, with 
whom we started industrialisation at 
about the same time, Taiwan must sur- 
mount à psychological barrier of swal- 
lowing our pride," said a commentator 
in the United Daily News newspaper in 


Taipei. 

Most analysts believe that, given 
North Korea's strenuous opposition, it 
will probably take another two years be- 





fore China establishes full diplomatic 
ties with Seoul. Taiwan Foreign Minis- 
ter Lien Chan apparently had this in 
mind when he told the REVIEW on 5 Au- 
gust: "Opening of full relations at this 
"ee is a brave hypothesis." 

ut with Seoul and Peking moving 
closer together, Taipei's policymakers 
are being criticised for under-rating 
China's a x to override Pyongyang's 
displeasure. They claim that the open- 
ing of a direct shipping route between 
Pusan and Qingdao would not have 
been possible without Pyongyang's un- 
derstanding. 

Taiwan will now have to face the pos- 
sibility that Seoul, too, will withdraw 
diplomatic recognition, thus leaving 
Taiwan with just two major friends in 
the world, South Africa and Saudi 
Arabia. As Saudi Arabia already main- 
tains an invisible, but substantial, re- 
lationship with China through major 
arms deals, analysts think it is only a 
matter of time before Riyadh, too, will 
recognise Peking. 
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CHINA 


Fish out of water 


The military loses the prestige it once enjoyed 


By Tai Ming Cheung in Hongkong 


O ver the years, China’s soldiers have 
variously been cheered as heroes, 
chided as political Bonapartists, envied 
for their perks and despised as 
parasites. Today with the threat of war 
minimal, defence a low priority, the 
economy booming and the military 
leadership cowed politically, soldiering 
has come to be viewed as a second-rate 
profession. 

The result has been a re-emergence 
of widespread social disdain for the mili- 
tary, manifested in the reluctance of 
youngsters — especially the better-edu- 
cated — to join up and the targeting of 
military establishments for financial and 
criminal abuse. 

The military’s present effort to be- 
come more professional may help to ex- 
plain its diminishing social standing. As 
the People’s Liberation Army (PLA 
(which includes all the armed ics) 
and much of the regional militia move 
away from the Maoist concept of a “peo- 
ple’s army” and sheds its traditional 

rassroots links to become an elite, 

unctionally specific organisation, a pro- 
cess of separation and alienation from the 
rest of society is taking place. Friction is 
an inevitable consequence, helping to 
rekindle traditional antagonisms. 

However, professionalism as an 
ethic and workstyle has yet to take firm 
root, and the traditional image of the 
PLA as an arch-conservative bastion re- 
mains strong. With the general decline 
of conservative ideology in China over 
the past decade, the PLA, therefore, is 
seen as a threat to current political and 
economic reform policies. 

Military chiefs warn that national 
security could be papers if growing 
antipathy towards the military is not 
checked. At the 7th National Peo le’s 
Congress (NPC) in March, chief of the 
general staff Chi Haotian said it was cor- 
rect to say that there would be “no sta- 
bility without agriculture, no vitality 
without commerce and no prosperity 
without industry . . . But the problem is 
that many people have not realised that 
there will be no security without the 
PLA.” 

The fear of the top brass is that these 
people include the new generation of 
political leaders now assuming power 
who lack interest or experience in mili- 
tary matters. Many top officials “have 
no idea about national defence,” said 
one disgruntled officer. 

Of the current politburo members, 
only two — Yang Shangkun, state presi- 
dent and general secretary of the Cen- 
tral Military Commission, and Defence 
Minister Qin Jiwei — can claim compe- 


tence in defence mat- 
ters. Chinese Com- 
munist Party General 
Secretary Zhao Ziyang 
has been groomed as the 
PLA's new generalis- 
simo, though his mili- 
tary record is sket- 
chy to say the least. 
This could mean à 
further decline in the 
PLA's already ailing 
position as its past guar- 
dians — including such 
veteran Red Army sol- 
diers-turned-politicians 
as paramount Chinese 
leader Deng Xiaoping and various other 
octogenerians of the Central Advisory 
Commission — gradually fade away. 
The military's participation in the 
NPC highlights its reduced standing in 
state priorities and politics. From fourth 
in the Four Modernisations' agenda of 
development priorities of the late 1970s, 
defence dropped to 10th and last in Pre- 
mier Li Peng's opening NPC address 
outlining the government's economic 
olicies. Sources said an initial draft of 
is speech did not list defence; only 
after representations by senior military 
chiefs was it included. 

Although military delegates com- 
rised the largest group attending the 
PC, few of their commanders or sup- 

porters remain in places of authority. 
ilitary chiefs no longer enjoy the ac- 





cess to top decision-makers or political 
institutions they once had a decade ago 
— a crucial measure of influence in con- 
nection-oriented China. 

“The PLA now constitutes more an 
interest or lobby group similar to mili- 
tary establishments in the West,” a for- 
eign military attaché said, adding: 
“Their political con- 
cerns are strictly limited 
to issues that directly af- 
fect their professional 
duties, compared to 
their more general, past 
involvement in military 
and non-military mat- 
ters.” 

Small group meet- 
ings held outside the 
main NPC sessions were 
the principal vehicle 
used by military dele- 
gates to press the 
views. Soldiers used tl. 
forums to berate civilian 
superiors for under- 
estimating the military's importance. 
However, government officials were 
conspicuous by their absence from the 
meetings, underlining for the soldiers 
their own political eclipse. “If [govern- 
ment] ministers do not attend our panel 
discussions, how can they hear what we 
say,” a military delegate complained. 


he indifference of the politicians is 
mirrored elsewhere. A survey of 
school children in Shenyang, Liaoning 
province, found few interested in military 
affairs. Almost all believed that don- 
ning uniforms was of little use. “Only by 
becoming workers, cadres, entre- 
reneurs or scientists can we help China 
ecome prosperous,” said one student. 
Military chiefs have urged that class- 

es be held to increase awareness of de- 


Tinker, tailor, soldier 


Defence cuts create a moonlighting army 


hina’s soldiers fear their country’s 
economic reforms more than they 
do a Soviet invasion or nuclear war. 
Cuts in defence spending — from 17.5% 
of the national budget in 1979 to 8.2% 
this year — have pushed the military 
into some distinctly unmilitary commer- 
cial ventures to supplement their alloca- 
tions. Double-digit inflation and the 
growing market-sector affluence have 
also pushed down the average soldier's 
real and perceived standard of living. 
The military has accepted the budget 
cuts, and accompanying contraction in 
personnel and facilities, on condition its 
demands for a share in the country’s 
gos prosperity are eventually met. 
ut the cuts are likely to persist for the 
next few years at least and, at the 7th 
National People's Congress in March, 
the PLA was told unequivocally to meet 


its financial needs by engaging in pro- 
duction and business operations. 

Military units have traditionally 
been responsible for securing their own 
supplies but whether the PLA should 
engage in making money has been a 
matter of debate for some time. Ana- 
lysts say that despite its reduction by a 
third in the past decade, under-utilisa- 
tion is still a major problem, so “what 
better use to make of those under-em- 
ployed than encourage them to make 
money," a diplomat said. 

Military commanders and political 
commissars, however, fear that money- 
making activities may undermine the 
professionalism of the PLA and with it 
national security. They fear it will in- 
crease corruption and widen the dispar- 
ity in incomes between the ranks. 

This has not stopped many units 
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fence and patriotism at all levels of so- 
ciety. Because primary school children 
make up the vast majority of China’s 
youth, emphasis is being placed on this 
group. The goal is to foster a positive 
image of the army and encourage more 
to join up. But, noted an observer, 
"how many kids aged between five and 
10 are going to delight in being taught 
about, of all topics, defence?" 
University students are also prime 
targets for such campaigns, and military 
officials have recommended that they 
receive basic military training or even 
serve on active duty for a time. Last 
year, 110,000 students from 105 schools 
received basic courses — essentially 
drill and physical training — with half of 
these sent to army units for one to two 
months. l 
Campus administrators see such pro- 


| grammes as important in helping to 


ANNAN E er re AAAA AARAA 
ENEN ATAA Memini n MVP a p AP HAM AAAA R 
- A ME PA A P rrr EHO Derren AAA 


tem student political activism, arguing 
hat the discipline instilled through mili- 
tary training corrects what 
they view as laziness, row- 
diness and a general apathy 
among students. 
Conservative critics of 
the government's liberal 
reforms, who bemoan the 
"spiritual pollution" and 
“selfish materialism” that 
has come with the opening 
of China to foreign influ- 
ences, extol the PLA's 
traditional values of discip- 
line, hardship, patriotism 
and political awareness, 
and hold the military up as 
a role model for socialist 
behaviour. The conserva- 
tives were quick to point 
out that students from mili- 
tary schools and academies 
were not among those in- 


from encouraging commercial ac- 
tivities, with individuals being allowed 
to keep a share of the profits and being 
exempted from all military chores. Ven- 
tures have included flying tourists in 
transport aircraft. And naval ships have 
even been used for smuggling consumer 
goods. In one case in the early 1980s, 
military personnel, along with senior 
local government party officials in 
Hainan and Canton, were arrested for 
smuggling in cars and electronic goods 
from Japan via Hainan, but in many 
cases such smuggling is overlooked. 


oldiers have also begun debating 

whether individuals should be al- 
lowed to take second jobs to supple- 
ment their income. Moonlighting is not 
illegal but neither is it necessarily con- 
doned. Enlisted men are paid just Rmb 
24 (US$6.45) amonth — compared with 
the Rmb 100 civilians in the compara- 


tive 18-20 age group receive — and de- | 


puty platoon leaders with four years' 


| service Rmb 40. 
































the military is more deep-rooted than 
education alone can hope to redress. 
Soldiers have long been describe: 
unflatteringly in Chinese history as eco 
nomic leeches and political predators 
Traditional esteem for the scholar i: 






volved in nationwide campus distur- 
bances in the winter of 1986-87. 

The pervasive apathy towards de- 
fence issues has permeated the PLA it- 
self. An article in the Liberation Army 
Daily in late May said there were prob- 


| paralleled by disrespect for the general. | 
lems in instilling “a strong national-de- 


“You don’t use good iron to make nails, | - 
and you don't use good men to make. |. 
soldiers," goes a popular adage. I 

This general loathing for soldiers and- - 
most things military reflects, as Ameri- |- 
fence consciousness and patriotism” | can sinologist John Fairbank has writ- | 
among some troops — particularly re- 
cruits. A Jiangxi province communist 
party draftee described military life as 
"boring" and feigned illness to gain dis- 
charge, the article said. When this 
failed, he deserted twice. 

The military authorities' belief that 
propaganda will correct widespread 
"misunderstanding of the role of the sol- 
dier in society" may be over-optimistic. 
The increasingly evident contempt for 


ten, "the pacifist bias of the Chinese tra-. |. 
dition” where hatred of physical coer- |. 
cion was “deeply imbedded in Confuü- |. 
cian teachings. The resort to warfare |. 
was an admission of bankruptcy in the | 
pursuit of [social order]." be 

Historians point out that Chinese | | 
youth were given no equivalents to mili- - 
tary heroes such as Alexander, Caesar |. 
or Napoleon. Recent surveys of school- | | 
children show that many of the leading. | 
generals of the revolution, |. 
such as He Long or Chen. |. 
Yi, are unknown. AG 

The authorities portray 
soldiers as either an 
heroes, such as Marsh 
Lin Biao, the defence 
minister who attempted a 
coup against the late chair- 
man Mao Zedong in 1971, 
or as exemplary model sol. 
dier-citizens, such as Lei 
Feng, a soldier held up du 
ing the Cultural Revo 
tion as the essence of a true 
communist and servant to 
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Panase 


tradition. During its forma- 
tive years, in the late 1920s 


ously believe “they suffer losses." =] 
Morale has also been hit by the de- | | 
mobilisation of some 1.5 million sol- | - 
diers in the past decade. Senior officers | 
in particular, who would have to give up. | 
comfortable lifestyles, are opposed to | 
the reduction. To ease their re-entry | - 
into civilian life the state has given sub- | 
stantial pay-offs to the more senior | 
ranks, including more than Rmb 1 bil- 
lion for the construction of retirement. | - 
homes, provision of servants and cars | - 
and military honours. cups 
The more junior ranks, however, | 
have had to find alternative employ- __ 
ment. Six-month courses in civilian | - 
skills, ranging from pig-farming to busi- | 
ness management, are conducted but | . 
many soldiers leave unprepared — more 
than 3,000 of 11,500 troops who retired 
from a Nanjing division since 1980 fell 
into this category. Those who return to 
the cities find it harder to find work. 
that "there are a certain number of | More than 20% of demobilised soldiers 
officers who cannot work content- | with civilian skills in Shanghai were un- 
| edly in the army" because they errone- | employed in 1987. — — Tai Ming Cheung. 


Most soldiers in one tank regiment in 
Peking, who discussed moonlighting re- 
cently, agreed it could weaken discip- 
line, but some disagreed, saying they 
would take on such jobs as making fur- 
niture on weekends to supplement their 
incomes. 

Although inflation in the first quar- | 
ter of this year ran to 11%, increases in 
living expenses in June for certain 
categories of soldiers fell short of cover- 
ing the increase. The Liberation Army 
Daily explained the country was in a fis- 
cal squeeze. In other words, military 
service was considered a patriotic duty. 

In the money-making, self-advance- 
ment ethos of Deng Xiaoping's China, 
this has not gone down well. Political 
commissars in the PLA have reported 
mounting discontent in the ranks. Yu 
Quili, then director of the General Poli- 
tical Department, wrote in the party 
journal, Red Flag, in September 1986 


and into the 1930s, communist leaders 
successfully projected the PLA as a 
people’s army, operating like “a fish in 
water” among the rwy people, and 
carefully distinguished it from the age- 
old image of self-serving armies that 
lived off the people. The communists 
strictly enforced a disciplinary code 
which preached respect for civilians and 
their property. 

Although much lip-service continues 
to be paid to army-people relations, the 
PLA — with corruption, nepotism and 
"parasitism" accepted as being wide- 
spread within its ranks — is regarded by 
few today as a socialist role-model. 
In recent years, students have dem- 
onstrated against the refusal of mili- 
tary units to vacate facilities they oc- 
cupied illegally in the Cultural Revolu- 
tion. 

The country's present division into 
military regions harks back to the pre- 
communist years, when China was 
carved up into the personal prin- 
cipalities of various warlords. Today's 
generals, given considerable power, in- 
dependence and lengthy tenures in 
command by Peking, have also been 
able to build up strong regional power 
bases and, on occasion, have become 
centres of dissent. 

Civilian-military divisions have 
deepened as China’s security has be- 


Marching on stomachs 


The zealous political commissar heads for oblivion 


he ideologically dogmatic political 

commissar, zealous watchdog of a 
soldier’s “political purity,” is being 
slowly squeezed out of the PLA in the 
move to emphasise professionalism 
over politicisation — though not with- 
out some resistance. 

Moves to change commissars from 
hardline propagandists of the com- 
munist party line to more pragmatic mi- 
litary officers have had some success. 
Those deemed too conservative have 
been demobilised. All political cadres 
aboard naval craft have to get profes- 
sional qualifications, which include tests 
on moral character and political know- 
ledge. The pass rate has been 92%. 

The role of the commissar itself has 
changed significantly in the past 10 
years. Political education classes are 
down to a couple of hours a week on 
average, in contrast to the years of the 
Cultural Revolution, when soldiers 
spent 60% of their time in political class- 
es. "Political cadres today do jobs little 
different from administrative and per- 
sonnel staff in Western armed forces," 
said a Western military attaché. 

Although arch-conservatives — such 
as the two previous directors of the 
General Political Department (GPD), 
Wei Guoqing and Yu Qiuli — have 
been removed, defence officials are 


| 
| 
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come more assured. In 1985 the PLA, 
which until then had sought to maintain 
a high state of preparedness to meet 
the threat of nuclear war, began a 
peacetime overhaul of its various com- 
ponents, Civilian authorities have view- 
ed this change in state priorities as a sign 
that the military’s power is waning and 
they have exploited the situation by in- 
creasing demands on military units, 
much to the chagrin of military chiefs. 


hief of general staff Chi pointed out 
at the NPC that “some people have 
an incomplete understanding of [what 
the change in priorities means]. As a re- 
sult, their sense of national defence has 
been weakened. A main expression of 
this is that they do not care for military 
installations. They have also indiscrimi- 
nately assigned awe taskstothe army 
and invented all kinds of names for col- 
lecting funds from the army and asking 
the army for financial assistance." 
Local authorities have been the prin- 
cipal culprits. Military units have been 
forced to pour more than Rmb 70 mil- 
lion (US$18.8 million) into local coffers 
over the past two years, the Liberation 
Army Daily complained recently, If de- 
mands were not met, local authorities 
would “provide no water or electricity 
for army camps. Children of soldiers 
would be barred from schools and rela- 


concerned that many com- 
missars who are "uneman- 
cipated in their thinking" re- 
mainin the GPD, especially 
its propaganda department. 
A prime example is Li De- 
sheng, once commander of 
Shenyang Military Region, 
a bastion of conservatism, 
who is political commissar 
of the top school for com- 
manders, the National De- 
fence University. 

Conservatism remains 
deeply ingrained in the 
provinces where the impact 
of modernisation and per- 
sonnel reform has been 
least significant. At the height of last 
year’s student unrest, Zhan Jingwu, 
commander of the Henan military dis- 
trict in the Jinan military region, called 
upon the army to intervene, saying: “It 
is necessary to strengthen the people’s 
democratic dictatorship, and crack 
down hard on all hostile elements who 
sabotage the socialist system.” 

But with the weeding out of conser- 
vatives, commissars and the GPD have 
declined in stature within the military. 
Rising to prominence instead is the 
logistician, whose new-found impor- 
tance reflects the current military em- 


Soldier on manoeuvres: emphasising professionalis 


tives would be unable to find work,” the 
newspaper said. The scale of this sort of 
abuse prompted the State Council to 
issue a nationwide circular in March ban- 
ning “unreasonable and illegal” demands. 

Military facilities and equipment are 
also becoming targets of crime and 
sabotage, particularly from black-mar- 
ket profiteers, though this seems as 
much due to soldiers as civilians. The 
most serious incidents include a rise in 
the theft of firearms from armouries. 
One case involved a former soldier who 
stole pistols and submachine guns in 
Ninghai, Zhejiang province, in mid- 
May. Concern is such that military offi- 
cials have been lobbying for the enact- 
ment of legislation to curb "rising sabot- 
age activities. " 

Tensions between civilians and sol- 
diers have occasionally erupted into 
serious disturbances, though few have 
been made public. Diplomatic source: 
in Peking said several civilians were kill 
ed by soldiers in November 1987 follow- 
ing disturbances after a drinking brawl 
in the town of Zhangye, Gansu pro- 
vince. 

Throughout China's long history, 
soldiers have chalked up a long record 
of abusing civilians and, because the mi- 
litary has always held a monopoly on 
weapons, soldiers were usually above 
the law. PLA authorities fear that this 
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phasis on professional efficiency and 
economic imperatives. Where previ- 
ously the General Logistics Department 
(GLD) had been subordinate in power 
to the General Staff Department and 
the GPD, more heed is now being paid 
to the logisticians. 

Logisticians have also assumed in- 
fluential command DUREDK Last Nov- 
ember, Hong Xuezhi, a long-serving di- 
rector of the GLD, was appointed to the 
Chinese Communist Party's powerful 
Central Military Commission (CMC) as 
a full-time deputy secretary-general, 
one of the most senior military posts 
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image of military lawlessness could 
re-emerge if crimes by soldiers 
against civilians are not curbed and 
guilty soldiers not punished. In a 
well-publicised case last Sep- 
tember, in Changsha, Hunan pro- 
vince, an air force cadet was sen- 
tenced to death for beating a uni- 
versity student to death. The 
cadet's base commander was also 
dismissed for not maintaining dis- 
cipline, and officers went to the 
dead student’s university to mollify 
his colleagues and assure them jus- 
tice had been done. 

The military's traditional role as 
an internal security force is another 
cause of civilian resentment. The 
PLA has been called upon on 
numerous occasions to help main- 
tain social order, in particular dur- 
ing the Cultural Revolution. It is 
~-adily identified, therefore, as an 

strument of state violence, rein- 
forcing disdain for the PLA among a 
people inherently distrustful of central 
authority. Since the early 1980s, the 
PLA’s internal-security role has been 
transferred to the People’s Armed Po- 
lice — which was formed from hundreds 
of thousands of transferred PLA soldiers. 

The most serious result of the PLA’s 
fall from grace is the difficulty it now 
faces in attracting able recruits. The 


available. He had previously held the 
post part-time and concurrent with his 
department chief's post. 

Significantly, Home outranks the 
present chiefs of other military depart- 
ments and his seniority is therefore 
likely to help logisitics commanders 
push their views. Hong continues to 
play a significant role in logistics man- 
agement as head of the CMC’s financial 

d economic discipline group. 

The PLA’s central task now is to as- 
sist in the country's economic construc- 
tion. Because of this, the GLD has be- 
come the most important of the three 
departments. Many of the GLD's sub- 
departments, such as the capital con- 
struction, public health, and vehicle and 
ship divisions, are geared more to civi- 
lian than military duties. 

The GLD, therefore, has been 
largely responsible for overseeing the 
PLA’s role in the development process. 
This means spending less and shifting 
military resources to aid the civilian sec- 
tor where needed. Military units have 
been told to cut down on extravagance, 
such as banquets and the construction of 
luxury amenities. Military ports, rail- 
ways, airports and defence factories 
have been given over to civilian use. 

In strictly military terms too, logis- 
tics is becoming increasingly important. 
As China wants to project the PLA as a 
quick-reacting powerful force, greater 
stress will be put on logistical services — 
transport, supply and communications. 

— Tai Ming Cheung 
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new and relatively lucrative job oppor- 
tunities generated by the government's 
capitalist-style economic policies have 
drawn many young Chinese away from 
the army. An average recruit earns onl 
about Rmb 24 a month, compared wit 
factory workers who receive a minimum 
of Rmb 100. 

In addition, many of the perks previ- 
ously enjoyed by soldiers — communist 


Anchors aweigh 


party membership, urban residence 
ermits and a social status that once 
rought marriage proposals — 
have been withdrawn. Recent sur- 
veys indicate that most soldiers are 
having difficulty finding marriage 
partners. 

Military officials complain 
about the poor quality of con- 
scripts, many of whom are unqual- 
ified and some criminal. The prob- 
lem is in part a consequence of the 
recruitment system. Local county 
and city authorities are responsible 
for selecting conscripts and must 
meet quotas. When soldiering was 
popular, the competition for places 
usually ensured qualified recruits. 
But with the present dearth of 
applicants, local authorities meet 
their quotas with the dregs of 
their communities. There is con- 
cern that unless this practice is 
checked, the PLA's image coul? 
further slide. 

The difficulty in attracting well-qual- 
ified soldiers comes at a time when the 
PLA's tasks are becoming increasingly 
sophisticated and technological. A 


paradox is that the PLA is now demand- 
ing higher qualifications — officers 
must be university graduates — when 
those willing to enter are increasingly 
less qualified. 





Shift in strategy brings navy to centre stage 


W ith changes in military strategy 
and organisation within the PLA, 
the navy and air force are increasingly 
being emphasised at the army's ex- 
pense. With it could come the inter-ser- 
vice jockeying for funding, command 
slots and responsibilities that the PLA 
has so far escaped. 

The PLA was traditionally domi- 
nated by the army. Chinese military 
doctrine, heavily shaped by fighting in 
China's interior during the civil and 
anti-Japanese wars, has been based on 
the primacy of land warfare, with air 
and naval forces in supporting roles. 
Now, especially with the easing of Sino- 
Soviet tensions, China's strategic con- 
cerns are moving away from its land 
borders to a more maritime focus. 

Most of China's trade is transported 
by sea. Its coastal regions are top priori- 
ty in economic development plans and 
China is currently in dispute with Viet- 
nam over the Spratly Islands, nearly 
1,000 km from the Chinese mainland in 
the South China Sea. The navy, con- 
ege has being given first priority 
in the allocation of limited defence re- 


sources. It is extensively buying ships 
and submarines, while the army still 
awaits funds to replace its old main bat- 
tle tanks, and the airforce is still flying 
1960s vintage combat jets. 





Naval officers are also rising to the 
top of the high command, previously 
the exclusive preserve of army com- 
manders. Liu Huaqing, the navy's 
former commander, was promoted to 
the Central Military Commission as a 
n secretary-general last Novem- 
ber, the highest position ever attained 
by a naval officer, giving him seniority 
over all but a handful of army top brass. 

The navy's blue-water activities have 
considerably expanded in the past dec- 
ade. The PLA newspaper Liberation 
Army Daily reported at the end of May 
that since 1979, the navy conducted 31 
times more "long-distance combined 
arms" training exercises than they did 
from 1950-79. With the growing naval 

wer in Asian waters of the Soviet 

nion, Japan and India, the navy is 
likely to become even more important 
in the coming years. 

PLA inter-service tensions are likely 
to concentrate on resource allocations 
and the division of responsibilities in the 
reorganisation of combat forces. One 
example so far has been the transfer of 
certain helicopters from the air force to 
the army to serve newly formed "inte- 
grated group" armies (each with its own 
mix of infantry, armour, artillery and so 
on), which predictably met strong air 
force opposition. — Tai Ming Cheung 
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| US military in Asia — 
| should leave gradually 


ae [i is indisputable that the American 


military facilities in the Philippines 


form an important component of the US 


| forward deployment network in the 


Pacific and Indian oceans and that a US 


d security role in the Pacific has contri- 
-buted to stability in the region, includ- 


ing Southeast Asia. Also indisputable is 
the growing body of opinion in the 
Philippines that views the presence of 
the US facilities as incompatible with 
Philippine sovereignty. 

Also of significance is the view that 
the American facilities do not contri- 
bute to the security of the Philippines 
but may actually undermine it by sub- 


3 . jecting the Philippines to attack in the 
| event of a conflagration between the 


D . Superpowers. 







el 





Increasingly, the dominant view 


.[ among the Philippine political elite, in- 
¿| cluding important segments in the gov- 
^| ernment of President Corazon Aquino, 
.| appears to be that the American 
^t facilities serve the global and regional 
«| interests of the US and, therefore, the 


latter must compensate Manila for their 
use. Japan, South Korea, the Asean 


«| states, Australia and some Middle East 
^L. countries are also deemed to benefit 
<| from the American military Dee in 
| the Philippines. It is therefo 

<f that these countries should also share in ` 
.| the political and economic cost of host- 
|. ing these facilities. 


Philippine Foreign Minister Raul 


-| Manglapus' abortive attempt to obtain 
¿| public Asean endorsement of the US 
military presence as serving regional in- 


| terests and Philippine pressure for in- 





creased Japanese development aid on 
better terms are manifestations of this 
viewpoint. 

Not surprisingly, therefore, na- 
tionalist demands and economic re- 
turns, rather than bilateral security 
benefits and larger regional strategic 
considerations, have come to dominate 
the Philippine approach to the continu- 
ing review of the US-Philippine Military 
Bases Agreement (MBA) and are likely 
to become even more pronounced in 
negotiating a new agreement for the 
post-1991 period. The political de- 
mands of the nationalist forces have al- 
ready found expression in the constitu- 
tion and in the anti-nuclear bill passed 
by the Philippine Senate earlier this 
year. 

Further demands for greater Philip- 
pine control over the facilities and limit- 
ations on the operational use of the 


.| facilities by the US may also be ex- 


pected. Economic return centres on the 


“| notion of just compensation, the calcu- 


re argued | 


lation of which is related to political, 
economic and social costs to the Philip- 
pines, relocation cost to the US and also 
the amount and quauty. of compensa- 
tion paid by the US to European allies 
hosting similar facilities. It appears that 
only a substantial compensation pack- 
age can subdue the nationalist tide — 
but not completely and only temporari- 
ly — and ensure continued American 
use of the facilities. 

This emphasis on compensation has 
several implications. First, it reduces an 
issue with multi-level and multi-dimen- 
sional consequences to a strictly bila- 
teral, single-dimensional one — the out- 
come of which is almost wholly depen- 
dent on the domestic political scene in 
the Philippines and Washington’s will- 
ingness to pay 

Secondi , expectations in the Philip- 
pines have become high. Compensation 
ranging from US$1-2 billion a year has 





been advocated by various groups. This 
compares with the US$900 million ag- 


| reed for 1984-89 and with an estimated 


relocation cost of US$8-12 billion. Al- 
though Washington would prefer to de- 
link compensation from the MBA and 
rejects the notion of rent, it appears to 
have accepted in principle that compen- 
sation müst be increased. However, the 
amounts demanded appear excessive in 
Washington's view and come at an inop- 
portune moment. 

In the next few years, the US will 
have to address its twin-deficits prob- 
lem, which will invariably entail cuts in 
defence spending and, as in the 1970s, 
forward deployment in the Pacific will 
also come under close scrutiny. The 
public mood in the US also advocates a 
higher degree of burden-sharing among 
allies and friends in the pursuit of “com- 
mon defence." 

Thus, the clash of high expectations 
with inopportune circumstances will 
make the negotiation of an acceptable 


| amount difficult and provide oppor- 
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tunities for the nationalist forces to 
overwhelm those arguing the economic 
case. This could make for an abrupt and 
unilateral termination of the facilities. 

Thirdly, containment of nationalist 
demands through economic compensa- 
tion is not a tenable proposition in the 
long term. Open-ended arrangements 
will continue to make the facilities a 
contentious issue in Philippine domestic 
politics and in US-Philippine relations. 
Every review would become a “battle” 
both domestically and bilaterally. Fur- 
thermore, the strength of nationalist 
forces can only grow, and termination 
of the facilities at some time in the not 
too distant future is a distinct possibility 
that should be anticipated. | 

One consequence of all this is the in- | 
troduction of an element of uncertain" 
and unpredictability into the Southea 
Asian strategic environment. Abrupt 
termination is perhaps the worst-case 
scenario because of the serious disloca- 
tions it could cause. 

The US security role in Southeast 
Asia may undergo quantitative and 
qualitative change at very short notice. 
Although termination of the facilities 
may not result in total US disengage- 
ment from the region, an offshore pre- 
sence, which is the alternative, will be 
much less effective in demonstrating a 
US presence and commitment. The cre- 
dibility of Washington's commitment to 
its allies would be further eroded, and 
they might be forced to seek closer 
alignments with other countries. 

A strong case can be made for a con- 
tinued US security role in Southeast 
Asia as the Soviet Union, China and 
Japan — because of their geopolitical 
locations — continue to influence 
Southeast Asia’s strategic environmet 
An abrupt termination would send t 
wrong signals to Moscow, Tokyo, Pe- | 
king and to the US public and 
policymakers. 


Iso, Asean would have lost an im- 
portant lever in calling for the dis- 
mantling of Soviet facilities in In- 
dochina on terms acceptable to it. The 
dismantling of the facilities would then 
become a matter of goodwill at the dis- 
cretion of the Soviet Union and Vietnam. 
Japan and China can be expected to 
accelerate the development of their own 
maritime capabilities. Although a Ja- 
panese military-security role in South- 
east Asia may still be rather remote, Ja- 
panese political and security concerns in 
the region will almost certainly in- 
crease. Similarly, Chinese maritime ac- 
tivity in the South China Sea can be ex- 
pected to increase substantially. 

An abrupt termination could have a 
negative impact across the board on US 
attitudes towards Southeast Asia gener- 
ally, and the Philippines in particular. 
Once the US military presence is termi- _ 











nated, it may not be possible to actively 
re-engage the US in Southeast Asia. 

An abrupt termination would also 
have serious consequences for the 
Philippines. Economic relations with 
the US are still vital to Manila. The US 
accounts for about 20% of the Philip- 
pines’ international trade. The US pre- 
sence also creates international confi- 
dence, which helps attract sorely 
needed foreign investment and de- 
velopmental assistance. US compensa- 
tion and military expenditure in the 
Philippines account for approximately 
5% of GNP and for some 40,000 jobs. 

Despite assertions that the Philip- 
pines faces no external threat, termina- 
tion of the US military presence would 
necessitate the build-up of at least a 
rudimentary external defence capabi- 
lity — especially one to protect the 
country’s exclusive economic zone and 

Tritorial claims therein. The de- 
nce establishment in Manila appears 
to recognise this. Even 
a rudimentary military 
build-up would divert in- 
valuable resources away 
from economic develop- 
ment, which is so vital 
for political stability 
and for an effective 
counter-insurgency cam- 
paign. 

Whether a military 
build-up would have the 
potential to alter the in- 
ternal political dynamic 
— for example, militari- 
sation — of the country 
is another issue that 
merits consideration. Ab- 
rupt termination of the 
American military, while 
satisfying the anti- 
base groups, might an- 

igonise the pro-base || — 
—foups and thus be- |SS 
come another domes- 
tic political issue. 

No one is oblivious to the political, 
security and social costs that accompany 
the hosting of foreign military installa- 
tions, but an abrupt termination would 
appear not to be in the interests of the 
Philippines, the Asean countries and 
Washington. It is therefore an outcome 
that should be prevented. 

It is essential to devise a new post- 
1991 agreement that prevents abrupt 
termination but takes account of the 
growing nationalist demand for the 
eventual termination of the US 
facilities. The new agreement should be 
blased on a long-term understanding 
between Washington and Manila, and 
be designed to defuse the military 
facilities as a major contentious issue in 
Philippine politics and to serve Philip- 
pine, US and Asean interests. The 
agreement should also be part of an 
overall package initiated by Asean but 
supported by other countries in the re- 
gion to promote predictability and sta- 
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bility in Southeast Asia in the long term. 

This package should comprise the 
following elements: 
> A gradual reduction and eventual 
termination of the US military facilities 
according to a fixed schedule, but only 
after negotiating a termination of the 
Soviet military facilities in Indochina. 

The schedule for dismantling the US 
facilities should be worked out giving 
due consideration to the period neces- 
sary for the Philippine economy to be 
significantly less dependent on US mili- 
tary expenditure; the US to diversify 
and relocate its facilities, and for the 
Asean countries to develop their indi- 
vidual maritime capabilities so that, col- 
lectively, they become a force to be 
reckoned with in the South China 
Sea. 

Diversification of the US facilities 
would be mainly to territories under US 
jurisdiction but also to other countries 
in the region which are willing to accept 


/ x 
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them. The US should also be allowed 
within the accepted time frame to deter- 
mine the phasing-out process so as not 
to undermine its Pacific strategy. 

» Increased US compensation for the 
Philippines. 

» Economic support for the Philip- 
pines from Japan, the US and other con- 
cerned and able countries in the Pacific. 
Debt relief should form an important 
component of this ees gn e pro- 
posed mini-Marshall plan could be a 
step in the right direction. 

» Separate negotiations with Vietnam 
and the Soviet Union to dismantle the 
Soviet facilities in Indochina. As the US 
facilities are far more extensive than 
those of the Soviet Union, dismantling 
of the latter must be completed well 
ahead of the American facilities. 

» Separate negotiations with China to 
regulate its maritime activities in the 
South China Sea. 

» Aseancountries should build up and 






the nationalist tide, "^9" 


effectively coordinate the employment 
of their maritime capabilities. 

» Simultaneously, Asean should ini- 
tiate the development of rules, proce- 
dures and mechanisms to govern 
maritime conduct in the South China 
Sea. 

The first two items and possibly the 
third could form part of the new MBA, 
but the fourth and those following 
would have to be negotiated separately. 
However, all these would proceed from 
a common long-term understanding. 

This approach should satisfy many 
requirements. The Philippines would 
receive substantial economic benefits; 
the intensity of the Philippine domestic 
debate surrounding the US facilities 





should be reduced considerably, and 
security and strategic considerations 
would be reintegrated into the negotia- 
tions and agreement. 

In addition, the US would not suffer 
a major setback; the US security role in 
Southeast Asia would un- 
7 dergo change, but only 
gradually, and in the pro- 
| f cess the roles of the Soviet 
| Union and China would 
also be regulated, and 
Asean countries could 
plan and coordinate the 
'| development of their 
maritime capabilities with 
Japanese and American 

assistance. 
All these would ensure 
predictability and facili- 
tate greater maturity and 


stability in Southeast 
Asia. 
However, this ap- 


proach is not without dif- 
ficulties. The complex 
problems of just com- 
pensation and an accept- 
able time frame would 
: still have to be 
negotiated. The US 
would have to accept 
eventual termination of its facilities. 
The Philippines, for its part, would have 
to adopt a broad-based approach that 
would go beyond domestic considera- 
tions. 

Japan, the US and other countries 
would have to be willing to provide eco- 
nomic assistance to the Philippines. 
Asean countries would have to become 
more involved. Although the MBA it- 
self is a bilateral issue between the US 
and the Philippines, the future of the 
facilities and their implications for sec- 
urity and stability in Southeast Asia are 
certainly an Asean concern. 

Asean could become the driving 
force of the process outlined above 
without directly interfering in bilateral 
negotiations. The Philippine bases pro- 
vide a good opportunity for Asean and 
the Philippines to move forward the 
process towards establishing a zone of 
peace, freedom and neutrality in mea- 
sured and predictable terms. Oo 





PHILIPPINES 


Poor get poorer 


A World Bank report paints a grim picture for workers 


By James Clad in Manila 


E ven if the Philippine economy keeps 
growing constantly by 6% a 
year until the end of the century, 
Filipinos’ real wages will fall 3% from 


current levels. This is just one of many | 


sombre conclusions contained in a 
toughly worded World Bank report on 
poverty, which the government has just 
received. 

Entitled “The Philippine Poor: What 
is to be Done,” the confidential report 
says: “There are more poor people in 
the Philippines today than at any time in 
recent history; in both a relative and ab- 
solute sense, the situation has worsened 
during the past three decades.” 

The bank says about 30 million 
Filipinos, out of the country’s 56 million 
population, live in “absolute poverty, in 
the sense of having an income that did 
not enable them to satisfy basic 
needs.” Itisnotanew problem. 
Real wages have dropped 
constantly since 1960, the 
bank says. 

The situation is 
worsening. In the past 
10 years, the report 
says, “an additional 12 
million persons have been re- 
cruited into the ranks of the 
absolutely poor.” Just m 
ing these figures in chec 
will present an enormous 
challenge. The “maldis- 
tribution of assets, rapid growth of 
population, high levels of under-em- 

ment and already extensive poverty 
E | require] major efforts just to 
keep the poverty problem from worsen- 
ing." 
The Philippines cannot take comfort 
from an equality of misery with other 
countries at a similar stage of develop- 
ment. "Other countries with similar 
GNP per capita do not have such a high 
proportion of the population living in 
poverty," the bank notes. And among 
the Asean countries, the Philippines has 
the highest level of poverty and. the low- 
est calorie supply per capita. 

Poverty is worst in the countryside. 
Almost half the poorest rural house- 
holds belong to rice farmers, followed 
by maize-growing farmers, often on 
marginal lands. In Manila, 1.5 million 
families live below the poverty line. In 
other urban areas the situation is even 
worse. "The urban poor outside Metro- 
Manila are worse off in terms of income, 
open unemployment, educational at- 
tainment, health care and access to 
housing facilities." 

In the report's section entitled "Why 
are they poor?" the bank says it is be- 
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cause of "unequal asset ownership, 
rapid population growth and lack of 
new jobs." It adds: "The government 
has failed to address these structural is- 
sues in the past and, if anything, has 
contributed to income concentration. " 

Unequal asset ownership is espe- 
cially pronounced in land ownership, 
and is even more skewed than income 
distribution. More than half of Philip- 
pine farms occupy just 16% of the land, 
while less than 4% of the farms occupy 
over one-fourth of the land. 

The report's strongest passages con- 
centrate on rising human numbers. "It is 
hard to exaggerate the importance of 
slowing population growth . . . [which] 
has led to a labour surplus which has 
consistently depressed real wages 









Seen 


pos population pressure on land has 
rought about the impoverishment of à 
Bo, ak of the rural sector." 

at is to be done? First, the bank 
says, spend more on roads, irrigation 
and electrification. Second, collect rev- 
enue more equitably. Taxes have a 
highly regressive effect on Filipinos, 
with poor families paying 27% of their 
income in taxes, but those with higher 
incomes paying only 18%. 


hird, reduce the regression of other 

social services. “Housing subsidies . . . 
have mainly benefited the upper half of 
the income ladder," the bank report 
says, while family planning has "failed 
to reach a large portion of lower-income 
women." The “educational system is re- 
gressive at all levels" — with the extent 
"more acute in tertiary education, 
where subsidies are larger and go mostly 
to higher-income students." 

Fourth, double  social-services 
spending. “The Philippines spends less 
than half of what ther countries at 
comparative levels of development 
spend on social services,” the bank says. 
Priority should go to nutrition and 
health care. 


Fifth, persevere with reforms to 
boost economic growth. But, says the 
report, “even a long period of output 
growth will be insufficient to substan- 
tially reduce poverty . . . even with a 
constant 6% GDP growth rate, it will 
take until 1992 before the per capita in- 
come level of 1982 is reached again.” 

This is perhaps the most depressing 
part of the report: “The recovery in it- 
self will not solve the umemployment 
problem,” because large numbers of 
new entrants in the labour market still 
drive down real wages. “Even if a 6% 
growth rate were to be reached [from 
1986-2000], real wages would fall about 
3% ... thus, even with high growth, real 
wages are likely to decline and worsen.” 

Nor does industrialisation on the 
existing model seem to offer a way out. 
The report says: “Too many resources 
were allocated to capital-intensive 
manufacturing sectors, creating fe 
jobs and distorting production costs . . 
poverty dramatically increased over the” 
1971-85 period." This type of develop- 
ment, the report asserts, "generated 
technological islands, characterised by 
high capital intensity" 
that created "pockets of 
skilled workers in a 
small segment of the la- 
bour market." 

With the exception 
of these groups, "real 
wages constantly fell 
between 1960 and 1980 
for both urban skilled 
and unskilled workers, 
at arate of about 376 per 
year," the report con- 
tinues. Even if indus- 
trial growth averages 
8.5% a year to the end 
of the century, the bank says industrial 
employment will decline. 

astly, the bank says "the goverr 

ment's aim should be to restrict fertilit 
so as to reduce the population growth 
rate from the current 2.8% a year to 2% 
by the year 2000." This is controversial 
stuff. President Corazon Aquino’s 
Roman Catholic-influenced govern- 
ment has been cutting back on family- 
planning spending. 

The report has some ominous impli- 
cations. First, it points to a growing 
"constituency" of rural, landless poor 
for the communist insurgency. It also 
describes the “open unemployment 
problem" of unemployable university 
graduates. It is no accident that many of 
the country's more recent recruits to the 
communist cadres come from this 
group. 

Another implication is that no single 
approach offers a panacea to reducing 

overty. Industrialisation? The answer 
is clear. Land reform? Redistribution 
of land could materially reduce poverty 
in rural areas but will not, by itself, solve 
the rural problem. Fertility control? A 
necessary condition, but not an answer 
without economic growth as well. Oo 
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= Our geologists have been engaged in uranium exploration 
3 throughout the world for over 40 years. Their most recent disco- 
ery is the rich Cigar Lake ore body in Canada. —— 
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Westin’s Mid-Year Bonus 

It’s that time of year again. Mid- 
Year Bonus time at Westin Hotels in 
Manilaand Singapore. From June 
1 to September 30 we're giving you 
40 76 ofthe regular rate of all rooms 
and suites at two of Asia’s most 
preferred hotels. 
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The Westin Stamford, 
Singaporc. 

In Singapore you'll enjoy the height 
of luxury at the world's tallest hotel. 
'The Westin Stamford, with its 
breathtaking city views and state- 
of-the-art amenities conveniently 
located at the crossroads of 
Singapore's business and tourist 
districts. 


For reservations, contact the Westin Hotel in your city or your travel consultant 


Or call direct 


The Westin Philippine Plaza, Manila 8320701. Telex: 40443 FILPLAZA 
-The Westin Stamford, Singapore: 3388585 Telex: 22206 RCHTLS 
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The Westin Philippine Plaza, 
Manila. 

In Manila you'll stay right on the 
edge of Manila Bay amidst acres 
oftropical gardens at The Westin 
Philippine Plaza. l'hisis Manila's 
dream location, away from the city 
hustle and yet just minutes from the 
airport and the business district of 


Makati. 


THE PEOPLE AND PLACES OF WESTIN V / -Q "B Al 
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GUEST TRAVELLER'S TALES 


e THE red ants are fighting the white 
ants, à sure omen of political turmoil. 
And the bamboo is blossoming in 
Burma, which they say happens only 
every 50 years. In Rangoon, they be- 
lieve the bamboo came to flower — a 
harbinger of its own death — just before 
Pol Pot took over in Cambodia in 1975 
and ushered in the killing fields. All the 
portents are bad. It was what the locals 
were talking about, a Rangoon dip- 
lomat said. I expected to see him smile 
tolerantly at such superstitions, but he 
did not, and passed to other subjects. 
This visit, with fortuitous timing, was 
just three hours before strongman Ne 
Win resigned. 

Rudyard Kipling was here, of course, 
and a phrase of that feisty chronicler of 
‘he heyday of British Imperialism sticks 
n the mind: “This is Burma and it will 
pe quite unlike any land you know 
about." Reviewing recent bloody 
events that have left up to 300 people 
dead, and elevated to power the man 
most people hold responsible for the 
repression, Sein Lwin, one has to agree 
Burma does indeed march to the beat of 
Its own drum. 

Rangoon is a frustrating place for 
correspondents who do manage to 
break through the wall of teak behind 
which Burma isolates itself. I reflected 
on this the other day while sipping a 
Mandalay beer (they stopped brewing it 
recently for two months when they ran 
out of bottle caps) amid the scurrying 
cockroaches in the bar of the old Strand 
Hotel. I had just been to an embassy for 
a 'background' chat with the man on the 
spot, and the diplomat had greeted me 
with a disconcerting: "First vou tell me 
what is going on." 

Then there was the effort of visiting 
he old colonial racecourse where the 
key congress of Burma's sole party was 
mulling Ne Win's resignation. I finally 
got there, but taxi drivers refused to 
drive along the public road outside the 
course, frankly admitting they were 
afraid. I suppose in a state of informers, 
where there are so many spy agencies 
that security men spend half their time 
watching other security men, their nerv- 
ousness ts understandable. 

e TRAVELLERS who have not been 
to Burma in the last vear would be taken 
aback by the changes. It's as broken 
down as ever, but the charm has gone 
and an atmosphere of fear and hopeless- 
ness, apathy and cynicism, has taken its 
place. It was even awkward dining with 
an old Burmese acquaintance beneath 
the whirling fans in the venerable 
Strand dining room (where they still 
serve porridge for breakfast). "It's like 
old Shanghai,” he told me. “No dogs or 
Chinese allowed.” 

In other ways, the correspondent 
here feels he has become somehow 
caught up in the script of an old B 
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movie. The phone rings in one's high- 
ceilinged room at the Strand, with its 
view of a pot-holed road, the muddy 
Rangoon River and, at this time of vear, 
the incessant rain. You pick up the re- 
ceiver, and a voice whispers urgently: 
"Be careful.” And you learn you have a 
tail when, walking down the street, the 
mouth of aman you have never seen be- 
fore starts moving as you pass and 
you hear a hissed “you are being fol- 
lowed.” 

As journalists wearily know, in order 
to get into Burma, which is rigorously 
barred to them, you have to persuade 
suspicious Burmese Consulate officials 
that you are a simple tourist, just 
another “world traveller,” or a business- 
man. I slipped through the net as a paint 
salesman — paint is a commodity in 
short supply in shabby Rangoon. 

One Bangkok-based reporter, an et- 
ernal optimist, has been to the Burmese 
Consulate so many times, with so many 


JAMES PRINGLE 





Sharing a Burmese newspaper: an expensive read. 


stories, that consulate officials now just 
yell “OUT!” as soon as he puts his head 
around the door. But once through the 
looking glass, it’s like mainland Chinese 
refugees who make it to Hongkong's 
Central district — you have won the 
jackpot. They'll follow you, but they 
just hate scenes. 

e IT'S a different story if you are Bur- 
mese, as Associated Press (AP) corres- 
pondent Sein Win knows. Sein Win, 
aged 66, was in a prison cell this week, 
after AP in Bangkok received the poig- 
nant message: “Daddy has been taken 
away." Sein Win, whose example 
should be a beacon to journalists, was 


jailed for three years in the 60s when, as | 


editor of The Guardian, he pushed for 
press freedom. The Guardian, like the 
Working People’s Daily, is now just 
another turgid news-sheet celebrating 
the self-congratulatory elite of the 
squalid ruling party. But it was being 
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hawked this week at four times its listed | 


price — people do, after all, have to 


James Pringle 


keep up with the changes. It managed to 
report the sacking of the prime minister 
of the past 11 years, Maung Maung 
Kha, in only 13 brief lines. 

The correspondent does bear a 
heavy burden in talking to students and 
teachers, now that we know that the 
lon htien or riot police do not shrink 
from bludgeoning people to death, as 
they did during a demonstration inside 
Ensein prison on 1 July, when 20 ar- 
rested students and others were mur- 
dered. One can talk to people while 
dodging soldiers on the leafy campus of 
Rangoon University, officially closed, 
but as one lecturer said: "We face in- 
stant dismissal if caught speaking to a 
foreigner.” 

But Burmese are not completely 
cowed. A kind of Burmese samizdat is 
in operation in the form of hand-drawn 
cartoons, distributed silently and swiftly 
on the street, poking fun at Ne Win and 
his cronies. Current ribald cartoons 
have focused on the 78-year-old retired 
strongman's recent rumoured passion 
for and marriage to the beautiful Pwint 
Phyu (‘White Blossom’) who is said to 
have caught the eye of the still virile 
general at a gems exhibition. 

The word on Rangoon’s streets, 
where palmists and  soothsayers 
abound, is that Ne Win’s astrologer told 
him he would take the next step on the 
road to nirvana this year unless he per- 
formed three rituals. These were marry 
a girl from Arakan province; shoot his 
own image in the mirror, and bathe him- 
self in blood. One way or another he’s 
assumed to have done all three. 
€ ORDINARY people do communi- 
cate in their way, if only in hisses and 
whispers. Sitting in a cafe reading the 
newspaper, with pictures of the party's 
new luminaries prominently displayed, 
à passing woman pauses for a second to 
murmur: “The people here hate these 
men." 

No wonder they do, because life is 
now being lived on the margin. People 
can't make ends meet with spiralling in- 
flation, and Burmese say pope are 
dying in hospital for lack of medicines 
and that there are no anaesthetics. For 
the first. time ever prostitution has 


| Started up — an office girl cannot sup- 


port her parents and siblings on only 
USS$5 a month. “This is not a splendid 
isolation, it is a terrible isolation." 

To the east and south lie thriving 
Thailand, Malaysia and Singapore. 
What has gone wrong here? “Burma has 
missed all the golden opportunities," 
one Burmese told me sadly. But 
bloodshed, stark poverty, talk of anar- 
chy and spontaneous uprisings? What 
can be happening to gentle Burma? 
Should we be surprised? After all, it is 
just a decade since worse was happening 
in smiling Cambodia — when the bam- 
boo blossomed there. 


Reason No. 1 is passenger comfort. At 
Scandinavian Airlines the customer is 
king. SAS will offer 2+2+ 2 business 
class seating so every business class 
passenger is guaranteed a window or 
an aisle seat. And the 767's economy 
class seating is the best in the air. 
Reason No.2 is range and size. The 
767's unique combination of range 





There are two 


rtant reasons SAS 
selected the Boeing 767. 


and size enables SAS to increase the 
frequency of intercontinental service 
from Scandinavian capitals and also to 
introduce new long-range, nonstop 
services which would not be 
economically viable with any other 
airplane. For SAS, the 767 is the ideal 
airplane. It offers the high levels of 
passenger comfort that have made 


SAS famous. It can fly all SAS routes 
nonstop and more often. And the 767 
has the economics to win in tough 
international competition. 
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Central Osaka: continuing reliance on exports and heavy industry. 
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Pulling back from relative decline, Kansai region looks for ways to complement Tokyo 





By Charles Smith in Osaka 


n the hubbub of debate over how to change the directions 

of Japanese economic growth that has gone on for most 

of the past 15 years, one place seems (until recently) to 
have been forgotten. 

The Kansai region of western Japan, with its centre in 
Osaka, has been left to carry on as usual while other parts of 
the country either benefited from the efforts of central gov- 
ernment bureaucrats to spread growth to rural areas or rode 
on the tidal wave of prosperity that has engulfed the capital 
city, Tokyo. The result of being neither à part of Japan's 
backward rural hinterland, nor a centre of government, is 
that Osaka has gradually fallen behind. 

Although still the second-richest part of 
Japan, the entire Kansai region nowadays 
strikes a visitor as distinctly less prosperous 
than Tokyo. Statistics on such things 
as share of the national GNP or value 
of bills discounted confirm this impres- 
sion. 

Kansai's share of national manufactur- 
ing output had dipped to just over 19% by 
1985 compared with the 23% ruling at the 
time of Expo ‘70, the fabulously successful 
international exposition held on a site in 
the Senri hills to the north of Osaka, the 
Staging of which marked the peak of Kan- 
sai's pride and prosperity. 

Structural contrasts between the Kansai 
economy and that of Japan as a whole pro- 
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vide even more telling evidence of decline. In contrast to a 
national trend away from exports as the main source of eco- 
nomic growth, Osaka and the Kansai region continue to rely 
heavily on exports. Kansai accounted for 25% of Japan's na- 
tional exports in 1985 , about five percentage points more 
than its share of GNP, and was thus significantly more vul- 
nerable than the rest of the country to the exchange-rate fluc- 
tuations of 1985-86. 

Another key indicator is dependence on heavy industry. 
Kansai has more of the old heavy industries than any other 
part of Japan, but has tended to lag in the development of 
knowledge industries such as computer 
chips. Yet the notion that Kansai is what 
the whole of Japan might have been if the 
country had not revamped its economy to 
face the challenges of the 1970s and early 
1980s certainly does not tell the whole 
Story. 

In a sense, Kansai is also Japan's future 
— or at least an important testing ground 
for trends which may later have to be al- 
lowed to spread to the rest of the nation. 
To put the same point in a slightly different 
way, Japan may be on the verge of discov- 
ering that it needs the Kansai area at least 
as much as Kansai needs the rest of Japan. 

The key to the notion that Kansai may 
be a region looking to an exciting future, 
not one lamenting a prosperous past, is 
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E As one of the world’s leading wholesale banks, MEO 
offers a comprehensive array of financing and merchant 
banking services in every major financial market. 


E in the Tokyo market, LTCB acted as lead commissioned 
bank for four out of the nine Samurai and Daimyo bond 
issues made in the first half of 1988. Worth ¥105 billion, 
the issues rank LTCB first among Japanese institutions. 


W L1CB has established a major presence in the Euro- 
market. In 1987, our affiliated securities houses lead 
managed 18 issues worth $2.2 billion. 


@ I TCB is an innovative financial architect in all markets. 
We are internationally recognized as a leader in currency 
and interest-rate swaps, as well as futures and options. 


- An in-depth understanding of global economies and 
financing practices supported LT'CB’s rise to become a 
leading provider of multinational M&A and joint-venture 
services. 


E As a leading aviation bank, LTCB is serving aerospace 
manufacturers and airlines worldwide through a variety of 
aircraft financing facilities. 


B Expertise in long-term project financing made LTCB a 
natural choice to lead manage the historic Eurotunnel link- 
ing the UK and France, and the Second Harbor Crossing 
Tunnel in Hong Kong. 


Financing the Future ==. 


TheLong-Term Credit Bank of paar Ltd 


Head Office: 2 2 m t. Otemachi 1- 1-chome, Chiyoda- -ku, Tokyo Tel - (03) 211 -5111 Telex: J24308 
Overseas Network. London, Frankfurt, Paris, Brussels, Zurich, Bahrain, New York, Los 
Angeles. Toronto. Chicago. Dallas. Mexico City, Panama. Sao Paulo, Rio de Janeiro, Hong 
Kong. Singapore, Beijing, Shanghai, Guangzhou, Seoul, Bangkok, Kuala Lumpur, Jakarta, 
Sydney, Melbourne 








that, after decades of super-centralisation of Japan's econ- 
omy and political system, the balance of advantage once 
again seems to lie with diversity. Tokyo, according to the 
businessmen and bureaucrats who work there, is still proba- 
bly one of the most efficient centres in the world for the col- 
lection and exchange of information, as well as for the time- 
consuming business of consensus making which is essential to 
the smooth running of the Japanese political system. 

But Tokyo's high living costs and astronomic land prices 
raise the possibility that the convenience of being able to do 
everything under one roof may ultimately come to be seen as 
an expensive luxury. If this happens Japan may need one, or 
even more, centres to take the weight off Tokyo. And where 
better than Kansai, the nation's second most populous region 
and for many years one of the most fertile breeding grounds 
in Japan for new business ideas? 

e theory that Japan needs Kansai as a new source of 
growth and ideas is most often applied to the financial- and 
capital-markets sector where Japan has emerged only during 
the past decade or so as one of the major world centres. 
Tokyo’s financial dominance, say the advocates of di- 
versity, rests on the sheer volume of the savings accumulated 
in its banking system. 

But Tokyo's finan- 
«al markets are not 
remarkable for the ori- 
ginality of their ideas, 
nor for the freedom of 
bankers and securi- 
ties companies from 
bureaucratic apron 
strings — to take only 
one instance, Japan 
has lagged behind 
other major financial 
centres in introducing 
futures markets. This 
is why a niche exists, 
or should exist, for 
Osaka as a second fi- 
nancial centre dedi- 
cated to a more inde- 
pendent approach than 
that of the conserva- 
tive Tokyo establish- 
ment. 

The fact that many 

Tokyo's major banks 
were originally Osaka banks which moved their operating 
bases to the capital might seem to make nonsense of this idea: 
but Osaka still has financial institutions, such as the Osaka 
Securities Exchange (now the world's third largest after 
Tokyo and New York), that seem willing and able to offer 
services that are not available in Tokyo. 

Osaka's moderate office rents — about equal to London's 
and less than half of Tokyo's — are another reason, accord- 
ing to Taichi Sakaiya, a former Ministry of International 
Trade and Industry (Miti) official turned economic critic and 
best-selling novelist who hales from Osaka, why Japan's sec- 
ond city must have a future as a global business centre. Exclu- 
sive concentration on Tokyo has the effect of forcing up costs 
in service industries like banking and information processing 
to a level which provides an odd contrast with manufactur- 
ing. 

In the past high service costs have not mattered much, but 
as Japan becomes more of a service economy, and less of an 
export-oriented mass producer of manufactured goods, 
Tokyo's high operating costs could turn out to be a problem. 

Sakaiya's points about service industries do not apply only 
to the banking sector: in education and scientific research, 
the case for decentralisation looks even stronger than in fi- 
nance: Tokyo, or rather the so-called Science City of 
Tsukuba, an hour's drive north of the capital, has become the 
focus of most of the basic scientific research carried out by Ja- 
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panese Government agencies, and which in turn provides the 
underpinning for the applied research undertaken by indus- 
try. 

But the Tsukuba experiment, which originated in the late 
1960s with the wholesale transplant of government research 
laboratories from central Tokyo, seems to have failed to take 
ideas. This is why the attempt by the Kansai private business 
community to get the oe to cooperate in building a 
multi-purpose research city on the frontiers of Osaka, Kyoto 
and Nara prefectures looks promising. 

The Kansai Science City would contain a creative mix of 
privately and publicly operated research facilities and would 
combine history, philosophy and cultural research with pure 
science, its backers claim. It is hoped that a centre of this kind 
would attract a wider variety of talent than the rather soulless 
Tsukuba project. 

This should certainly be the case if the Kansai leaders stick 
to their idea of encouraging foreign companies and scholars 
to join. The fact that the site chosen for the Kansai city will be 
on the doorstep of two of Japan’s most picturesque and an- 
cient cities (Kyoto and 
Nara) is another reason 
why the scheme looks 
attractive. 

Foreign travel is the 
third area in which 
Osaka thinks it might 
have a chance to com- 
plement, if not com- 
pete with Tokyo. For 
10 years or longer 
Osaka’s Itami airport, 
uncomfortably located 
in one of the city’s 
northern suburbs, has 
been at virtual satura- 
tion point — while 
Tokyo's two interna- 
tional airports, Narita 
and Haneda, have been 
able to grab an increas- 
ing share of the traffic 
between Japan and the 
world. The opening of 
3X * § the Kansai Interna- 
REviEWwetyeyres tonal Airport in 1993 
should redress this balance by making Kansai a more conve- 
nient gateway to Japan in some respects than the Kanto re- 
gion. 


be able to operate round the clock — unlike Tokyo's 

environmentally embattled Narita. But Osakan busi- 
nessmen add a cultural twist to the argument for a second 
jumping off point for international travel. Kansai business 
leaders like Keijo Saji and Osamu Uno claim that Osaka 
traditionally led Tokyo in contacts with neighbouring Asian 
countries: this was true even in the 1950s and 1960s when 
Kansai became the first part of Japan to send a trade mission 
to China. 

The opening of Kansai International Airport could pro- 
vide a perfect opportunity for the region to reassert its posi- 
tion as Japan's door to Asia, Saji suggests, while Tokyo re- 
mains the natural focus for contacts with the US and Europe. 
The door could be opened wider still by re-equipping some of 
Osaka's under-used dockland areas to create a free port that 
would act as a trans-shipment centre for regional trade. 

This would need legislative support from the centre: the 
Osaka port area would have to be declared a tariff free zone 
area much like the Europort in Rotterdam. But the idea 
might appeal to Japanese bureaucrats searching for ways in 
which Japan could make a new economic contribution to the 


T he strongest selling point for Kansai airport is that it will 
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4- region without incurring embarrassing political obligations. 
| Osaka's vision of itself as the “second eye" of Japan fits in 
] neatly with what seems to be national mood of impatience 
| with Tokyo’s monopoly of decision-making and information 
gathering. Whereas it was taken for granted until a few years 
ago that Tokyo’s mass media should dominate the news 
gathering business, many people both inside and outside 
the capital region now feel that more diversity would be 
healthy. 

The same impatience applies to many centralised ad- 
ministrative procedures that date from pre-World War II or 
wartime Japan: even Tokyoites now apparently find it absurd 
that books printed in Osaka (for example) should have to be 
physically transported to Tokyo under a regulation dating 
from 1941 before they can be sold in Hyogo prefecture. Yet 
impatience with the over-centralisation of Japan does not 
necessarily add up to enthusiasm for the pretensions of the 
Kansai area. This is because Osaka suffers from its own 
psychological handicaps when it comes to taking on Tokyo. 

The region’s long and proud history as the original cradle 
of the Japanese nation has left behind a sense of cultural 
superiority which apparently makes it hard for some Kansai 
natives to beg for concessions from upstart Tokyo. A second 


|. and more serious problem is cultural and political diversity — 





Poised for a 
| challenge to 
| the big boys 


| By Nigel Holloway in Osaka 
do inancial markets the world over are becoming enmesh- 
f= ed to the point where money can zip from Zurich to 
Ae Singapore to Winnipeg at the press of a button. Three 
|. capitals of capital have emerged to determine where most of 
4 that money goes: New York, London and Tokyo. They 
| dominate the main time zones of the 24-hour movement of 
d. money. Tokyo's rise has been rapid, but it has already 
| reached such a strong financial position that Hongkong and 
Singapore, which are both in Tokyo's time zone, now live in 
its shadow. If other Asian centres outside Japan are having 
difficulty keeping up with Tokyo, what chance does Osaka 
have? 
On the face of it, the prospects are distinctly poor. First, 
' power in all its forms is centred on Tokyo far more than in al- 





. most any other industrial democracy. Second, there seems to 


f be an irresistible concentration of financial decision-making 


| and information as a result of the technical progress in data 


processing. Securities markets are moving off the trading 
floor and on to computer screens. Something important may 


|.. be lost in the process, but the trend seems inexorable. It 


makes it possible to concentrate every possible financial mar- 
ket into a single city — "the world in a grain of sand," as the 
poet William Blake once put it. 

And yet, the stronger the arguments in favour of concen- 
tration, the greater the appeal of decentralisation. It is simply 
| not in Japan's national interest to put everything of impor- 
| tance in Tokyo — least of all its financial might. If there was a 
| severe earthquake in Tokyo, the nation’s financial life would 


|. probably come to a halt. Osaka has plenty of banks, but its 
1- share of Japan's US$50 billion-a-day foreign exchange busi- 


|j ness is tiny. 
Dispersion is only one argument. Another is that Japan's 





~ or what Osakans call not being able to get their act together. | 
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Unlike Kanto, which consists of a single vast conurbation 
centring on Tokyo and Yokohama, the smaller Kansai area 
contains three highly individual cities, each with its own tra- 
ditions and a full share of civic pride (and obstinacy). Osaka’s 
collective memories of its past as Japan’s economic capital sit 
uneasily beside Kyoto’s consciousness that it was once the 
political capital — and is still the home of most traditional 
arts. 

Neither Osaka nor Kyoto is as affluent as Kobe, the re- 
gion’s largest port and the most popular base in the area for 
foreign companies. This tends to mean that Osaka-based or- 
ganisations like the Kansai Economic Federation (Kan- 
keiren), though nominally representing the region, have dif- 
ficulty trying to organise a region-wide consensus on big pro- 
jects like the Kansai International Airport. 

Kansai’s political diversity and cultural maturity recall 
Western Europe, according to some critics from outside the 
region, whereas Tokyo is seen as a cultural melting pot like 
the US. If this is true it may help to explain why Kansai has 
been slow to wake up to the fact of its relative decline (com- 
pared with the rest of Japan) and even slower to do anything 
about it. The same analogy however could be used to sugges’ 
that a change in the power balance is overdue. At long las 
Kansai, like Europe, may have found a way to make the best 
of its resources. 


financial markets are now so massive — and are growing so 
rapidly — that there really must be some things Tokyo could 
leave to Osaka. Better put, there are many financial oppor- 
tunities Osaka could seize first. The number of diverse 
money instruments and markets in Japan is now growing at à 
rapid rate, as its sophistication catches up with the US and 
Europe. 

The first point about overconcentration would suggest the 
need for some duplication in financial activities between 
Osaka and Tokyo. The second — proliferation — implies 
complementation. The latter is far better and less difficult to 
achieve. As long as Osaka develops fairly broad financial 
skills and has enough computers and telephone lines, it could 
keep money moving if an earthquake hit Tokyo. 

Unfortunately, Osaka has been slow and badly organised 
in its attempt to catch up with Tokyo's financial develop- 
ment. In the past couple of years, Japan has moved to a new 
financial stage with the emergence of instruments called fu- 
tures and options, which aim to transfer the risk of adverse 
movements in interest rates, securities prices and exchange 
rates. Osaka could have gained a much greater share of these 
new opportunities if it had channelled its efforts more wisely. 

In June 1987, the Osaka Securities Exchange (OSE) 
began trading a surrogate stock-futures contract made up of a 
basket of 50 stocks, the first of its kind in Japan. The contract 
is ingenious because, until May 1988, it was illegal to trade a 
stock-futures contract which could be settled in cash. The 
OSF 50, as it is called, got around this by stipulating that set- 
tlement had to take place by delivering the entire basket of 
shares. 

It was widely known that the law would be changed even- 
tually to allow the trading of "pure" financial futures, but the 
OSE stole a march on Tokyo by persuading the Finance 
Ministry to permit it to launch a "lookalike" ahead of time. 
To give Osaka its due, the OSF 50 has done very well in the 
sense that within five months the value of turnover exceeded 
trading on the city's cash stockmarket — thanks to the Oc- 
tober nosedive on the world's bourses. In the first six months 
of this year, the stock-futures contract's turnover was 50% 
more than that of the cash market. However, what the OSE 
failed to do was to spread the word outside Japan. 

In the old days, the prerequisite for success in the futures 
markets was liquidity and lots of it. This may no longer be 
enough — international investors are needed as well. Tokyo 
has no problem advertising itself abroad, but few people are 
aware that turnover on the OSE is the world's fourth largest 
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Kansai prepares 
for its 24-hour 
airport 


T: collective wisdom of Osaka's business and local 





government establishment holds that the key to re- 
viving the regional economy is to organise "events," a 
word whose Japanese meaning stretches all the way from in- 
ternational conferences to civil engineering projects. The key 
"event" of the early 1990s so far as Osaka is concerned will be 
the opening, in April 1993, of the Kansai International Air- 
Ort. 
The ¥1 trillion (US$7.61 billion) project will not only end 
congestion at Itami airport in suburban Osaka, where noise 
oblems limit the number of permissible jet landings to 200a 
uay. Osaka hopes the new airport, located on an artificial is- 
land in Osaka Bay and thus enviably free from environmen- 


(behind Tokvo, New York and London), and even fewer 
realise that it is also trading financial futures. 

The key to Osaka's survival as a financial centre may well 
depend on the first true share-futures contract, based on the 
Nikkei index of 225 stocks (quoted both in Tokyo and 
Osaka). The Tokyo Stock Exchange is also preparing to in- 
troduce a similar contract, this time based on the TOPIX 
index of all 1,108 shares quoted on the exchange's first sec- 
tion. They will begin as scheduled on the same day in early 
September this year. It will be an intriguing contest because 
the Nikkei is incomparably better known than TOPIX, but 
the Tokyo share market.far outclasses the OSE. In addition, 
the Nikkei-index futures contract is already traded in Singa- 
pore and will soon be launched in London and Chicago. 


made. The second is the campaign by the Kansai Eco- 
nomic Federation to set up another form of financial- 
“tures market in Osaka — for interest rates and exchange 
tes. There is no argument that Japan needs these instru- 
ments, but if they are going to be set up anywhere it will be in 
Tokyo. Sure enough, the Federation of Bankers' Associa- 
tions of Japan decided last month to do just that, but only 
after a year-long battle with the pro-Osaka lobby. 

Instead of retiring gracefully, the Kansai group is still in- 
sisting that it should also have a financial-futures market. 
Osaka would have a much better chance of starting some sort 
of market in these types of contracts if it were to offer differ- 
ent ones to those that will be introduced in Tokyo in June 
next year: Eurodollar and Euroyen three-month interest 
rates, and the yen-dollar exchange rate. So far, there has 
been no sign of the Kansai Economic Federation changing its 
tack. It ought to pitch, instead, for the establishment of an 
options market — the next stage after futures. 

Osaka would like to be the Chicago of Japan, a compari- 
son that both flatters and deceives. It is true that the mercan- 
tile mentality in Osaka runs deeper than in Tokyo, 
exemplified by  Osaka's familiar greeting, “mokari 
makka?" (how's business?). Indeed the world's first futures 
exchange — for rice — evolved in Osaka more than 200 years 
ago. But Chicago is the futures capital of the US because of 
the battalions of "locals" — individuals who trade in the pits 
on their own account — something that Osaka has no inten- 
tion of emulating. And Chicago is far more open to the out- 
side world than Osaka will ever be. 

The OSE seems to have a much better understanding than 


P oor public relations is the first big mistake Osaka has 
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tal problems that dog Tokyo's Narita airport, will enable the 
Kansai region to leapfrog over Kanto as Japan's best interna- | 
tional jumping off point. 3 

Kansai will be Japan's first 24-hour airport, unlike Narita |. 
which is obliged to close down at 11 p.m. Its promoters claim 
that it will be particularly well placed to handle flights to the 
rest of Asia — a region which 1s becoming rapidly more im- 
portant to Japan as yen revaluation (and the decline of the 
US economy) shifts the direction of Japanese trade. 

Finally, the airport project is seen as a symbol of the kind 
of collective action regional leaders think is needed to rescue 
the Kansai area from economic decline. It took 15 years of 
talks between three Kansai prefectures, 16 (out of 20) central 
government departments and the local business community 
to get the project started, but the effort seems to have been 
well worth while. 

The Kansai International Airport Corp. (KIAC), created 
in 1984 to build and operate the airport, is partly owned by 
private corporations and will be the first organisation of its 
kind to raise funds on international capital markets rather 
than just from the national budget. The same mixture of pub- 
lic and private enterprise that helped to launch the airport 
project is now being applied at the Kansai Science City |. 
and could be used in the renovation of Osaka Bay, two |. 


the Kansai Economic Federation that it must complement 
rather than duplicate what Tokyo's financiers are doing. The 
securities exchange has been quite open-minded about trying 
new ideas in order to catch up with Big Brother. In a way, it is 
more surprising that the OSE survives at all than that it is 
small. After all, investors need only to pick up a telephone to |. 
make a share transaction. There are eight bourses in Japan, | 
but only two of any consequence — Tokyo and Osaka. | 
Osaka's slice of total share turnover in Japan has shrunk | 
steadily since the early 1950s, but seems to have touched bot- | - 
tom in 1980 when it stood at 10.4% (by value), compared |. 
with 86.6% for Tokyo. Since then, the OSE's share has | - 
edged up and down and was 12.4% in the first five months of 4> 
1988, against 83.7% in Tokyo. 

It is not clear why Osaka's share should not have con- 
tinued to fall after 1980 — perhapsitisconvenientfor Kansai |. 
investors to deal directly with brokers nearby who trade on - 
the floor of the local exchange. Another possible reason is — 
that the quality of (inside?) information about Kansai-based | 
firms may be better in Osaka than in Tokyo. At least there 
are 192 companies listed exclusively on the OSE, out of the 
exchange's 1,075. 

This is not the only difference between them. In De- 
cember 1984, Osaka started to trade in 70 stocks 10 minutes 
earlier in the morning than in Tokyo and the number has 
since been expanded to 250. This has been a largely symbolic 
success to demonstrate that the exchange is prepared to 
strike out on a different path. An advisory group of the Kan- 
sai Committee for Economic Development, which is consi- 
dering how to promote Osaka as a financial market, has 
suggested the idea of opening trading as early as 6 a.m. and 
closing four hours later and then to re-open at 3 p.m. and stop 
for the day at 7 p.m. This would beat Tokyo to the draw every 
morning and enable the OSE to overlap in the evening with 
London. 

Osaka has also established a third category of shares call- 
ed the "new second section" with less tight listing require- 
ments than the other two sections. Only 15 companies are 
quoted on it, but at least it is a start. The OSE wants to take 
part in the city's plan to tighten links with West Pacific coun- | 
tries by attracting firms from the region to list their sharesin Fo 
Osaka. This is still only a proposal, but it is a clear example of || 
the OSE's attempt to complement Tokyo. With capital flow- | 
ing out of Japan at the rate of more than US$100 billion a. | - 
year, Osaka should be able to channel some of that vast. |. 
wealth to East Asia, while Tokyo looks after the rest. oO 
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other major items on the Kansai region’s “events” agenda. 

The credit for turning the Kansai airport project into the 
| first of a new generation of “third sector" ventures instead of 
; Just another job for the Ministry of Transport’s (MoT) air- 
|. port-construction division rests with former prime minister 

. Yasuhiro Nakasone, the "father" of privatisation in Japan. 
.. Nakasone was the first political leader to realise clearly, 

according to Koki Nagata the head of KIAC's international 
ost-war system of central government 
financing of public works was unsuited to modern Japan 
(where the private sector has far more money to spare than 
the government). Nakasone accordingly insisted on private 
sector participation when the Kansai project was formally 
proposed by the Transport Ministry in 1983. 

Kansai business leaders were "reluctant" at first, Nagata 
says. But in the end Kankeiren was able to generate a strong 
response from local businessmen. 804 companies offered to 
subscribe a total of Y48 billion to the capital of the KIAC, 
roughly two-and-a-half times the amount allocated to the pri- 
vate sector under the original government financing plan. 
A limited to Y20 billion (one-sixth of the total) with local 
| governments in the Kansai region holding another 
L4. Y20 billion, and the central government a dominant ¥80 bil- 
] lion. But KIAC’s financing programme calls for the corpora- 
^ tion to fund most of the remaining Y880 billion worth of con- 
| struction costs through borrowing on domestic and interna- 
| tional capital markets, instead of using public sector funds 
| like all previous airport construction projects. 


ctual private participation in KIAC’s capital has been 





Reliance on borrowed funds has changed the entire | 


: - character of the Kansai airport project, Nagata says. The 
-+ most obvious impact of the change has to make speed of com- 
|. pletion a key issue. KIAC will lose an estimated ¥300 million 


|. in uncovered interest payments if the airport opens one day 
|^ behind schedule in April 1993. A second major difference be- 


+ tween KIAC's operation and the construction of other big 
j| airports such as Narita has been freedom to tap private sector 
| design resources. 

|. KIAC has organised a competition among 15 internation- 
4 ally known architects for the design of the Kansai terminal, 
| after using a French consultant to develop the basic concept 
‘| of the terminal building. Government funded airport (and 
|. other public works) projects have almost always used in- 


| house designers on the principle that taxpayers' money 


| should not end up in the pockets of private businessmen. 
The freedom to tap international talent means that Kansai 
airport should be able to match the best that has been 
achieved elsewhere in airport design, Nagata claims. Ironic- 
|; ally KIAC has not shown the same enthusiasm for tapping in- 
|. ternational resources when it comes to the award of construc- 
| tion contracts. | 
KIAC concluded an agreement with the US last Novem- 
ber under which not only US but other foreign construction 


| companies will be free to tender for construction work at the 


airport. But the pact came too late to apply to contracts in- 
~ volved in the first and more expensive stage of the construc- 
tion programme (the ¥560 billion worth of site preparation 
which includes building an artificial island and linking it to 
the mainland via a 3.8-km road and railway bridge). Foreign 
‘companies may qualify for part of the ¥240 billion second 
phase which includes construction of runways, terminal 
facilities and and fuel supply facilities. 
: At the end of July when the REVIEW visited the site of the 
-new airport 5 km off the coast of southern Osaka prefecture, 


| .the outline of the sea wall surrounding the artificial island 
j|. was just visible above water level but work had yet to start on 


4 dumping some 150 million m? of soil carved from nearby 
iF- mountain tops to make the island itself. A problem which has 
| added appreciably to building costs is that sand has had to be 
| pumped into shafts sunk into the clay below the sea bed so as 
|. to allow water to be forced out of the clay when the sea bed 





“is compressed by the weight of the soil used to make the is- 





land. 

KIAC has also had to spent heavily on insulating the con- 
struction site so as to avoid damage to local fisheries. The en- 
tire site of the island-to-be is surrounded by a ¥3.4 billion silt 
protector designed to stop earth seeping out into the bay. Re- 
sponsibility for keeping fishermen happy rests with KIAC it- 
self, Nagata stresses, not with the government which has 
handled environmental issues connected with other projects 
such as Narita. 

Even allowing for this, the cost of building the 511-ha is- 
land needed to accommodate the airport will not excede 
3 300,000 per tsubo (a Japanese unit of land measurement 
equivalent to 3.3 m2). Since land on the coast opposite the 
airport site is now worth considerably more than 3 300,000 
per tsubo, the airport represents a bargain if viewed simply as 
a piece of real estate. 

Another bargain, this time for the three prefectures sup- 
porting the airport project (Osaka, Hyogo and Wakaveniay: 
has been the opportunity to sell off chunks of local mountain 
tops at attractive prices. KIAC expects to pay about ¥1,000 
per m? for the 150 million m? of soil it will need to make the is- 
land. This works out at a total of Y 150 billion for the entire 
landfill cost, or Y50 billion for each of the three. Osaka pre 
fecture plans to use its shares of the spoils to help launch 
an ambitious urban development directly opposite the air- 
port. 

To be called *aeropolis" the development will be located 
on a 318-ha strip of reclaimed land linked to the airport by a 
road and railway bridge. Aeropolis will include an interna- 
tional convention centre, office building and sites for hi-tech 


Past mistakes 
are lessons 
for city plan 


By Bob Johnstone in Osaka 
O saka is famous for its brass; Kyoto, for its brains. Th 





two cities are pooling their resources in an ambitious 
plan to challenge the scientific and technological 
hegemony of Tokyo. 

The plan is to build a new, research-based city in the 
Keihanna Hills, where the prefectures of Osaka and Kvoto 
intersect with a third prefecture, Nara. Eleven sites are being 
prepared, covering a total of around 16,000 ha. 

The city will develop gradually, the lion's share of its 
financing coming from the local private sector. By the time it 
is completed around 2015, the city should be capable of hous- 
ing 120,000 researchers, students and their families. 

Its official title is Kansai Cultural-Academic-Research 
City, but this cumbersome concatenation is almost invariably 
abbreviated to Kansai Science City. The shortened form in- 
vites comparison with Japan's other science city, Tsukuba. 

In fact, however, about all that the two have in common is 
their scale. One difference is that, despite its name, Tsukuba 
Science City was not conceived with the intention of enhanc- 
ing science. Rather, the city was built to accommodate the 
Japanese Government's laboratories. Previously, these were 
mostly located in Tokyo. Expanding their existing premises 
was either impractical or too expensive, so in the early 1970s 
the Construction Ministry decided to move them out to the 
country, lock, stock and barrel. 

Thirty-five national laboratories were plonked down 
among the rice paddies of Tsukuba, a rural district some 60 

















industries than can benefit from being near an airport. Pre- 
fectural planners see the scheme as the key to efforts to up- 
grade and modernise the rather drab industrial zone which 
borders the southern end of Osaka Bay. 

The series of positive spin-offs expected from the project 
suggests that the Cane airport might have been worth build- 
ing even without the spur of heavy congestion at Itami, the 
existing airport which is squeezed uncomfortably into a north 
Osaka suburb. Ironically, though, there are doubts about 
how much business Kansai International will be able to at- 
tract after it opens for business in 1992. Planned capacity at 
Kansai airport is about 12 million passengers a year, com- 
pared with the 13 million who now use Itami. But Itami air- 
port will remain open, at least for the first few years of the 
new airports lifetime; so the question is: how much addi- 
tional traffic can be generated? 


ccording to Nagata, the bulk of the extra traffic is likely 
A to take the form of international flights. These will for 
the most part be flights to second destinations in the 
countries concerned since the mechanics of international air 
agreements tend to mean that flights originating from capital 
^'rports would go to Tokyo's Narita Airport. 

The demand for second destinations in Japan from for- 
eign airlines is growing rapidly at present, Nagata suggests, 
but the danger is that the process may be a little too rapid for 
Kansai's 1993 opening deadline. Nagata points out that many 
other Japanese airports have begun cashing in actively on the 
desire of foreign governments to increase access to Japan for 
national flag carriers — Qantas, for example, recently de- 
cided to make Nagoya its second destination in Japan in re- 


Pharmaceutical research: hope for new city. 


km north of Tokyo. No attempt was made to integrate the 
newcomers with the local inhabitants, nor to build any 
amenities. 

Proximity to the capital has meant that, at weekends, there 
is a mass exodus and Tsukuba, never the most lively of places, 
becomes a virtual ghost town. Even the MacDonald's at the 
city centre has had to close down due to lack of business. 

One of the benefits of having a lot of researchers work in 
the same area is supposed to be synergy. But Japanese minis- 
tries are notoriously jealous of their patches, and the same 
seems to go for the researchers they employ. Nor do govern- 
ment scientists mix much with their counterparts from the in- 
dustrial laboratories that have recently been springing up 
around Tsukuba's periphery. 

Although it is still too early to pass a final judgment on 
Tsukuba Science City, the evidence thus far is that it has not 
been a success. Will Kansai Science City fare any better? 
Quite possibly. For one thing, the new city will come into 
being over a 25-year span, not all at once, as Tsukuba did. 
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turn for the start of flights to Brisbane by Japan Air Lines. 
The governors of prefectures outside the Kansai area may 
have been promoting their local airports all the more aggres- 
sively because of the threat of competition from Kansai after 
1993. 

Another problem pointed out by Nagata has been the im- 
pact on the Kansai area of the MoT's local airport-develop- 
ment programme. During the 10 years ending in 1985, MoT 
focused heavily on upgrading capacity at local airports 
throughout Japan with the result that the number of flights 
out of such airports rose sharply. Capacity restraints at Itami 
meant that most new flights starting from local airports had 
to be routed to Tokyo, not Osaka, so that Osaka's share of 
domestic traffic fell. 

This has meant that businessmen, or even local politi- 
cians, in western Japan increasingly see Tokyo as the most 
convenient place in which to stage conventions. The annual 
get-together of prefectural governors of western Japan, for 
example, is held in a Tokyo hotel. 

Kansai's great advantage in the bid to grab international 
business will be its ability to stay open 24 hours a day. But 
even this may not be enough to ensure that foreign traffic 
flows in the desired volume. Having successfully lobbied the 
government to build a new airport, the region's leaders now 
need to start a new round of lobbying to ensure that it will be 
fully used. 

is is one more reason why Osaka's economic future de- 
pends on the region's ability to get its political act together. 
— Charles Smith 


For another, its backers are well aware of the mistakes made 
at Tsukuba and appear determined not to repeat them. 
"They've thought seriously about science and technology," 
says a senior government scientist, "and many of them have 
the right concept of what they want to have." 

Of prime importance is the city's location, bang in the 
heart of Japan's cultural heritage. Instead of paddy fields, 
from their windows the inhabitants of Kansai Science City 
will be able to see the ancient temples of Nara. 

And, since the centres of Osaka and Kyoto are only a 
short train ride away, there should be no complaints about 
lack of convenience or amenities. In short, the new city is in- 
tended to be an attractive place to live. 

The idea of building a science city in Kansai dates back to 
a proposal made in 1978 by Azuma Okada, a former presi- 
dent of Kyoto University. Okada's vision called for a new 
flexibility in the organisation and support of research. R & D 
in the city would be more interdisciplinary, deriving its fund- 
ing from a variety of sources both public and private. 

But the credit for getting the science city show on the road 
belongs to Toru Kato of the Kansai Economic Federation 
(Kankeiren). Having managed to persuade the three prefec- 
tural governments to cooperate on the project — no mean 
feat in itself — Kato proceeded to organise a group of 83 
members of parliament to promote the construction of the 
city. Last June, this group was successful in pushing through 
the Diet an act that established tax breaks for companies 
building research facilities in the city. 

Thus far, a clutch of Osaka- or Kyoto-based firms have 
loyally rallied round the Kankeiren flag and bought plots of 
land on which to build facilities. They include Matsushita, 
Sumitomo Metal, Kansai Electric Power, Osaka Gas, Kyo- 
cera, Omron, and the precision instrument maker, 
Shimadzu. Of this group, however, none of the companies 
the REVIEW contacted seemed to have any idea of what sort 
of research they would do in their new laboratories. 

Now that the plan to build a new city has received the gov- 
ernment's blessing, the various ministries with respon- 
sibilities for science are jumping on the bandwagon. As 
usual, each is trying to outdo its rivals. Since the existing na- 
tional laboratories have all been moved to Tsukuba, how- 
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ever, the bureaucrats have had to come up with ideas for new 
institutes, 

The Ministry of International Trade & Industry (Miti) is 
proposing an Ion Engineering Centre. lons — electrically 
charged particles — are already used in industry, most nota- 
bly in semiconductors, in which they are implanted to enable 
the devices to conduct electricity. 

Miti thinks that ions could also be used to improve the 
characteristics of certain materials — harden their surface, 
for example — for use in a wide variety of applications. These 
range from the exotic, like satellites, to the everyday, like 
cars. The centre has been given the green light, allocated a 
budget of ¥7.8 billion (US$59.4 million) (about a quarter of 
which will come from the private sector), and several sites for 
it are under consideration. 

The Ministry of Science, Education and Culture (MSEC) 
is fielding two candidates. The more significant is a proposal 
for a new graduate school, one of two to be built in Japan in 
the near future. 

Currently just 4% of Japanese university students go on to 
do postgraduate studies, compared to 16% in the US. 
Japan’s figure is the lowest of all the developed nations. In- 
creasingly subject to criticism from these countries for pig- 
gybacking on their basic science, the Japanese have decided 
that it is time they became more creative. Building graduate 
schools is seen as one way of promoting creativity. 

At the same time, Japanese universities are under attack 
at home for being too remote from industry. “Traditionally, 
the universities’ way of thinking was that if they took indus- 
try's money, they might lose their independence," concedes 
Tamotsu Tokunaga, deputy director of MSEC's university 
division, 


among professors to industrialists. The ministry has 
exacerbated the problem by swathing in red tape any such 
attempts at joint research between universities and industry. 

This is now beginning to change. Last year, for example, 
the ministry gave its approval to a system which allows com- 
panies to sponsor university chairs. The proposed graduate 
school, Tokunaga says, will also have sponsored chairs. It 
will try to tie up with industry as much as possible, getting 
much of its funding from companies in the surrounding area. 

Plans are still somewhat vague, but the school should be 
ready to accept its first students in 1992. The scale has yet to 
be decided, but Tokunaga estimates that master courses will 
have places for around 200, doctorate courses rather fewer. 

Subjects will be chosen from among information, life and 
materials sciences. It will be interesting to see how the new 
school manages to reconcile doing creative research with 
catering to the needs of industry. 

MSEC’s second candidate, the International Institute for 
Advanced Studies, is even less well-defined than the 
graduate school. Its inspiration is Princeton's Institute for 
Advanced Study, which was set up in the 1930s as a haven for 
distinguished scholars (Albert Einstein was one of the first) 
who were relieved from the burden of teaching and paid just 
to think. 

The Japanese institute is a non-profit foundation. All of 
its Y4 billion funding has come from gifts by the private sec- 
tor, the largest single donor being Koichi Tsukamoto, presi- 
dent of Wacoal, a Kyoto-based maker of lingerie. 

Other than a means of bringing high-powered researchers 
together, the institute has not yet decided exactly what it 
wants to be. While it makes up its mind, activities have been 
confined to holding annual seminars, the most recent of 
which was entitled ‘the biology of ageing.’ 

At the seminars, eminent foreign scientists (preferably 
Nobel prizewinners) are invited to deliver lectures. Educa- 
tion ministry officials promise that the basic design for the in- 
stitute will be decided by this autumn. 

An institute already doing actual research is the Ad- 


T he result of this attitude has been a widespread allergy 


48 


vanced Telecommunications Research Institute Interna- 
tional (ATR). The institute was established in 1986, with 
7096 of its initial capital coming from the proceeds of selling 
Nippon Telegraph & Telephone (NTT) shares and the rest 
from participating companies. 

Currently operating out of temporary premises in Osaka, 
the ATR will move to its own facility at Seika-Nishi Kizu, the 
science city's central site, next year. It is seen as being the key 
laboratory there. 

When the decision to set up the new institute was an- 
nounced, however, it was roundly criticised. Japan already 
had four huge (and, by common consent, overstaffed) tele- 
commmunications laboratories — what need was there for 
another one? Wags suggested that the answer to this question 
was, as a source of jobs for retired bureaucrats from Miti and 
the Ministry of Posts and Telecommunications. 

In fact, however, there does seem to be a function that the 
new laboratory can usefully perform — basic research. Sub- 
jects the ATR has set itself to tackle include telephones 
which can instantaneously translate conversation from the 
language of a caller into that of the receiver, long a Japanese 
dream. 

The institute currently has a staff of 160 researchers 
which it hopes eventually to double. Many come on lo: 
from the laboratories of NTT and sponsoring companies sui 
as Fujitsu, Hitachi, NEC, Toshiba, Sony and Sharp. 

In addition, there are also 10 foreign researchers — an ex- 
ceptionally large number for a Japanese laboratory — at the 
ATR, six from France and four from the US. Most were re- 
cruited through the usual channels but at least one, Erik 
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McDermott from Stanford University, found out about the 

institute in a most unusual way — through an advertisement 
laced on a personal computer-based electronic bulletin 
oard in the US. 

A distinctive feature of the ATR, according to McDer- 
mott, is its lavish procurement budget. “They have a lot of 
money,” he says, adding that he is “amazed at how much 
equipment they have in relation to the number of people 
there are here.” 

And what equipment! Current hardware such as an Al- 
liant superminicomputer will be augmented when the labora- 
tory moves to its permanent home by a ¥3 billion Cray super- 
computer and what will probably be Japan’s first Connection 
Machine, a new, ‘massively parallel’ multi-million-dollar 
computer. 

or is the laboratory's largesse limited to hardware. A 
group of experts on McDermott’s speciality, neural networks 
(REVIEW, 26 May) were recently flown in from the US for a 
workshop on the subject. 

Such activities will undoubtedly get publicity for the 
ATR, and by extension, Kansai Science City itself. Thanks 
largely to Kankeiren's coordinating efforts, the project has 
got off to a good start. The question for the future is, can it 
continue to keep up this momentum? Oo 
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DEVELOPMENT 


Planners at odds 
over uses of 
bay coastline 


aving pooled their resources to launch two major re- 
gional development projects (the Kansai International 
Airport and Kansai Science City), Osaka business 
leaders are now preparing to take on a third — the redevelop- 
ment of the 140-km stretch of coastline known as Osaka Bay. 
A Bay Area Development Study Group began work within the 
Kansai Economic Federation (Kankeiren) in April this year 
and is hoping to come with a comprehensive plan by early 1989. 
Once that has been achieved Kankeiren will tackle the tricky 
task of trying to sell its plan to local government authorities. 

The 140-km strip of coastline which runs from the Akashi 
vtrait west of Kobe to Wakayama city, south of Osaka, has 
become a planners’ nightmare for a number of reasons. One 
problem pointed out by Junji Hamaoka, a specialist on bay 
development at Kankeiren, is that the area contains huge 
tracts of under-used, or to- 
tally disused, heavy industry 
production sites. Hamaoka 
estimates that the large steel, 
shipbuilding and chemical 
companies whose factories 
ring the bay are in the pro- 
cess of closing production 
facilities occupying a total of 
around 2,000 ha of water- 
front land, most of it re- 
claimed during the first two 
decades after World War II. 

About 400 ha of this is 
accounted for by Nippon 
Steel's Sakai steel works 
where the second of two 
blast furnaces is due to be 
closed before March 1989. 

umitomo Metal’s Wakaya- 
ima steel works and Hitachi 
Zosens Wakayama dock- 
yard are two other facilities 
which include large areas of 
spare land. At the other end of the bay, four major heavy in- 
dustrial companies (Mitsubishi Heavy Industries, Kawasaki 
Heavy Industries, Kawasaki Steel Corp. and Kobe Steel) 
own land along the Kobe city waterfront. 

In addition to existing heavy industrial sites about another 
1,500 ha of land are either being reclaimed for industrial use, 
or have recently been reclaimed, but are now unlikely to be 
needed, Hamaoka says. This means that major companies 
are under pressure to come up with other ways of using the 
land. The result has been a plethora of schemes for “leisure 
lands" “marine parks" and other facilities designed to take 
advantage of the proximity of most of the sites to heavily 
populated urban areas. 

Kankeiren is afraid that piecemeal development of the 
Osaka Bay industrial areas may result in massive overlaps be- 
tween large numbers of basically similar projects. But pri- 
vate-sector development plans are not the only problem. The 
Osaka coastal area is the responsibility of no fewer than five 
local government authorities (Kobe City, Hyogo prefecture, 
Osaka City, Osaka prefecture and Wakayama prefecture) 
each of which has been busily drafting plans of its own for the 
"reconstruction" of its strip of coast. 
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Osaka flyovers: need to avoid piecemeal development. 








Taken together these plans call for a total of five air cargo 
city terminals, all designed to serve the soon-to-be-opened 
Kansai International Airport, and about half a dozen 
marinas. Hamaoka says it would better to have fewer of each 
of these facilities but to make the scale larger. For that pur- 
poss. normally stubborn local government planners may 

ave to be asked to withdraw some of their projects in favour 
of neighbouring development schemes. The question is 
whether a joint approach by a single organisation represent- 
ing private companies who own land along the bay could in- 
duce local governments to cooperate. 

The importance of avoiding piecemeal development of 
the bay area is all the greater, Hamaoka says, because of the 
relatively weak condition of the Kansai economy. In the 
Tokyo area, pressure on the existing supply of commercial or 
residential land is such that almost any scheme for converting 
under-used industrial land is likely to find a market. In Osaka 
it may be necessary to "create" demand for any new urban 
development projects. 

The weakness of the local real estate market is one reason 
why Kankeiren is giving serious consideration to an idea put 
forward by the Osaka branch of the Industrial Bank of Japan 
to create an "Asia and Pan-Pacific free port" in part of the 
Osaka bay area. The port would provide bonded warehouses 
for goods being trans-shipped via Osaka between various 
Asian countries or possibly between the US and Asia. Trans- 
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shipment facilities for bulk commodities like coal and grain 
and an oil products storage and processing centre would also 
form part of the plan. The model for the project would be 
Rotterdam's Europort, currently the Bent largest marine 
trans-shipment centre and the nucleus of trade within the 
European Community. 

Local governments along Osaka Bay are said to be react- 
ing cautiously to Kankeiren's attempt to take the initiative in 
development planning. But Takashi Ishida, a senior official 
at Kobe City's land policy planning division told the REVIEW 
that in Kobe, at least, it will be essential for public- and pri- 
vate-sector developers to cooperate. This is because under 
used and outdated wharf areas owned by the city's port au- 
thority and obsolete shipyards and heavy industry sites share 
the same stretch of waterfront near the middle of Kobe's 
inner city. 

Compared with other local governments in the Kansai 
area Kobe has a remarkable record in the field of land recla- 
mation and development. Starting in the late 1960s, the city 
built two large artificial islands directly offshore from the 
main port area as part of a programme to provide accommo- 
dation for Kobe port's fast growing container trade. Con- 
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structed out of landfill which was sliced off the tops of neigh- 
bouring mountains, the islands are partly owned by the city 
government itself and partly by private developers who car- 
ried out office and other developments within a general 
framework laid down by the city. 

The island building schemes were financed by overseas 
borrowing (mainly in the form of Deutschemark bonds is- 
sued by the city government) and have proved highly profita- 
ble: in nearly all cases Kobe was able to sell land to private 
developers at much more than the cost of reclamation. 

Ishida says he hopes it will be possible to work out a simi- 
lar framework for the development of the old port area, but 
for the time being private companies and local government 
officials are “watching to see who makes the first move.” The 
only hopeful point about this situation is that neither side can 







afford to wait too long. Private manufacturing companies 
must find new ways to use their land, Ishida thinks, and the 
city authorities cannot afford to allow too serious a deteriora- 
tion of the inner city environment. 

Even if no master plan emerges the bay area will undergo 
some drastic changes over the next five years as a massive 
public works building programme linked to Kansai Interna- 
tional Airport is implemented. Road, rail and other con- 
struction projects directly linked to the airport project will 
cost around ¥2.4 trillion (US$18.3 billion) and will include 
the construction of a round-the-bay highway linking all the 
major cities between Kobe and Wakayama. The drab and un- 
tidy landscape of the Osaka waterfront area will certainly 
look very different once this scheme is complete. Whether 
the changes are for better or worse may depend heavily on 
the outcome of Kankeiren's coordination efforts. 

— Charles Smith 
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Kansai finds the formula 


O ne of the reasons why the Kan- 
sai area has had difficulty in im- 
pressing its views on Tokyo during the 
past 10 years may have been that too 
many cooks have been stirring the 
broth — the area consists of four pre- 
fectures and two municipal authorities 
(Osaka and Kyoto) each with distinc- 
tive interests and traditions. In the pri- 
vate sector, however, the Kansai Eco- 
nomic Federation (Kankeiren for 
short) functions as a spokesman for the 
whole Kansai area, not just Osaka or 
Kyoto. 

The Kankeiren’s regional status ex- 
plains why it has played a crucial role 
in inducing the central government to 
start projects like the Kansai Science 
City and Kansai International Airport 
which are expected to breathe life into 
Kansai’s economy over the next couple 
of decades. It also explains why Osamu 
Uno, the Kankeiren chairman, has be- 
come the region's unofficial *ambas- 
sador" to Tokyo. 

In an interview with the REVIEW in 
Kankeiren's branch office in Tokyo 
(where he admits to having to spend at 
least half his time), Uno argued that 
Kansai has at long last hit on the right 
mix of policies for boosting its econ- 
omy. Kansai leaders made the crucial 
error during the 1960s and 1970s of as- 
suming that politics and business could 
be kept separate, and concentrated on 
business at the expense of politics. 
Heavy reliance on heavy industry, has 
made Kansai more export-dependent 
than the rest of Japan, Uno says, and 
thus extremely vulnerable to sudden 
shifts in the exchange rate. 

In the past five years or so Kansai's 
events strategy — the notion of boost- 
ing the economy through a series of 
major projects — has suddenly began 
to yield dividends. Uno estimates that 
Kansai currently has some 460 projects 
on its books, of which around 260 — 
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valued at approximately ¥18 trillion 
(US$136.9 billion) — are either in the 
process of implementation, or have 
reached the stage of detailed budgeting. 
Uno refutes criticisms that the area has 
gone overboard by launching too many 
projects, but stresses that the success or 
failure of three big schemes, the Kansai 
Airport, Kansai Science City and the 
Osaka Bay development plan, will 
make or break the region's economy. 
Kansai's cultural and political di- 
versity (which contrasts strongly with 
the uniformity of Kanto), should be a 
strength rather than a weakness as the 
region tries to revive its fortunes, Uno 
suggests. But he does admit that ad- 
ministrative diversity is a problem. In- 
stead of four prefectural and two 
municipal governments (Osaka and 
Kyoto), the area would be better off 
with a single regional authority wield- 
ing more collective power than the sum 
of the parts of the existing local govern- 





Uno: change is difficult. 








ments. At a nationl level Uno advocates 
a switch from the existing system of 47 
prefectural governments to a structure 
consisting of only five major local au- 
thorities, of which, a Kansai regional 
government would be one. 

The existing system is an historical 
curiosity dating back to the early Meiji 
period when physical communication 
difficulties made Japan a far more 
fragmented country than it is today. 
But Uno still does not think it will be 
easy to change. Unlike the liberalisa- 
tion of Japan's financial and trading 
systems which owes a lot to the effects 
of external pressure (gaiatsu) reform of 
the local government requires internal 
pressure (naiatsu) he suggests. Kan- 
sai's size and importance mean that it, 
or rather business leaders like Uno, 
should be particularly well placed to 
apply such pressure. 

A former president (and now chair- 
man) of Toyobo, the leading and long- 
established textiles maker, Uno admits 
that his style as the Kansai region's 
leading spokesman may differ from 
that of his predecessor, Hosai Hyuga. 
Unlike Hyuga, an exceptionally com- 
bative Sumitomo group executive who 
was known for his willingness to take 
on the central government, Uno stress- 
es harmonious relations with Tokyo; 
he also believes that Kankeiren must 
coordinate its views with other Kansai 
business organisations, and with the 
Keidanren (the best-known nationwide 
big business federation) if it is to have 
any chance of getting its scheme 
adopted. 

Aside from matters of personal 
style, Uno sees himself as being very 
much in the Hyuga tradition. His per- 
sonal contribution to the “events” strate- 
gy launched by his predecessors has 
been to come up with the idea of creat- 
ing a free port in Osaka, similar to the 
Europort in Rotterdam. The idea fits in 
with Osaka’s long tradition of 
spearheading trade relations with Asia 
but could still be the biggest test to date 
of Kansai’s ability to get its act to- 
gether. — Charles Smith 
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BD Headquarters Hotel Seoul Summer Olympics '88 


The Shilla Hotel Salutes the 161 Most Important Reasons 
the World Needs the Olympics 








Imagine. 
This year in Seoul, Korea, 161 nations will be 
united under one flag. 

The Olympic flag. 

Imagine. 

For 16 days in September and October 

politics, ideologies, inflation, trade disputes, 
racial prejudice and religious differences 

will take a backseat to an ideal. 

The Olympic ideal. 

The Shilla Hotel is proud to be a part of this 
historic moment. 

Proud to be the official IOC Headquarters Hotel 
for the 1988 Summer Olympic Games. 

Imagine, this September 161 nations 

will prove peace is still a workable idea 

even if it's only for 16 days. 

But, it is a start. 


Zs 


202, 2-Ga, Jangchung-Dong, Chung-Ku, Seoul, Korea 
Tel: 233-3131, Cable: HOTEL SHILLA, C.P.O. Box: 7000, The SHILLA K24160, Fax: 233-5073 


A Member of "Théfeading Hotels of th*Workd" 








See Minolta copiers at: 


Brothers International Lid. National Scouts Bhaban, Inner Circular Road, Kakrail Dhako, G.P.O. Box 767 Phone: 400042, 404929 
Minolta Hong Kong Lid. Room 208, 2/F, Eastern Centre, 1065 King's Road, Quorry Bay Phone: 5-658181 

Methodex Infres Pvt. Lid. B-VF-1 Mohan Cooperative Industrial Estate, Mathura Road, New Delhi 110044 Phone: 636043 

Allied Equipment Ltd. First Floor, Nelson Chambers, 11. Chundrigar Rood, G.P.O. Box 680, Karachi) Phone: 219338, 210146 


Bangladesh 
Hong Kong 
India 
Pokiston 
Philippines 


Topros Inc 





The new Minolta EP490Z plain paper 
copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying 
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Topros Bidg., Banawe Cor. Atok Sts. Quezon City, Metro Manila Phone: 7324-21, 71-4H3, 71H4H5, 711-41-83, 71-41-85, 71-487, 71-41-89 


Think of Minoltas 
new Simu 


like this. 





The new Minolta EP490Z gives you two- 
color copying that's as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It's now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green 





So now you can say goodbye to ordinary 
color copying. No more waiting for two scans 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier. 


MINOLTA CAMERA CO. LTD. Reprographic Product Operations 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka 541, Japan 





Singapore Minolta Singapore (PTE) Lid. 10, Teban Gardens Crescent, Singapore 2260 Phone: 563-5533 

Taiwan Santa Office Machines Corp 10th Fi, No 120, Sec. 2, Chien-Kuo North Road, Taipei 10433 Phone: (02) 505-0013 

Thailand Bangkok Business Equipment Automation Co, Ltd. 199/82-84 Vipawadee Rangsit Road, (At Suthisorn Fly-Over), Bangkok 10400 Phone: 271-0213 (5 lines) 
Australia Océ-Australio Lid. PO. Box 196, 89 Tulip St., Cheltenham, Melb 3192 Phone: 09-584-101) 

New Zeoland Viko Holdings Ltd. 33 Broodwoy, Newmarket, PO. Box 220. Auckland | Phone: 03-505-449 


I-Color copying 
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Quantifiable - 
technical progress. 








Four outstanding values encapsulate 
the wide spectrum of 
technology from AEG on land, at sea, 
in air and in space. (Shown in the clear, 


innovative 


easily read form of our LCDs in 
"chip- on-glass" technology.) 
individual ele- 





ments make up 


the aerial of the TRM-S radar. Electro- 
nic control allows defined vertical 
scanning giving a three-dimensional 
display. 


kilometres away 
from the earth by 





now the space probe Giotto met up with 
Halley's comet in March 1986. It is still 
relying on AEG solar generators for its 
electrical power. 





pulses per sec- 
ond can be trans- 





mitted about 40 km without amplifica- 
tion along the quartz-glass fibre-optic 
cables produced by AEG. This means a 
single cable carries more than 7,680 
conventional or 4 digital television 
channels. 


cubic metres of oil 





per hour can now 
be transferred to a tanker even in heavy 
seas. An electronic system from AEG 
guides the transfer hose to the pipeline 
on the sea bed and connects it under 
remote control. 

80,000 people work for AEG 
in a total of 111 countries. 
6,500 of them are dedicated 


to research and development in a 
series of key technological fields such 
as microelectronics, optoelectronics, 
power electronics and drives, and in 
areas of artificial intelligence and soft- 
ware technology. The aim of all this 
development is to arrive at innovative 
solutions to communication, informa- 
tion, industrial, energy and transport 
problems. 

Headquarters: AEG  Aktiengesell- 
schaft, Z 15, Theodor-Stern-Kai 1, 
D-6000 Frankfurt 70, West Germany. 
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Kansai, where the 
living is easy 
...and cheaper 


By David Jack in Osaka 
he Japanese expression sumeba miyako literally means: 
[ "If I live here it's my capital." In other words: “I'll make 
the best of things." It provides a good answer to Japan- 
ese friends who want to know your impressions of Japan. It 
will leave them satisfied that you are making the best of 
things in trying to understand what they think is impossible 
for you — namely Japan. The saying will roll much more eas- 
ily off your tongue if you are living in Kansai, that is west of 
the border, rather than east of the border, in Kanto, in the 
'kvo- Yokohama megalopolis. 

If Japan is No. | financially and economically, then within 
Japan, Fokyo is certainly No. 1 for expense, overcrowding, 
pollution and commuting distances. Some 20 million people 
daily travel in and out of the centre of the most expensive 
land in the world. They come from and return to bedtowns in 
Yokohama, Chiba, Saitama and beyond. 

Tokyo's problems began when it developed as a main 
point of eau for American goods and services, Japan’s face 
towards the New World. The result as Peter Popham wrote in 
Tokyo — the City at the End of the World is that: “The new 
Tokyo family, in fact, does not live in a place at all: it lives a 
given distance from a place.” 

And then there are the earthquakes, still as unpredictable 
today as ever. Do they really happen every 60 years? When 
will the big one come? Like the regular flyer, fear of disaster 
for the Tokyo resident does not diminish with familiarity. Al- 
most daily tremors of varying magnitude remind the city of 
the unstable crust as buildings go higher and higher. In more 
than 10 years in Kansai I have experienced only three tre- 
mors, one incidentally while driving. Kansai, then, is safer 
and offers an environment to which one can much more eas- 
ily relate the individual Western self, without recourse to a 
foreign club or long, recuperating holidays in the home coun- 
try. 

Foreigners began to reside in Kansai some eight years 
after the Yokohama community was established near Tokyo 
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amid the turmoil of the 1860s. They came as 
traders, diplomats, entrepreneurs and mis- 
sionaries to build businesses and institutions. 
The concession area was a narrow, worthless 
sandbank near the port of Kobe. 

Today Kansai has some 400,000 foreign resi- 
dents. But a word of caution here: all but 5,000, 
at most, are Korean (85% ), Chinese, or South- 
east Asian. Five thousand Westerners is one- 
tenth of the figure for Tokvo. The number in 
Kansai is small, but their quality of life, if not 
their salaries, is significantly higher. In addi- 
tion, the Japanese language ability of the aver- 
age Kansai foreigner is higher than that of his 
Kanto counterpart, further improving his re- 
lationship with the country. 

Among the things that are cheaper, better 
and nearer the workplace in Kansai than in 
Tokyo, housing comes first. Not that every- 
body finds what they want at once. There was a 
recent case of a diplomat who spent nearly à 
year in a local hotel before finding accommoda- 
tion he felt adequate to his Western demands. But in general, 
what would be ¥1 million (US$7,610) in Tokyo will be 
¥600,000 in Kobe with a good view and maybe parking 
thrown in. Key money (shikikin), however, is higher in Kan- 
sai. This is money you pay for the privilege of paying rent. It 
often means paying well over ¥ 1 million. It is refunded at the 
end of your stay, usually less 20% for wear and tear, not on 
you, but on the property. 

Second to housing comes education. To get your child 
into an international school in Kansai is somewhat easier 
than in Tokyo, which has waiting lists. For French and Ger- 
man residents, however, there is often no choice. They have 
to send their children to Tokyo because there is now no 
French school in Kansai, and the German school is small and 
cannot easily handle the higher grades. 

The education problem in Kansai for English speakers is 
not one of getting your child into a school but rather comes 
from the recent Japanisation of the international schools. 
Economic dictates and local demand have meant that an in- 
creasing number of places at international schools are taken 
by Japanese pupils. The playground language of choice for 
many of the students is Japanese rather than English. 

This can pose problems for parents if either the mother or 
father speaks Japanese and that is the language used at home 
by the children. In Japan, bilingualism is not always the won- 
derful thing it is made out to be. There are dangers of im- 
poverishment in both languages and this is more likely to 
happen in Kansai. 

To get away from the probably small home or apartment 
at weekends is much easier to do in Kansai. From central 
Tokyo two hours is a minimum travel time to the nearest 
shaft of country bamboo or stretch of sandy beach. Neither, 
as the example of Zushi and the military housing complex to 
be built there shows, is anyone, but the local housewives, 
particularly concerned to stop the spread of the Tokyo- 
Yokohama complex. 

Within Kansai, Kobe has sailing and beaches within 30 
minutes, walks on Mt. Rokko 10 minutes away; the hills sur- 
rounding Kyoto, Nijo Castle grounds and the Philosophers 
Walk, within the city, offer delightful escapes and are rarely 
crowded. Nara gives you classical Japan within 40 minutes of 
Osaka. 

Social life for the businessman and his family still centres 
on three foreign, and at times, anachronistic clubs — all in 
Kobe. The Kobe Club for the Establishment; the Kobe Re- 
gatta and Athletic Club for sports, and the Shioya Country 
Club, a little way down the coast, for a gentle game of tennis 
and cocktails by the pool. These clubs are much less Ameri- 
can than their very large Tokyo counterparts. They allow you 
to imagine you are waiting for the monthly mail to arrive by 
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ship — a nostalgic journey back to colonial ease. But Kobe 
lacks the professional gathering places such as the Foreign 
Correspondents’ Club in Tokyo. 

Kansai people make great play of the differences between 
Kansai and Kanto food. Osaka was, until the Meiji Restora- 
tion in 1868 at least, called the nation’s kitchen (tenka no 
daidokoro). Osaka people spend their money on food; 
Tokyo people on shoes. A bowl of Tokyo noodles is saltier. It 
is explained that since most of the people who live in Tokyo 
come from the more northerly, colder parts of Japan, they 
like their food to be spicier, saltier. The Tokyo businessman 
on a visit to Kansai may slip a bottle of soy sauce into his 
briefcase to smother the real flavor of the blander Kansai 
noodle. 

What Kansai offers, above all, to the Western resident is a 
choice of where to live — a choice of three cities — Osaka, 
Kobe and Kyoto. Their main sister cities are Chicago, Seattle 
and Paris respectively and these affiliations provide clues to 
their fundamentally different natures. 

Osaka is the big, grey, industrial, sprawling port city 
where nobody wants to live. Out of a population of 3 million 
residents, Westerners barely number 200. It is the place you 
go to work, having a daytime work population of 2 million. It 
has no international schools but currently attracts an increas- 
ing number of students from Southeast Asia eager to dis- 
cover Japan's secret and to stay on to earn some of those 
powerful yen. 


straight talk. That is, saying what you really think as 
opposed to saying what you think people want to hear, 
the preferred mode of Tokyo: or the hollow invitation 
characteristic of Kyoto. 

Kyoto is a city which identifies with Paris. A refined city 
full of precious things, important national treasures, and pre- 
ciousness. Laid out after a Chinese city plan a thousand years 
ago, it is a museum trying to survive in the 20th century. It is 
the mecca for those studying the Japanese fine arts. It is a 

lace where foreigners do not necessarily want to meet other 
oreigners. They are after the real Japan, and Kyoto, so the 
myth has it, is the quintessential Japan. It is a very attractive 
place to live, but if offers few possibilities of work. 

If Osaka is a factory and Kyoto a museum, then Kobe is a 
dormitory. Everyone says Kobe is the place to live — the sea, 
the mountains, the foreign restaurants, the international 
schools and the foreign clubs. What could be better? It is the 
choice of the businessman and his family. 

The Canadian Academy, the largest local foreign school, 
will move to the reclaimed land of Rokko Island in 1990. This 
is to be, to quote the publicity: "The International City for 
International People." 

Eventually, 30,000 will live on the island, a tenth of whom 
will be foreigners. "Through the centre of the island will flow 
a lovely waterway gracing the international business and 
shopping zones." Itis to be the model city of the future by the 
sea. A market centre modelled after one in Dallas, Texas, 
will be the world's foremost clothes centre. Kobe, the best 
organised of the three cities, looks to the future to attract the 
foreign resident. What the foreign resident thinks of all this 
remains to be seen. 

Kansai, then, with its three cities competing for a piece of 
the growing service-industry market looks optimistically to 
internationalism and the 21st century; while in Tokyo, there 
is talk of limits being reached, of decentralisation, of the 
danger of highly concentrated computer information banks 
being destroyed by earthquakes and of expressways jamming 
to a halt. 

If you have a choice of Tokyo or Osaka for your next as- 
signment, choose Tokyo for promotion and money; Osaka 
for the family and the quality of life. But whichever you 
choose or is chosen for you, remember to say sumeba miyako 
for a rewarding stay in Japan. Oo 


B ut Osaka does have its supporters. It is the home of 
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ELECTRONICS 


Innovation keeps 
company at 












the sharp end 


By Bob Johnstone in Osaka 


0 


f Osaka’s three consumer electronics giants, Matsu- 
shita needs no introduction and Sanyo is also well 
known. The third giant, Sharp, is something of an 
enigma. That it should be so is surprising because, of the 
three, Sharp has consistently been the most innovative. 

The company claims to have been the first in Japan to 
make radios and TV sets, and the first anywhere to make 
desk-top calculators. Thanks partly to such technological 
prowess, Sharp today ranks seventh among Japanese elec- 
tronics companies (one place ahead of Sanyo), and 48 
among Japanese companies overall. In 1987, the company . 
consolidated sales — including those by subsidiaries — were 
just short of US$10 billion. 

In Japan, Sharp is the top maker in word processors, sec- 
ond in calculators, microwave ovens and TV sets, and third in 
telephones. In the US, it leads the pack in facsimile 
machines. Significantly for the company's future, Sharp has 
quietly established itself as the leading producer in optoelec- 
tronic components, a rapidly growing market, and one in 
which Japan leads the world. 

But despite these strengths, the company also has two 
major weaknesses. One, as a visit to the company's modest 
head office in Osaka confirms, is that Sharp has an image 
problem. The company seems much happier coming up with 
clever new products than letting the world know about them. 
A common complaint about Sharp, and one with which the 
company itself readily agrees, is that it handles public and in- 
vestor relations poorly. 

Sharp's other, and more serious, problem is that its mar- 
keting is weak. Sony (which in some ways Sharp resembles) 
gets away with poor marketing because it has a premium 
image. Matsushita gets away with poor image (the result of 
having several brand names, a confusion the company is 
now advertising heavily to remedy) because of its mark 
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Sharp's flat screen: technological breakthrough. 
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ing might. Sharp, however, has the worst of both worlds, 
The company began life in 1912 as a Tokyo-based metal 
works. Three years later, its founder, Tokuji Hayakawa, came 
up with the invention from which the company derives its cor- 
porate handle — a propelling pencil dubbed the “Ever-Sharp.” 
In 1923, the Great Kanto Earthquake flattened the com- 
pany's factory. Rather than risk a repetition, Hayakawa relo- 
cated the company to relatively less oscillation-prone Osaka. 
To raise capital to build new facilities, however, he was 
forced to sell the patent on his propelling pencil. From then 
on, the company has concentrated on making and selling 
electrical products for the consumer market, beginning in 
1925 with crystal radio sets. 
| This concentration on consumer goods, explains Sharp 
| senior executive vice-president Taizo Katsura, is characteris- 
| tic of Osaka's electrical firms. It differentiates them from 
| their counterparts in Kanto like Hitachi, Mitsubishi Electric 
, and Toshiba, all of which started out as makers of heavy elec- 
trical machinery such as generators for power stations. 
Proximity to central government and close personal links 
with politicians enabled the Tokyo-based firms to get con- 
tracts. Whereas Kansai firms, because of their remoteness 
from the capital, have always had to rely for profits on their 
wn wits rather than the pork barrel. 


—X—XX——————————— ARRA 





Hunger for new markets for their products pushed them 
into exporting earlier than the Tokyo makers. But emphasis 
on exports (Sharp's current export ratio is 47% ) also made 
Osaka firms more vulnerable to the effects of the apprecia- 
tion of the yen. 

An important distinction that Katsura draws between Ja- 
panese electronics. manufacturers in general and their 
erstwhile US competitors is the importance that companies 
like Sharp early on attached to making their own compo- 
nents. With the coming of the microchip, this difference be- 


| came crucial. 


The ability of the Japanese to design and produce their 
own chips not only enables them to get products to market 
faster, it also gives them the means to differentiate their pro- 
ducts. This was much more difficult for US companies like 
GE and RCA, which chose to depend for their microcompo- 
nents largely on the standard products of specialist chip mak- 
ers. "That's one reason why the American consumer elec- 
tronics makers failed," Katsura says. 

sharp was one of the first companies in Japan to ap- 
preciate the importance of the microchip, obtaining the 
technology at source from Rockwell (supplier of the original 
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‘| integrated circuits to the Apollo space programme). The de- 
|. cision to acquire the technology dates back to the early 1960s, 
-| when the company was studying the possibility of going into 


the computer business. 

In those days, computers meant mainframes, and main- 
. frames in turn meant formidable competition in the shape of 
. IBM. Matsushita attempted to build big machines, failed and 
gave up. Sharp's approach, by contrast, was more consi- 
dered. “We asked ourselves, ‘What is a computer?” Katsura 
recalls, “and we decided that it was basically just a cal- 
culator." 

At that time, calculators were great clanking mechanical 
brutes. Sharp's idea was to make them small and electronic. 
The result of the company's efforts, the world's first elec- 
tronic desk-top calculator, can now be found in London's 
Science Museum. Since its introduction in 1963, over 200 mil- 
lion electronic calculators have been sold. 

The first calculators did their sums using individual trans- 
istors and diodes. By 1966, Sharp had begun substituting in- 
tegrated circuits consisting of hundreds and thousands of 
these components on a single chip. In 1970, the company 
built a factory to make its own chips. 


key technology needed for making calculators is the dis- 


| n addition to microchips that do the arithmetic, the other 
plays that show the arithmetic's results. Early displays 


Al were made up of individual light emitting diodes, but these 
‘|. have now given way to the more flexible (because thin and, 


like microchips, integrated) liquid crystal displays. 

Liquid crystals are most familiar as panels of black letters 
and figures on a greyish background. In this form, they have 
spread beyond calculators to a wide variety of other products 
including copiers, washing machines and electronic cameras 
.| (all of which, in addition to supplying the displays, Sharp also 
.| makes). 
«(d Such displays are now commonplace. But potentially the 
biggest market for liquid crystal displays — flat screens for 
¿| colour TV sets — has yet to happen. Thus far, most liquid 
|| crystal screens have been pocket-sized. The challenge now 
facing makers is to scale them up so that they can be hung on 
a wall and viewed from a distance. 

The manufacturing problems are formidable. Thanks to 


| more than 15 years’ experience with the technology, how- 
ever, Sharp seems to be getting them under control. In June, 


the company announced an extremely flat 27-mm (14-inch) 
liquid crystal colour screen with a resolution of more than 1.2 
million dots. 

Sharp is also one of the few companies in the world to 
have mastered another type of display technology, known as 
electroluminescence, and the only one to have put in into 
mass production. Such displays are popular in laptop compu- 
ters for their brightness. 

A fourth type of light-emitting component is the semicon- 
ductor laser. These are most often found in the pick-up heads 
of compact disc players. Sharp dominates the world market 
for the tiny lasers — supplying them, for example, to Philips 
(co-inventor of the compact disc) — with a share of more 
than 5096. 

In 1987, Sharp sold US$223 million of light-emitting 
diodes, liquid crystal and electroluminescent displays, 
semiconductor lasers and other electrically driven optical de- 
vices. This makes it the largest producer of optoelectronic 
components in the world. The Japanese market alone for 
these products already exceeds * 1 trillion (US$7.61 billion) 
and is growing rapidly, as the world moves away from sys- 


.] tems based on electronics to much faster — hence more pow- 
. erful, because able to carry vastly more information — ones 


based on light. 

Not surprisingly, Katsura says that his company has de- 
cided that optoelectronics is the key technology for its future. 
Although Sharp will continue to make consumer products, 
growth in the future will come, he believes, from three areas: 





office automation, information management and new com- | 
ponents, | 

The ability to develop new components, Katsura says, 
gives a company the basis for coming up with new p 
He cites the example of a speech synthesiser chip that Sharp 
has incorporated into a remote controller for a new video 
tape recorder. When the viewer wants to record a program- 
me, the synthesised voice asks him to key in the desired day, 
time and channel, then confirms his choice by repeating it out 
loud. 

The idea for the remote controller came from careful 
analysis and targeting of consumer needs (admit it — how 
often have you taped the wrong programme by mistake?). 
Another instance of targeting 1s Sharp's highly successful 
range of "businessware" products. 

The thinking behind them is that businessmen spend more 
and more time travelling, thus need more compact tools that 
can be used on the way to and from work, or in between ap- 
pointments. There are two key products in the range. One, 
which looks like a souped-up calculator, is actually intended 
as a replacement for bulky filofax-type personal organisers. 

In addition to the electronic organiser (Sharp's name) it- 
self, the company also sells a range of application cards thet 
can be plugged into it. In addition to the more obvious appl 
cations like personal telephone directories and sales managc- 
ment tools, these also include cards containing English-Ja- 
panese phrasebooks, baseball statistics, horoscopes and even 
song lyrics for use in karaoke bars. 

This product has proved very popular in Japan, selling 
more than 800,000 units (at a list price of Y20,000) since its | 
introduction last year. The other key product in the range isa 
Japanese-language wordprocessor that is compatible with 
the organiser. Introduced last month, it is the size of an A4 
page and weighs just 1.6 kg. 

Emphasis on product innovation and design coupled with 








| the fast pace of change in the consumer electronics market 
have helped Sharp stay in business despite the high yen and 
competition from the newly industrialised countries. In addi- 
tion, like most export-oriented Japanese companies, Sharp 
has also sent much of its production offshore. 

Exactly half of the company’s 56,000 employees work 
Overseas, many of them in its 13 manufacturing subsidiaries 
and affiliates. The first of these was established in Brazil in 
1972; the most recent, in Thailand last year. 

There has been criticism, especially from Europe, that Ja- 
panese firms set up production facilities offshore only to get 
, around anti-dumping regulations. Such plants, the critics 
. complain, merely do “screwdriver” assembly — components 
are sourced from Japan rather than locally. 

Katsura finds such criticism hard to understand. Although 
he concedes that components do often have to be sourced 
. from Japan in the initial stage of production, he points out 
that ultimately it does not make economic sense to use parts 
made by expensive Japanese labour, on top of which freight 
and insurance charges have to be added. 

"No matter how cheap your assembly costs are," he says, 
"if you have to use Japanese parts, then your total costs won't 
" > much lower." Thus, Katsura insists, “we want to source as 

any as possible of the components we use locally." To this 
end, the company works closely with local suppliers, helping 
them to deliver the tolerances and quality that it demands. 

This policy is good for Sharp and good for local industry. 
As proof of this, Katsura cites the fact that Sharp's three 
Malaysian factories account for 1.4% of Malaysia’s GNP. 

With its strengths spread internationally across a broad 
range of product areas, and a research effort which is both 
strong (6,000 engineers, 7% of sales) and well directed, 
Sharp looks favourably placed for the future. But the time 
has now come for the company to stop hiding its light under a 
bushel and look sharp about it. A 
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FRANCHISING 
In Osaka, do 
asthe 
 Osakans do 


By Rich Blumm in Osaka 
T years ago a man named Seiichi Suzuki 








started a service-oriented company in Osaka called 
| Duskin with a product that many thought would doom 
the enterprise to failure — a chemically treated dust cloth for 
rent. The fact that today Duskin is Japan's largest franchising 
conglomerate is proof enough that the sceptics failed to take 
into account that while Suzuki, like most Osaka business- 
men, may have had his head in the clouds, his feet were 
| firmly planted in a few blocks of central Osaka called Semba. 
| Semba, located in the heart of Osaka’s business district, 
| comprises the centre of the city’s all-important textile indus- 
| try. It is here, too, that the founders of many of the nation’s 
| leading companies (Sumitomo, Marubeni, C. Itoh, Mitsui, 
| to name a few) learned and practised the indigenous Osaka 
style of business known as Semba shoho. 
| Semba shoho (literally, the Semba way of business) is a 
| curious blend of finite attention to the bottom line and a dedi- 
| cation to the honour of both buyer and seller, bolstered by an _ 
| ample infusion of religion. | 
| Although Tokyo sophisticates tend to look at Osaka busi- _ 
nessmen as rude and loud, Osakans believe that their style of | 
doing business, Semba shoho, is not only very human- 
oriented, but also accounts for the fact that virtually all the 
major service industries of Japan, good or bad, got their start | 
in Osaka. Why? Because the traditional Osaka style of doing 
business thrives on person-to-person contact and a certain 
empathy between businessmen and client. As such, it is the 
ideal climate for the development of service industries of | 
which Duskin is a perfect example. 

When it came to marketing Duskin's first product, the 
rental dust cloth, Suzuki understood that Japanese house- - 
wives in the early 1960s were just beginning to realise that 
there was more to life then backbreaking housework. He 
convinced housewives that the chemically treated dust cloth 
would clean tatami mats much more efficiently and easily 
than a bucket of water and a rag. Then he want a step further 
and offered several hundred of them the opportunity to get 
out of the house and earn a little extra money by acting as 
rental agents. The idea was a hit and things took off. 

Just about this time, he heard about a system that was 
widely practised in American called franchising. Franchising 
appealed to his Semba instincts because it allowed for busi- 
ness expansion at minimal cost to the company while at the 
same time rewarding those in the field. Although franchising 
in itself was new to Japan, Osakans had a tradition that came 
pretty close to franchising known as noren we-ke or dividing 





um | of the shop curtain. Osaka merchants regularly took in ap- 










FAR EASTERN ECONOMIC REVIEW e. 18 AUGUST TB. 057 





prentices and when, after a certain period, those apprentices 
completed their studies, they were given the right to 
open their own business using the established name of the 
master. 

In the light of this, Suzuki, feeling that the Westernideaof | 
franchising could easily be embraced by the Japanese, 
adopted it for Duskin and began a revolution in the service’ 
industries of the country. Today, the lowly rental dust cloth 
has spawned a service industry with more than 40,000 em- 
ployees working at more than 2,500 franchises (called Ai-no- 
Mise stores) around the country. Its services have expand- | 









-ed enormously and include everything from dust control 

to cosmetics and clothing. And that is just a part of the 

“story. 
|. Duskin’s next great success was in another service sector: 
| the food-service industry. In 1970, Suzuki took a big risk 
4. when he purchased the franchise rights for Mister Donut 
| from an American company for a fee that was several times 
| the company's paid-in capital. By changing what in the US 
had been a blue-collar hangout into a middle-class family 
eatery, he turned Mister Donut into one of the three great 
franchise successes in Japan (the others are MacDonald's 
and Kentucky Fried Chicken). Today there are more than 
500 Mister Donut franchises around the country. 

Duskin continued to expand its services by tying up with 
Servicemaster and laying the groundwork for what would 
eventually be 480 franchises specialising in general cleaning 
services for homes and businesses. The Servicemaster rela- 
tions led the company into the fields of health-care manage- 
ment, factory management, pest-control services, and hospi- 
tal-catering services. 

When Suzuki set out to establish ties with Servicemaster 
he had two things in mind. One was, of course, to gain 
|. knowhow and expertise in fields that were all but unknown in 
|. Japan at that time (1976). The other was to become affiliated 
| with the company because of its strong religious ties. 

1  — Duskin, too, had been founded according to the strong re- 
| ligious belief of Suzuki, and even today most people at Dus- 
{kin will agree that the company's success is due to both its 


|. wide array of services and franchises as well as to its manage- 


E ment philosophy known as Prayerful Management. 





qo he concept is based on a mixture of Zen Buddhist and 

i Í Shinto beliefs and espouses an continuing harmony 
a and balance between solid spiritual values and good 
| business sense. Although Suzuki died in 1980, under his suc- 
|- cessor, Shigeharu Komei (born and bred in Semba), his 
| philosophy remains the cornerstone of the business. In fact, 
‘| so integral a part of the business is it, that every morning 
j|. company prayers, family prayers, and the company 
4 philosophy are chanted in unison at Duskin's offices and 


| shops throughout the country. 


jq Akiro Kojime, a member of the Duskin board of directors 
|. and the assistant to the president, feels that this dovetails 
‘| with the Semba idea of paying homage to the god of business, 
| Ebisu. "In spite of all the hard work and in spite of the well 
|: established noren or company name . . . despite everything 
there is a corner in the Osakan heart that looks for some sort 
of spiritual guidance. Osakans are not religious per se, but 
: they still have room for this. It is a very human way. 

"We at Duskin, though perhaps somewhat more spiritual- 
ly motivated than most Osakans, feel very close to this 
| Semba philosophy of looking for some guidance from 
above." 

For a company which made a shaky debut with a dust 
cloth some 25 years ago, Duskin has done phenomenally 
- well. Today it is a household name in Japan. Both its Ai-no- 

.Mise and Mister Donut operations continue to expand. Its 
ubiquitous service trucks bearing the legend "May I Help 
You?" are everywhere. It operates a chain of more than 100 
rental stores called United Rent-all as well as 50 uniform 
rental shops and 40 pest-control centres. Currently, it is man- 
aging more than 50 hospitals in the Tokyo area as well as a 
state-of-the-art Toyota plant, and a Fuji Xerox plant. 

It has brought to Japan versions of such unique American 
|. restaurants as Joe's of Miami, Studebaker's of Dallas, and 
4. will open Ed Debevic’s of Chicago this year and Fog City 
|. Diner of San Francisco next year. Today there are 22 Duskin 


A- service industries. By the end of the century, Duskin plans to 


|. add nearly 80 more. Ambitious, perhaps, but certainly con- 
|. ceivable for a company that has consistently nurtured its 
|. roots in Osaka's Semba while staying in tune with the times 


| of Japan. u 
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Sell those goods, 
sing those songs, 
fill those trains 


By Charles Smith in Osaka 


0 


saka companies are famous for blazing new trails, but 
the people who run them do not necessarily have to 
come from Osaka. One of the earliest cases of an out- 
sider descending on Japan's second-largest city to rev- 
olutionise traditional business thinking was that of Ichizo 
Kobayashi, founder of the Hankyu group. 

The € 1 trillion (US$7.61 billion) Hankyu railway and de- 
partment-store group has become a symbol of the rather 
staid Osaka business establishment in recent years, with it 
feet planted firmly on the ground in the fabulously valuabl 
Umeda district of the city where the site of the group's main 
store is reportedly worth ¥468 billion. 

In its younger days, though, Hankyu and its founder were 
the source of many of the ideas which have moulded Japan — 
or at least the modern Japanese urban environment. It is not 
too much to say — as Hankyu's executives frequently do say 
— that even Tokyo would be a very different place today if 
Kobayashi had not pioneered the idea that private railway 
companies can and should do more than just run railroads. 

Born in mountainous Yamanashi prefecture northwest of 
Tokyo in 1866 (two years before the end of the Edo era) 
Kobayashi was not originally a railway enthusiast. He en- 
tered Mitsui Bank, then the premier financial institution of 
Japan, after graduating from Tokyo's Keio University, but 
quickly decided that banking was too narrow. 

Kobayashi's move to Osaka and the railway business was 
prompted by advice from an older graduate of Keio who had 
become the bank's Osaka branch manager. It was a move 
into virgin territory in the sense that Kobayashi chose to 
build an operate a line running from the city's undeveloped 
northern suburbs , not along the heavily populated coastal 
strip where other private lines were operating. 

According to Tetsuya Somei, senior managing director c* 
Hankyu Department Stores, Kobayashi's first line, fror 
Umeda to the hot spring resort of Mino-o northwest of 
Osaka, was so little used that he launched an advertising 
campaign promising "empty trains." In order to fill the trains 
Kobayashi began building amusement parks, and eventually 
housing estates by buying up farm land along the track of his 
lines. The notion of combining real estate development with 
the operation of a private commuter railway is commonplace 
in Japan today but Hankyu executives claim that Kobayashi 
was the first man to grasp the complementary relationship 
between the two. 

In 1913, four years after the first train left Umeda for 
Mino-o, Kobayashi indulged a personal whim by founding a 
girls’ choir at Takarazuka, the site of popular hot spring re- 
sort and the terminus of one of his newly opened branch 
lines. This eventually evolved into the Takarazuka Revue, 
one of Osaka's most famous popular entertainments. The 
Takarazuka Revue stages western musicals and classical Ja- 
panese drama using all-female casts. 

In due course the company operating the Tokyo 
Takarazuka theatre expanded to become diversified film and 
entertainment company under the name of Toho Co. Toho, 
which continues to operate out of Tokyo, not Osaka, forms 
one of the main pillars of the Hankyu and Toho Group (the 
official name given to the conglomerate in group literature). 
Like the parent Hankyu Corp. in Osaka, Toho nowadays sits 
on some remarkably valuable real estate, consisting of 
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sites of cinemas, or former cinemas in downtown Tokyo. 

The third main arm of the Hankyu group, Hankyu De- 
partment Stores, grew out of another Kobayashi inspiration. 
At the time of Hankyu Corp.'s foundation in the first decade 
of the 20th century, most major Japanese department stores 
were updated or modernised versions of the old kimono 
stores which had done business in cities like Tokyo and 
Osaka since the 17th century. 

Kobayashi saw that private railway operators controlled a 
captive market of commuters which could be easily channel- 
led into department stores built alongside, or even on top of, 
commuter-terminus stations. His Hankyu Department 
Store, constructed over the company's main Umeda station 
in 1929 was the first of a new generation of stores which now 
includes those owned by the Tokyu and Seibu groups in 
Tokvo. 

Hankyu executives claim that the Tokyu group, founded 
by an ex-transport ministry official who was a close friend of 
Kobayashi, was modelled on a pattern originally worked out 
by Kobayashi rather than the other way about. The only 
major difference in the two group's development strategies 
according to Shomei lies in the Tokyu group's tendency to 

'k growth through mergers and acquisitions rather than 

iply through creation of new businesses. 

When Kobayashi died in 1957 after a career of nearly 40 
years as president or chairman of the 
group, Hankyu had become a pillar of the 
Kansai business establishment and one of 
the most powerful service conglomerates 
in Japan. The Umeda terminal, which 
sull constitutes the company's home 
base, has been the busiest urban rail ter- 
minal in Japan since the late 1930s with an 
estimated daily flow of 2.4 million pas- 
sengers through the main Hankvu line 
station, the rival Hanshin terminus a few 
hundred metres to the south and the 
Japan Railways' Osaka station next door. 

Hankyu’s Umeda store claims to at- 
tract about. 150,000 customers per day, 
making it Japan's third busiest (following 
the Seibu Ikebukuro store in northern 
Tokyo and Sogo Department Store's 
newly opened Yokohama store). The 
Sanbangai shopping arcade, fronting the 
department store, is another Osaka land- 
^rk. Built in 1961, the arcade has an im- 

sing entrance hall featuring a massive 
gothic vault complete with stained glass 
windows and  brass-plated columns. 
Baroque music played over a loudspeaker system gives the 
arcade a tone which is lacking from most similar establish- 
ments in Tokyo. 


ankyu executives recall that the group even held a 
dominant position in electric-power generation be- 
fore the Ministry of International Trade and Industry 
(Miti) started hiving off power generation to a series of 
specially created semi-public utilities in the early 1950s. 
Today Osaka gets its power from Kansai Electric Power, a 
private utility which forms one of a national network of nine 
similar companies operating under Miti's wing. But Kansai's 
top management includes a number of men who originally 
served in the Hankyu Corp.'s power-generating division. 
Hankyu's main problem in the 1980s appears to be that its 
position in Osaka is so strong that developments elsewhere 
(either in Japan or abroad) look relatively unattractive. The 
department store company claims an 20% share of depart- 
ment stores in the Kansai area, more than any comparable 
company boasts in Tokyo. Hankyu's Kansai market share 
could jump by another few percentage points in 1992 when it 
opens a new store on a 40,000-m2 site on the Kobe waterfront. 
But the company remains relatively weak in the Kanto 
area where the overall level of consumer spending is growing 
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much faster than in Kansai. This seems to be one reason why 
Hankyu Department Store's sales rose by a rather modest 
3.5% in 1987, considerably below the average for Tokyo- 
based department store companies. 

Hankyu took a first step to correct this situation three 
years ago when it opened a brand new store on the site of 
Nichegeki Theatre, a musical hall owned by the Toho film 
group in Tokyo’s downtown Yurakucho area. The 
Yurakucho store has been one of the group’s big successes in 
the past year, increasing sales by 16.7% in 1987. 

Hankyu's next move in the Tokyo area may be to build a 
store on Ariake Island, one of the blocks of reclaimed land in 
the Tokyo port area which is likely to become the focus of 
ambitious new urban-development programme. The com- 
pany also needs to expand outside Japan in order to keep 
pace with similar moves by Tokyo-based store groups, but 
Shomei says this will have to wait until domestic expansion 
plans have been completed. So far Hankyu has done little 
more than dabble in overseas investment, considering but re- 
jecting a plan to build a store in a satellite town in Hong- 
kong's New Territories. 

Hankyu Corp., the railway arm of the group, claims to 
carry about 750 million passengers a year, more than any 
other Osaka-based private commuter 
line, but the group's housing and travel- 
related businesses (as well as the core 
railway operation) are still largely con- 
fined to the Kansai region. Dependence 
on Kansai may become even greater over 
the next few vears, thanks to a group de- 
cision to take part in a massive new deve- 
lopment programme on the borders of 
Osaka and Kyoto prefectures provision- 
ally labelled the Osaka International Cul- 
tural Park (ICP). 

Similar in some respects to the better 
known Kansai Science City project (in 
which Hankvu is not a partner) the ICP 
will consist of "international cultural and 
research facilities" to be spread out over 
some 850 ha of hilly and heavily wooded 
land. 

Outside the Osaka region Hankyu 
Corp.'s main hopes for expansion rest on 
plans to build a chain of luxury hotels at 
various locations in western and southern 
Japan. Hankyu's existing hotel network 
focuses on business travellers, according 
to managing director Yasuo Ipponmatsu, rather than on the 
fast-growing luxury market. If the group moves into luxury 
hotels it will, for a change, be taking a leaf out of the Tokyu 
group's book. Tokyu already owns and operates two nation- 
wide hotel chains, one catering to economy class tourists and 
the other aimed at the luxury market. 

The other main challenge facing Hankyu appears to be to 
cash in more effectively on the group's size and diversity, by 
pooling information between the three main divisions. At the 
moment, says Ipponmatsu, the group is more of an alliance 
than a business empire. Different Hankyu companies are 
headed by descendants or relatives by marriage of the found- 
er, but the group has no clear “head” and meetings between 
group presidents are something of a formality. 

To start correcting this situation, Hankyu recently 
launched a group credit card which can be used to buy any of 
the many services provided by different Hankyu companies. 
Hankyu hopes that the convenience of card shopping will 
boost sales, but the real point of the scheme is to help the 
group collect and coordinate information about its own 
businesses. Once that has been done, Hankyu should be able 
to capitalise on the enormous reserves of experience it has 
built up as the leading services conglomerate in Japan's sec- 
ond-largest and wealthiest region. 
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FASHION 


New-look kimono 
brings praise 
and protests 


By Andrew Horvat in Kyoto 


nnovation is not a word that usually comes to the mind of 
l the average Japanese when the thinks of Kyoto. On the 

contrary, the name of the 1,200-year-old former Japanese 
capital is synonymous with a reverence for the past and a re- 
sistence to change. First-time visitors to the city’s geisha 
houses are still referred to pejoratively as “ichigen-sama” 
(Mr First-Seen), and outsiders still complain that it takes dec- 
ades if not generations to be accepted by neighbours. 

All the same, perhaps the most exciting trend in Japanese 
fashions in the past 10 years was started 
by a relatively small Kyoto kimono 
house. In 1978, the Shinso Ohashi Co. 
came out with a totally redesigned ver- 
sion of the Japanese national dress. In 
fact, the changes Shinso Ohashi fostered 
were so revolutionary that the company 
has been credited by Japanese fashion 
journalists with creating the “new 
kimono.” For emphasis, the word “new” 
is written in English, using “katakana,” 
the syllabary reserved for foreign words. 

Until Shinso Ohashi decided to re-en- 
gineer the kimono, traditional fashion 
was in a tailspin. From 1973, an all-time 

eak year, to 1978, the sales of informal 

imono fell from just under 1.6 million 
units a year, to about 900,000. During 
roughly the same period, the numbers of 
weavers and dyers of traditional fabrics 
used in Kimono declined by 50%. 

To make up for lost income. Kyoto’s 
kimono houses started emphasising 
higher-priced formal wear, but while 
such a strategy allowed the industry to 
maintain its income level, it marked the beginning of a vi- 
cious cycle: people stopped buying kimonos because they 
were too expensive and makers raised their prices in order to 
keep sales at previous year’s levels. Eventually kimonos be- 
came so expensive that parents began to ask their daughters 
before graduation to choose between a kimono or a trip to 
Europe; both cost about ¥1 million (US$8,000 at present ex- 
change rates). 

To the uninitiated, the new kimono does not look all that 
different from the old one but Shinso Ohashi's innovations 
have been enough to divide kimono-wearers into two hostile 
camps. The differences between orthodox and new can best 
be seen on some formal occasion such as New Year's Day 
when Japanese women still don national costume. Along 
stone steps leading to the country's shrines and temples, 
women in new kimono easily stand out. 

To begin with, the gown part of their kimono tends to be 
of earthy browns and greens, compared with the bright 
oranges and blues of orthodox designs. The obi, or broad 
sash which binds the kimono together above the waist, is 
narrower and more comfortable in the new kimono. 
Traditionalists demand unmarried young ladies from good 
families to show their correct upbringing by binding their 
obis tightly over their breasts. And as if to emphasise their 
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Traditional dress: change from Kyoto. 
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purity, such women are expected to have nothing but white 
trim around their collars. 

Shinso Ohashi ignored these sexist symbols which had 
made it difficult for many modern — women to feel 
comfortable in kimono. In fact, the bright collars and low 
obis which characterised the new line pioneered by Shinso 
Ohashi had been the trademark of prostitutes as recently as 
the 1920s. A Tokyo fashion designer. Shizuko Ono, 
suggested that it was these two bits of nostalgia which led to 
criticism of the new style. "Women of my mother's genera- 
tion are appalled," said Ono who owns a chain of boutiques. 
“To them the new kimono has a dirty image.” 

But Hiroko Wada, the designer Shinso Ohashi commis- 
sioned 10 years ago to launch the new kimono, replied that 
"what looks like smog to some is smoke to others." As for the 
toned-down colours of both obi and gown, these allowed Ja- 
panese women for the first time to coordinate their kimono in 
much the same way as they would choose different parts of a 
Western ensemble. Shinso Ohashi also broke a ae more 
taboos when it hired Wada. To begin with, Wada was one of 
very few women ever asked to design a kimono. What is 
more, Wada was from Tokyo and essentially remained there, 
commuting to Shinso Ohashi's Kyoto headquarters once « 
twice a month. 

But perhaps the most significant of Shinso Ohashi's inno- 
vations was its abandoning silk for 
polyester. By purposely bringing the 
kimono down-market, the company 
turned to large-volume sales, something 
the Kyoto-based traditional garment in- 
dustry had never done before. 

Tokiko Audergon, a Japanese 
kimono-enthusiast married to a Swiss 
businessman, said she initially resisted 
the idea of buying polyester kimono. “My 
first impression was that anything made 
of polyester had to look cheap,” she said 
during a visit to one of Shinso Ohashi's 
chain of boutiques. "But when I saw the 
designs I was sure they were made of silk. 
It was only later that I found out that I 
had been mistaken." 

Shinso Ohashi's boutiques also rep- 
resented a departure from traditional sales 
methods. Until the small kimono house 
opened its own chain of boutiques, the va- 
rious parts of the | 1-piece kimono ensem 
ble — includmgrobe, sash, undergarment 
split-toed socks, and sandals — had to be 
bought at different specialty shops. Even 
department stores insisted on selling kimono made to order, 
though all traditional clothing in Japan comes in one size. 

It would be an exaggeration to say that the new kimono has 
been an unqualified success. The size of the market is still 
small — about US$170 million a year last year. Shinso 
Ohashi's share is about 5% . Some 80% of the company's pro- 
fits come from the manufacture of obis for orthodox kimono. 

But as Shinso Ohashi's executive vice-president, Shigeru 
Nagata explained: "At first we were seen as somewhat 
strange, but then everyone jumped on the bandwagon." 
Nagata estimated that there are now as many as 80 com- 
panies, mostly from Kyoto, imitating the new concept of in- 
expensive, practical kimono made to suit a new generation of 
women with Western tastes. 

But sources in the Kyoto kimono industry stress that the 
ideas which Shinso Ohashi introduced have done more than 
just create a market for the polyester kimono. Traditional 
makers are now turning out in expensive silks earthy brown 
and green kimono, clearly imitative of the style pioneered by 
Shinso Ohashi. After a decade of steady decline sales of for- 
mal kimono have begun to increase — and that means a lot 
for Kyoto, where almost every company capitalised at more 
than US$80 million is in some way connected to the tradi- 
tional garment trade. oO 
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ARTS & SOCIETY SOVIET ASIA 


A planner’s dream, but it 
is not the whole story 


By Sophie Quinn-Judge in Tashkent 


W atered by the snow-fed Chirchik 
river which flows down from the 
Tien Shan mountains, Tashkent is green 
and shaded in the summer’s searing 
heat. Tashkent has all the makings of an 
urban planner’s dream: a metro system 
with marble halls and chandeliers, spa- 
cious parks where irrigation ditches en- 
sure fresh, blooming roses, and new 
earthquake-proof apartment complexes 
rising around the city centre. 
hat is more, a colourful mixture of 
peor — Uzbeks, Tadzhiks, Russians, 
oreans, Jews, and Crimean Tatars — 
live here in apparent harmony. This is 
the picture of Soviet brotherhood that 
Kremlin leaders have beguiled them- 
selves with, until recently. The integrat- 
ing force of old-style Soviet develop- 
ment has clearly been overstated in the 
pe, Today, an increasingly educated, 
ussian-speaking intelligentsia has 
begun to express doubts about the be- 
nefits of modernisation. 

Since the Brezhnev system of fief- 
doms in the republics began to break 
down, the underlying problems of Uz- 
bekistan and its capital have been 
thrusting themselves into the public 
eye. A resurgence of regional 
nationalism, increasingly evident 
throughout the Soviet Union, has also 
come to Uzbekistan. The most visible 
signs of this revival are religious ones, 
with the republics’ Muslims becoming 
more insistent on expressing the link be- 
tween faith and culture. 

Another aspect of the breakdown of 
control of the republics has been the 
corruption issue, a long-running scandal 
which has kept a Soviet investigative 
team on its feet for the past five years 
and promises to stay in the news as links 
between bosses of local protection rac- 
kets and the Moscow crime world are 
uncovered. Leonid Brezhnev's son-in- 
law, Yury Churbanov, a former first 
cod pre minister of the Ministry of Inter- 
nal Affairs, has been implicated in the 
unfolding scandal, as have other senior 
p officials. The publicity of what has 

ecome known as the Uzbek Affair has 
disturbed many here. "It was not just 
Uzbeks who were involved," said Naim 
Gaibov, the head of the local news- 
agency Uztag. 

The discovery of massive hoards 
of money and gold have also elicited 
cynicism about the party. "Why did 
they need so much, why golden busts 
of themselves," one asked. "After all, 
they were party members. All they 
had to do was snap their fingers and 
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they could have what they wanted." 


Sharaf Rashidov, who had been Uz- 
bekistan's first secretary for many years 
and was considered to be a Brezhnev 
crony, clearly liked to do things in a big 
way. The Tashkent he revived after à 
destructive earthquake in 1966 is one of 
vast spaces and large-scale buildings. 
Lenin Square with its gigantic statue 


dwarfs the human figure in much the 


same way Red Square does. But not all 
of Rashidov's plans (he died in 1983 and 
has been under investigation for corrup- 
tion charges posthumously) came to 
fruition — the tomb-like monolith of 
the Russian Drama Theatre at one dis- 
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Soldiers return from Afghanistan: divided loyalties. 


tant end of the square remains un- 
finished, seven years after construction 
began. 

Despite Tashkent’s attractions, the 
average Uzbek apparently does not 
long to live there. Uzbekistan, which 
has a population of 19 million of which 
about 42% are in urban areas, has not 
experienced the rapid de-population of 
the countryside from which the Soviet 
federation suffers. "Uzbeks like to live 
in a one-storey house with a courtyard 
where they can grow grapes," one Rus- 
sian explained. Over the years there 
have been frequent discussions in the 
Soviet press of the difficulty in persuad- 
ing the growing population of Central 
Asia to move to labour-deficit areas. To 
the frustration. of planners, Central 
Asians are also reluctant to move 
cities in their own republics to take i 
dustrial jobs. 

Private plots in Uzbekistan are some 
of the most productive in the Soviet 
Union and the Uz- 


beks' large families 
fare better on the land 
than they could in an 
urban area, where 
housing is limited. 
For writer Timur 
Pulatov, the coun- 


tryside also represents 
a link with tradition. 
“More trust and purity 
remain in the coun- 
tryside .. . I am against 
the integration of 
town and country,” 
he said in an inter- 
view. Although he re- 
jects the classification, 
his outlook is reminis- 
cent of the Russi 





All the gold in the waters 


otton has long been called Tash- 

kent’s white gold. In recent years, 
though, the cotton monoculture has 
come to be seen as a bane as well as a 
boon. The real gold of Central Asia is, 
without doubt, its water — the rivers 
Syr Darya and Amu Darya, which have 
fed oasis cultures on their way to the 
Aral Sea since antiquity. Traditionally, 
the village irrigation official or mirob, 
who controlled the distribution of 
water, was one of the most important 
government officials in this part of the 
world. 

Now, after years of expanding irri- 
gation and cotton production, the Aral 
Sea is turning into a salty marshland, 
and, in some areas the water line has re- 
ceded by 90 km. So much water has 
been taken from the Syr Darya that for 


most of the past decade none of its flow 
reached the sea. The Amu Darya, which 
for part of its length forms the border 
between Uzbekistan and Afghanistan, 
loses most of its water to irrigation; 1.5 
million ha of land in its delta have 
turned into desert. 

The fish which once supported thriv- 
ing communities along the sea are gone 
and the water that reaches the Aral is 
polluted with defoliants, pesticides and 
chemical fertilisers, not to mention in- 
dustrial waste. Extensive use of chemi- 
cals in cotton production, especially de- 
foliants, also affects the women and 
children who do most of the picking. 
Medical personnel are becoming aware 
of the link between high infant mortal- 
ity in Uzbekistan and the poisoned envi- 
ronment that cotton workers live in. 
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“village writers” who see modern urban 
development as a source of moral 
decay. 

The ability of the Uzbek population 
to survive outside the state sector is 
another subject of incessant press com- 
mentary. “Only 32.9% of the working 
population in the republic are work- 
ing,” Pravda reported in February, 
with a hint of indignation. What this 
means is that only this small percent- 
age is engaged in what was until very 
recently known as “socially useful la- 
bour." Much of this figure can be ac- 
counted for by women who work around 
the home. 

A new law on cooperatives may 
bring many of those existing in the un- 
derground (outside state sector) econ- 
omy into the legal Soviet workforce. 
The Supreme Soviet, the Soviet Union's 
highest legislative body, rejected a pro- 

al to increase tax rates, and this will 

st likely strengthen the incentive to 
jo. cooperatives. Gaibov thinks that 
many cooperatives will soon be formed 
in light agriculture and industry. The 
government is also planning to move 
some light industry to the heavily popu- 
lated countryside. 


M odern industry and agriculture are 
still the pride of Soviet Uzbekistan. 
The official view here is that economic 
development has brought healthy cul- 
tural influences to what was not long 
ago a feudal society. Until the 1920s, 
Uzbek women were veiled and lived in 
seclusion. Some observers, though, be- 
lieve the cotton industry is responsible 
for as many social ills as the vestiges of 
the feudal past. Women, who do most 
of the low-paid picking, have become 
slaves to the all-powerful plan. In some 
districts, they work from spring through 
the summer without any days off. 

In 1987, 270 women burned them- 
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selves to death in Uzbekistan — inci- 
dents which the Russian-language press 
ascribed to pressures arising from the 
backward influence of Islam. But au- 
thor Adil Yakubov points out in 
Literaturnaya Gazeta that the over- 
whelming majority of women who took 
their lives this way worked in the cotton 
industry. “We have had enough of as- 
cribing everything to the shadow of the 
past — the present has begun to cast its 
own shadow . . ." he said. 

Despite years of atheist propaganda 
in the Soviet Union, there are few signs 
that Islam has become a relic of the past. 
Soviet Muslim believers number around 
35-40 million, says Yusufkhan Shakir, 
deputy chairman of the Muslim Religi- 
ous Board for Central Asia and 
Kazakhstan. His figure is based on the 
assumption that most members of tradi- 





The enormity of the 
ecological crisis in the 
Aral basin is only now, in 
this era of glasnost, start- 
ing to sink into the con- 
sciousness of planners and 
local people. The drying 
up of the Aral Sea could 
change the way of life of 
all of Central Asia, says 
Uzbek author Timur Pu- 
latov. Its moisture has 
been a barrier against de- 
sertification; as it recedes 
caustic salts from its dry 
bottom are blown off, 
posing another threat to  agricul- 
ture. 

The rapid expansion of cultivation 
and irrigation was “the greatest mis- 
take of the period of stagnation," Uzbek 
scientist Pulat Habibullaev told jour- 
nalists in Moscow recently. In the early 
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1960s, plans were made to 
double cotton and rice pro- 
duction in the Aral basin, 
by increasing the con- 
sumption of irrigation 
water from 40 km? to 70 
km? a year. In fact, up to 
90 km of water is now used 
annually, but the doubling 
of the cultivated area was 
never achieved. 

Scientists say that 45 
km? of water must flow 
into the Aral Sea yearly to 
maintain even its present 
level. But Uzbek leaders 


predict that only 20 km? will be availa- 
ble within two or three years. The cen- 
tral government has agreed not to ex- 
pand the acreage under cotton. The 
days of constantly increasing plan 
targets seem to be over. 


— Sophie Quinn-Judge 


tionally Islamic ethnic groups 
have not renounced reli- 
gion. 

Shakir believes that Soviet 
Muslims will not be affected 
by extremist propaganda 
seeping over the southern bor- 
ders from Afghanistan and 
Iran. “Soviet Muslims have 
found their own true path,” he 
said in an interview. “Our cul- 
ture is at a higher level now. 
What people used to fear, 
they no longer fear.” The 
Soviet press, however, has 
often reflected official con- 
cern over the spreading influ- 
ence of Islam. 

The possibility of fun- 
damentalist Muslims taking 
over Afghanistan can only 
sharpen this concern. Writing 
in 1987, political commen- 
tator Igor Belyayev accused 
Washington of planning what 
he called a Muslim bomb in 
Soviet Central Asia by using Radio Lib- 
erty and Radio Free Europe broadcasts. 
Belyayev claimed that US former na- 
tional security adviser Zbigniew Brze- 
zinski had wanted to “take advantage of 
the fact that Islam is in an increasingly 
acute conflict with the Soviet Union's 
allies." The press in Central Asia has 
also shown annoyance with the amount 
of religious material sent to Soviet rela- 
tives by Azeris and Turkmens on the 
Iranian side of the border. 

The changing Soviet approach to 
Christianity, however, may force the 
leadership to adopt a more relaxed at- 
titude towards Muslims. The extrava- 
gant but deeply felt celebrations of the 
Christianisation of Kiev 1,000 years ago 
have reflected the growing recognition 
of religion as a. key element of Soviet 
culture. It may be only a matter of time 
before a similar role must be conceded 
to other religions, if only to keep the lid 
on ethnic tensions. Konstantine Khar- 
chev, head of the All-Union Council for 
Religious Affairs, wrote recently that 
any believer has the right to teach his 
children religion at home, or to invite 
someone qualified to do so. The law on 
religious services is now being re- 
examined, and, according to Shakir, 
this will be for the better. Whether the 
new law will bring a more sophisticated 
approach to so-called atheistic educa- 
tion is difficult to say, though. 

Judging by statistics alone, Muslims 
in the Soviet Union are not faring very 
well. There is only one madrassah (re- 
ligious school) in the city of Bukhara in 
Uzbekistan with 80 students from all 
over Central Asia. The higher level 
Imam al-Bukhari Islamic Institute in 
Tashkent has 50 students, while there 
are only 10 students abroad. There are 
365 registered mosques in the entire 
country, around 1% of the pre-revolu- 
tionary total for a population that 
has grown dramatically. No more than 
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25 Muslims are permit- 
ted to make the annual haj 
to Mecca. But these num- 
bers do not tell the whole 
story. 

"Parallel" mosques, which 
are not registered with the gov- 
ernment, have multiplied and 
Islamic rites, funerals and pil- 
grimages have remained an im- 
portant part of the local cul- 
tures. The official rejection of 
any role for Islam in modern 
Central Asia seems to have 
created a double standard. Of- 
ficially, party members are all 
atheists committed to wiping 
out what are usually referred to 
as "survivals from the past." In 
practice, many seem to be be- 
lievers; for example, the former 
teacher in the Issyk-Kul region 
of Kirgiziya was criticised in the 
newspaper Socialist Industry 
for conducting religious rites. 

A heavy-handed response to cases of 
divided loyalties, as the state sees them, 
appears to have been the name of the 
game here. These cases are usually attri- 
buted to omissions in atheistic educa- 
tion. "Passivity and complacency in re- 
cent years have created among many 
communists the illusion that religion is 
in some sense harmless," a commen- 
tator said last July. "As a result, self- 
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styled clergymen have reared their 
heads, the observance of religious rites 
has increased, and the influence of the 
clergy upon youth has strengthened.” 
The press has also concentrated on 
what they call backward and harmful 
survivals of local customs, attributed to 
Islam, such as the custom of kalym or 
the paying of a bride price. The fact that 
anthropologists would classify this as a 


arua Wonguim of boomerang, the traditional wooden throwing weapon. 


"Gowrtesy of the Victorian Aboriginal Cultural Heritage Trust. 
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tribal rather than a religious 
custom has not deterred any- 
one from voicing criticism. To 
date, convenient anti-religious 
propaganda has been preferred 
to thorough sociological studies 
of these problems. But, ac- 
cording to the head of the Uz- 
bekistan Writers’ Union, Adil 
Yakubov, most Uzbeks do 
not agree with attempts to 
"blacken Islam as a bad reli- 
gion.” 

Despite what is perceived as 
the threat which the Muslim 
umma or community of believ- 
ers poses to Soviet unity, there 
have been calls for more toler- 
ance. Belyayev, for one, has 
suggested that parallel mos- 
ques be legalised, while writer 
Timur Pulatov has called for 
greater competence in ideo' 
gical matters, including mx 
sensitivity to local tradition. 
The Jadidi, a group of Muslim re- 
formers of the early 20th century de- 
nounced as bourgeois nationalists in 
Josef Stalin's day, is being studied. 
Greater official openness to modernist 
Islam may lessen the attractions of 
the self-styled mullahs (religious 
preachers), but changing mainstream 
Soviet perceptions of Islam could be a 
very drawn-out process. Oo 
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Why the going is looking 
good for new magazine 


By Steve Proctor in Hongkong 
A: the Hongkong Government wrings 
its hands over almost daily influxes 
of bedraggled Vietnamese, human traf- 
fic in different directions is also causing 
concern — these are Hongkong's so- 
called yacht people, the go-getters 
who are getting going. They are not 
fleeing from persecution or privation, 
but from the spectre of 1997 — the date 
when Hongkong reverts to Chinese 
sovereignty. Now they have their own 
bible, or so the publishers hope, in the 
form of a monthly magazine called The 
F. migrant. 

"We are capitalising on the brain 
...din just like doctors capitalise on dis- 
eases,” said publications director Richard 
Day. The bilingual magazine, launched 
on 8 August at a cost of HK$10 million 
(US$1.28 million), is aiming at a circula- 
tion of 30,000 and has already enlisted 


6,000 subscribers out of a target of 


10,000. It seems somewhat defensive 
about its very existence with the curious 
apologia: “This magazine neither advo- 
cates nor discourages emigration. Its 
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purpose is to offer infor- 
mation on the subject so 
that people can make 
their own choice.” 

Its debut issue — 


ments from banks, air- 
lines, emigration consul- 
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wide range of subjects. 
Features include a survey 
on property prices in Syd- 
ney, Toronto and Van- 
couver; the cost of hiring 
an education consultant 
in the US; a do-it-yourself 
guide for those seeking Canadian 
citizenship, and a report on buying and 
maintaining a car in Australia. 

On a more whimsical note, the 
magazine introduces its readers to the 
supposed delights of the Australian 
meat pie. Even a migrant desperate for 
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ersatz assimilation might balk at such 
culinary temptation after a glance at the 
five faintly disgusting photographs that 
illustrate the article. 

The Emigrant’s sweep is as deep as it 
is broad, and a back-up service offers 
readers further information on featured 
articles and advertisements. It is pub- 
lished by Media Produc- 
tions, a Cayman Islands 
company associated with 
Trade Media, owner of 
the Asian Sources group 
of trade journals. 

Day said a future issue 
would explore attractive 
destinations other than 
the current favourites of 
Toronto and Sydney, in- 
cluding New Zealand, 
Singapore, Taiwan and 
even Mauritius. Another 
area to be tackled is 
the subject of “quickie” 
passports, from those 
countries where straight 
cash does most of the 
talking. 

Day might be reluctant to leave too 
many copies of The Emigrant lying 
around his own office: an internal sur- 
vey of his company, which has a staff of 
700, showed that 60% of data-process- 
ing staff and a third of top management 
planned to leave Hongkong. oO 


d 


























CHINA 








Behind the closed shutters 


The Dragon’s Teeth: Inside the PLA by John Robert Young. Hutchinson, Lon- 


don. £16.95 (US$28.97). 


recent mini-boom in books on 

China's defence establishment has 
thrust this once-reclusive subject into 
the limelight. More than half a dozen 
have emerged in the past year, a dizzy 
number when compared with the odd 
publication that usually rolled off the 
press every couple of years in the past. 
Some were put out to coincide with the 
People's Liberation Army's 60th birth- 
day on 1 August 1987. 

From dense academic works to 
flashy picture portfolios, the Chinese 
army has emerged from the shadows, or 
so it seems. One book from this out- 
burst of energy is John Robert Young's 
The Dragon's Teeth. 

The book is the result of a tour of 
PLA facilities by Young in June 1986. 
The blurb promises much. Young is de- 
scribed as "the first Western photojour- 
nalist to be invited to record day-to-day 
life within the PLA" with “unpre- 
cedented access the most com- 


prehensive and original picture 
documentary of the life of a modern 
Chinese fighter.” 

What is actually contained between 


the covers is an account of a disappoint- | 
ing trip. Young visited bases already | 


visited by other foreigners, and also 


photographed: the teaching academy | 


for top army commanders in Peking, a 
sports training camp, a military brass 
band, an infantry and tank division, a 
fighter-bomber base and a naval survey 
ship. 


He was not allowed, however, any- 


where near those places covered by | 
Chinese journalists and photographers |& V 
PLA soldier: enigmatic army. 


who have published more revealing 
glimpses of Chinese military life for 
both Chinese and Western readers. 

A particular failing of the book — 
due to Young's restricted 
facilities — is its reliance on the text. 
This may have been a plus to comple- 
ment the photographs had it been writ- 





JIM BEAM 


The worlds 


best selling 
bourbon. 


UET 


b b ^m 1 
4e tec 
k OS >. 





tour of 











M 





| ten by someone with more knowledge 


and insight of the subject matter than 
Young. But as the author readily admits 
in the preface, he is "neither a Sinologist 
or a military expert." Claiming to be 
documentary, unsubstantiated assess- 
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ments and conclusions are intertwined 
with observations. 

Many of Young’s comments reflect 
those of someone who is as much over- 
awed by the idea of being allowed in to 
see Chinese soldiers as he is by seeing 
them. The text also reveals a mighty 
ignorance of China, made more acute 
by stereotyped images that blunt many 
an observation. For example, on his 
first-ever trip on a Chinese train: “Even 
in this egalitarian society, there are 
four classes of accommodation: soft 
and hard sleepers and soft and hard 
seats. It would be doubtful if any other 
ticket would be sold to a visitor.” If 
he had more time to observe the coun- 
try, rather than a rushed month, his 
judgments may have become more re- 
fined. 

The book shows only a very narrow 
and shallow view of'life inside the PLA. 

cause he cannot speak Chinese, and 

his conversations were through offi- 
cial Ministry of National Defence trans- 
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lators adept at revealing little, he was 
given a very one-sided account of the 
life of Chinese soldiers, though he does 
acknowledge this. 

The PLA has long been an enigma to 
outside observers. But now, in their 
need for access to foreign ideas and out- 
looks, Chinese military institutions 
have begun to open their doors to 
academics, journalists and other non- 
officials. The process is still in its in- 
fancy, and what is reflected tends to be 
fairly restrictive, as Young found out. 
But it is better than when the shutters 
were closed. 

Young is only among the first of the 
many who will be permitted to tour the 
PLA's inner world — an Australian film 
crew is preparing a similar excursion 
soon. Therefore, Young’s book is likely 
to be quickly superseded by more 
revealing and better researched efforts. 
And then perhaps, will we know more 
about what makes this creaking military 
machine tick. — Tai Ming Cheung 
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_..inese People's Volunteers off to flight in Korea. 


A conflict of opinion 


Enter the Dragon: China’s Undeclared War Against the US in Korea, 1950-51 


by Russell Spurr. Newmarket Press, New York. 


n the sweltering afternoon of 6 

August 1950, a green Chevrolet 
swung beneath the Pavilion of the Frag- 
rant Concubine in Peking’s Imperial 
Palace and, nearly breaking its suspen- 
sion on the road surface, made for the 
Hall of Longevity. 

The uncomfortable occupants of the 
chauffeur-driven car were Maj.-Gen. 
Peng Dehuai, 52, the second-in-com- 
mand in China’s military hierarchy, and 
his dapper aide Maj. Han Liqun. 

Inside the Hall of Longevity, Chair- 
man Mao Zedong was throwing a tan- 
trum. Rushing over to the new arrivals 
and pointing at the PLA's master 
strategist Gen. Ye Jianying, the trucu- 
lent Mao said: “Old Peng, tell him he’s 
wrong." Ye was unshakable: "I say 





we'll need four months to move a size- 
able army into Korea: the chairman 
thinks we can do it in three weeks." 

The next day the PLA's chief of staff 
brought a conference of senior officers 
up to date on the latest war news: six 
weeks after the northern half of Korea 
had been attacked by the South, he said, 
the Americans and their "puppets" 
were holed up in the southern port of 
Pusan. This version of the outbreak of 
hostilities is held in Peking to this day. 

Russell Spurr, a superb story-teller 
who had been a journalist for many 
years and covered the last 14 months of 
the Korean War for the London Daily 
Express, spent five years reconstructing 
the Chinese version of the Korean War. 
The result is Enter the Dragon, an ac- 
count of the Chinese involvement but- 
tressed by Spurr's extensive research 
and a new-found candour on the part of 
the Chinese. Enter the Dragon repeats 
the skilful research Spurr demonstrated 
in his first book, A Glorious Way to Die, 


$$22.95. 


the tale of how the Japanese battleship 
Yamato sailed out of Japan’s Inland Sea 
to certain destruction in the dying days 
of World War II. 

Spurr was told by one Chinese 
friend; “China was conned into a costly 
struggle for which we got little thanks.” 
Spurr writes: “Such views have not yet 
surfaced officially — not while North 
Korea's durable dictator, Kim Il Sung, 
continues to pliy off Peking against 
Moscow — but this underlying disillu- 
sionment, or perhaps simply a new- 
found urge to put the Chinese viewpoint 
forward, proved helpful." 

Looking back at the Korean War and 
the severing of the peninsula that re- 
sulted has become a favourite pastime 
of many in South Korea. Spurr's book 
offers another perspective — that of 
China. Armed with documents and 
first-hand battlefield tales from staff 
officers, shock group survivors and even 
a school teacher who happened to have 
been at one of the Chinese People's 
Volunteers (CPV) crossing points, 
Spurr has produced a vivid, sawdust- 
level history of a war in which the CPV 
lost 450,000 men (according to the best 
Western estimates; others say 900,000), 
mostly from cold rather than gunshot 
wounds, while another 1.5 million Ko- 
reans were killed. 

Spurr traces how the Chinese 
reacted, from the moment news travel- 
led to Peking that US Army garrison 
troops had rushed in from Japan and 
joined those already stationed in South 

orea. 

The CPV had no artillery, no trans- 
port and no aircraft. Their signalling 
was almost entirely carried out by lamp 
and flag; they never used roads, they 
moved at night and fed and slept by day 
under tarpaulins. The commander of 
the UN multi-national force, Gen. 
Douglas MacArthur, could not believe 
the Chinese would cross the Yalu River 
and enter the war, despite ever-increas- 
ing reports of attacks by gong-beating, 
bugle-blowing men who, if taken alive, 
said bluntly they were PLA regulars. 

MacArthur's brilliant left hook with 
the seaborne landing at Inchon had 
caused the Chinese to declare their 
hand: soon they were in Korea in the 
hundreds of thousands, sending UN and 
South Korean troops belting backwards 
again. In one disastrous afternoon, the 
US Army 2nd Division suffered almost 
3,000 casualties, half their artillery and 
most of their transport. Shortly after- 
wards, the feeble US ground command- 
er was killed and it fell to the para- 
trooper Gen. Matthew Ridgeway to re- 
deem the honour of the US on the 
battlefield. President Harry Truman fi- 
nally fired MacArthur. — Donald Wise 
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BUSINESS AFFAIRS MERGERS 


Japanese securities firms join the US acquisitions business 


A taste for takeovers 


By Charles Smith in Tokyo 
J apan’s big securities houses are pre- 
paring to move into the New York- 
based merger and acquisitions market 
in the wake of a remarkable increase, 
during the past two years, jn "friendly" 
acquisitions of US companies by the A 
panese. 

The houses calculate that Japanese 
manufacturers will progress from the 
takeover of unlisted companies or the 
negotiated purchase of single divisions 
of larger companies to public and even 
contested takeover bids. 

The dominance of the acquisitions 
business by the US investment banking 
industry means that even the largest Ja- 
panese companies would have to be 
content with a subsidiary role in such 
bids. But Senichi Murasaki, a manager 
in the merger and acquisitions depart- 
ment of Yamaichi Securities, believes 
this could change rapidly. Japan could 
hold an “extremely influential position” 
in the world market for mergers and ac- 
quisitions by the mid-1990s, perhaps as 
strong as the position it now holds in 
the Euromarkets, Murasaki told the 
REVIEW. 

None of the Big Four has so far been 
involved in a contested takeover bid in 


COMMODITIES 


M AND A TAKES OFF 


(Number of Japanese acquisitions 
of foreign companies) 





the US on behalf of a Japanese client. 
But two of them announced plans in late 
July which were evidently designed to 
give them a foothold in the takeover 
business. 

Nomura Securities has agreed to buy 
a 20% stake for US$100 million in Was- 
serstein, Perella and Co., an investment 
bank specialising in leveraged buyouts 
which was formed in February 1988 by 
two former executives of First Boston 
Corp Yamaichi, smallest of the Big 


Complementary futures 


Malaysia takes another step towards international trading 


By Nick Seaward in Kuala Lumpur 


Dex Kuala Lumpur Commodity Ex- 
change (KLCE) launched a cocoa 
futures contract on 8 August. The con- 
tract is the first to be offered by a cocoa- 
WES country and completes the 

LCE's coverage of Malaysia's major 
primary commodities. Other contracts 
offered by the exchange cover crude 
palm oil, rubber and tin. 

Opening the trading, Primary Indus- 
tries Minister Datuk Lim Kheng Yaik 
said the new contract would “comple- 
ment rather than compete with" the 
existing cocoa futures markets in New 
York, London and Paris, because trad- 
ing hours had been geared to fill the 
gaps left by the different time zones in 
those countries. 

Nevertheless, Malaysia hopes to 
capture a large share of the market and 
has denominated its contract in US dol- 
lars. "We have got to play to the tune of 
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the international traders,” Lim said. 
“US dollars will attract them here.” 

Volume on the first day was en- 
couraging. Turnover was 388 lots of 10 
tonnes each, with most of the activity 
centred on December 1988 and January 
1989 delivery. Prices for those months 
were about US$10a tonne lower than the 
US$1,315 fixing for September delivery 
— aclear indication that the predictions 
of a world glut in the 1988-89 growing 
season are being taken seriously. 

Trading on the KLCE is in two ses- 
sions — from 11:15 a.m. to 12 noon and 
from 4 p.m. to 7 p.m. The first session is 
the only trading opportunity worldwide 
during a 13-hour period, while the sec- 
ond session overlaps with the London 
Futures and Options Exchange (FOX), 
thereby offering arbitrage oppor- 
tunities, as the FOX contract is denomi- 
nated in sterling. 


Four, is investing US$100 million in a 
leveraged buyout partnership fund set 
up by Lodestar Inc., another new New 
ork—based acquisitions specialist. 

Yamaichi’s 25% share in the Lodes- 
tar fund entitles it to a say in manage- 
ment, said Murasaki. Nomura will not 
be involved in day-to-day management 
of Wasserstein, Perella but expects to 
gain experience which could later en- 
able it to play an independent role in the 
US market. Both companies will pc 
executives to New York to wo 
alongside US specialists in preparation 
for eventually launching their own oper- 
ations. 


N ikko Securities, the third-largest Ja- 
panese securities firm, announced in 
October 1987 that it was investing 
US$100 million in a fund set up by the 
New York-based Blackstone group to 
seek merger opportunities. Of the Big 
Four, only Daiwa Securities has yet to 
announce a move into the area. 
Japanese securities firms may face 
strong competition from city banks in 
their bid to finance and manage cross- 
border acquisitions by Japanese com- 
panies. City banks offer a wider service 





Lim said the provision of a locally av- 
ailable cocoa futures contract had long 
been overdue. Production of cocoa in 
the Asia-Pacific region now accoun 
for about 15% of the world total of son 
2 million tonnes a year. Production in 
Malaysia alone has increased from 
16,700 tonnes in 1977 to 185,000 tonnes 
last year and it is now the world’s third 
most important producer after Ivory 
Coast and Brazil. 

The decision to denominate the con- 
tract in US dollars was made with the re- 
gional sellers as much in mind as the 
traditional buyers in Europe and North 
America. Currently, Asian traders base 
their prices on the London Cocoa Ter- 
minal Market, after adjusting for 
freight, origin discounts and interest. 

Beans from Indonesia, Thailand, 
Philippines and Papua New Guinea can 
be tendered, in addition to those from 
Malaysia. Cocoa delivered from these 
countries to the KLCE’s approved 
bonded warehouses in Tawau, Pasir 
Gudang and Port Klang will not be sub- 
ject to import duty. 

This emphasis on gearing the con- 
tract to the international market is a 
continuation of a trend established with 
the KLCE’s new tin contract, launched 
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to clients than securities companies and 
are more interested in monitoring the 
results of an acquisition once a deal has 
been signed. 

Some banks’ offering of free advice 
on acquisitions is another reason why 
banks may have an edge — all securities 
companies expect to be paid for their 
advice. However, the size of the mar- 
ket, and the rate at which it has grown 
over the past two years, means that 
there should be room for everybody. 

Figures published by Yamaichi show 
the number of overseas mergers and ac- 
quisitions in which Japanese companies 
have been engaged increased five-fold 
between 1984 and 1987. Details of the 
average size of mergers are harder to 
come by, but one source (not in a Japan- 
ese securities company) suggested to 
the REVIEW that a typical deal by a 
major company now costs hundreds of 

illions of US dollars, compared with 
ns of millions as recently as two years 


ago. 
Acquisitions costing more than 
US$1 billion were unknown until the 


mid-1980s, but in the past 18 months 
there have been three — the acquisition 
Dy Aoki Construction of the Westin 

otels division of United Airlines for 
US$1.3 billion, Sony Corp.’s purchase 
of the record division of CBS Inc. for 
US$2 billion, and Bridgestone's US$2.6 
billion purchase of Firestone Tire and 
Rubber Co. 

Japanese enthusiasm for cross-bor- 
der mergers reflects the sense of crisis 
about the country’s export prospects 
which set in after the appreciation of the 
yen in 1986-87, according to Akio 


in October last year. The tin contract 
was the first on the exchange to be de- 
nominated in US dollars and required 
‘e establishment of an elaborate set of 

M pr to permit separate 
entry and settlement of parallel US dol- 
lar bank accounts by members. 

It looks as if other contracts now 
under preparation will also be denomi- 
nated in US dollars. A forthcoming con- 
tract in refined, bleached and 
deodorised palm olein is expected to be 
in US dollars, for instance. Two other 
contracts are being considered: one for 
pepper and one for plywood. 


Te growing emphasis on US dollar 
contracts and international trading 
represents a shift away from the original 
intention behind the exchange. The 
KLCE was set up in 1980 to provide a 
Malaysian dollar-based pricing and 
hedging mechanism, pclaipally for 
Malaysia’s commodity producers. 

The reason for this shift is not hard to 
find. The only contract denominated in 
the Malaysian currency to have suc- 
ceeded in building up a solid trading 
base at the local level so far, is that for 
crude palm oil. Turnover in the crude 
palm oil contract rose sharply last year, 
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Asuke, general manager of Sumitomo 
Bank's investment banking depart- 
ment. It may also indicate a change in 
the way companies view the merits of 
foreign management. 

Before 1985, almost all major Japan- 
ese companies regarded mergers as a 
poor second-best to investment in 
"greenfield" factories. But many com- 
panies now apparenty. see the method 
as a means of acquiring experienced 





management — Japanese companies 
“almost never” replace the top manage- 


ment of US or European companies 
after an acquisition has been agreed, 
Asuke said. Acquisition activities of Ja- 
anese investors are claimed to be more 
umane than their US and European 
counterparts. 
Sumitomo’s claim that acquisition 
has become the standard means for any 


averaging 541 lots a day, compared with 
169 lots a day in 1986. 

Latest figures — for January to July 
— show an average turnover in the palm 
oil contract of 997 lots a day, compared 
with 439 lots a day for the same period in 
1987. By contrast, the ihe, wa con- 
tract for SMR 20 grade rubber has man- 
aged to average a turnover of 10 lots a 
day over those months. 

Interest in the SMR 20 contract has 
remained disappointingly low, even 
though the exchange relaxed its rules on 
trading on 1 March. In a significant 
compromise to its open outcry system, 
the KLCE allowed brokers to make 
markets in their own offices, provided 
they cross the deal immediately on the 
floor of the exchange. Brokers also now 
do not have to report the exact price of 
their transactions and the contract size 
is now halved to 10 tonnes. 

The total open position in the SMR 
20 contract is now 84 lots, while turn- 
over on 8 August — a typical day — 
amounted to 14 lots. Compared with the 
RSS 1 contract, however, these figures 
look good. There was no trading in RSS 
1 last year and none so far in 1988. It 
now looks as if RSS 1 will be abandoned 
— possibly to be replaced by a contract 


big Japanese company to establish an 
overseas manufacturing presence is 
challenged by some of the leading for- 
eign merger and acquisition specialists 
in Tokyo. Taiji Okusu, a vice-president 
at Morgan Stanley, said companies 
like Hitachi or Matsushita, whose top 
executives are professional managers 
rather than major shareholders, are still 
extremely reluctant to risk takeovers, 
egi. greenfield factories. Com- 
panies which are active in merger and 
acquisition tend to be medium-sized 
family-run firm. Pharmaceutical com- 
panies which:have been rushing to buy 
up US competitors since about mid- 
1987 are typical of this pattern. Most 
such companies rely on a “top-down” 
decision-making systems rather than on 
the more traditional Japanese consen- 
sus system. This enables them to make the 
quick decisions needed in takeovers. 

The irony of Japan’s sudden en- 
thusiasm for foreign takeovers is that, 
within Japan itself, it is unpopular, 
especially for the acquired opa for 
whom acquisition is a badge of failure. 
Securities company merger and acquisi- 
tion specialists detect a gradual change 
in the traditional ethic, but this is not ex- 
pected to lead to a rush of foreign 
takeovers of Japanese concerns. 

Quite apart from the psychological 
barriers involved, Japanese companies 
are simply too expensive to be attractive 
takeover targets for foreigners. This is 
the result, not of yen appreciation, but 
of the exaggerated valuation of Japan- 
ese companies compared with sales. But 
foreigners may not tolerate this one- 
way situation forever. Oo 


for liquid latex, for which the Interna- 
tional Rubber Association recently 
adopted a standard which could be used 
as the basis of a futures contract. 

According to the chairman of the 
KLCE, Tan Sri Lee Boon Chim, there 
has been a fundamental change in the 
rubber trade over the past few years 
which has reduced open market de- 
mand for even technically specified rub- 
ber like SMR 20. Increasing automation 
in rubber products manuiacterian has 
forced buyers to look for very high 
levels of consistency in quality, which 
me can wea obtain by dealing directly 
with individual suppliers. Volume is 
minimal in all markets except for 
Tokyo, Lee said, and there was little the 
KLCE could do to revitalise it. 

Volume overall on the exchange is 
looking better, however. Lee said that 
the KLCE is expected to break even this 

ear for the first time since its re-launch 
in October 1985. The introduction of in- 
dividual members to the floor — the so- 
called "locals" — has been a success. Of 
the 13 admitted in March, some eight or 
nine are active and account for about 
9% of the daily turnover in the palm oil 
contract. Three more locals are due to 
be admitted on 12 August. Oo 
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COMPANIES 


Profits without performance 


Suzuki’s Indian venture comes under fire for poor quality cars 
q 


By Lincoln Kaye in Bombay 


uzuki Motors of Japan is reaping 

fat monopoly profits by selling high- 
priced, poor-quality cars in India, ac- 
cording to disgruntled car owners. 

The Japanese group, in partnership 
with the Indian Government, runs 
Maruti Udyog Ltd (MUL), the coun- 
try's first — and, so far, only — large- 
scale factory producing modern cars, 
four-wheel drive vehicles, and vans. 

Its private-sector competitors churn 
out 20-vear-old models but at only a 
fraction of the rate of Maruti's licensed 
capacity of 140,000 vehicles a year. 
Would-be rivals of Maruti have been 
stalled for vears on their joint-venture 
licence applications for more up-to-date 
plants. 

Since fiscal 1984, the first year pro- 
duction really began in earnest, 
Maruti's after-tax profits have in- 
creased at an annualised com- 
pound rate of 191%. Suzuki last 
month raised its stake in this 
bonanza from 26% to 40%, the 
maximium allowed under Indian 
foreign-exchange rules. 

When Maruti declared a 
maiden dividend, Suzuki osten- 
tatiously announced it would 
reinvest, rather than repatriate, 
its returns. Well it might. The 
Rs 10 million (US$714,286) 
foregone dividend and the US$15 
million incremental equity stake 
will be just a drop in the bucket 
for the Rs 970 million worth of 
new capital investment Maruti 
has planned. 

he company has just won the 
coveted licence to make sedans in 
the 1,000-cc engine class. In the 
process, Suzuki and its government 
patrons edged out such rivals as 
Citroen, Honda, and the Soviet Union's 
Lada. 

The car plant in Gurgaon, Haryana, 
has all the usual trappings of a Japanese 
factory — morning calisthenics, pep 
talks, and egalitarian uniforms and 
cafeteria. But, unchallenged in its mar- 
ket, Suzuki's Indian operation appears 
to have abandoned the two supposed 
hallmarks of Japanese management: 
quality control and customer service. 

Maruti owners have banded together 
in a nationwide lobby to press their grie- 
vances — unprecedented consumer 
militancy in India’s take-it-or-leave-it 
industrial culture. 

At a meeting sponsored last month 
by the Western India Automobile As- 
sociation (WIAA), Bombay's four 
Maruti dealers were roundly castigated 
by their customers for late deliveries 
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and sluggish payment of refunds and in- 
terest on deposits. Repairs have to be 
booked weeks in advance, owners com- 
plained, making warranties useless. 
Slip-shod repair often needs redoing. 
And there is plenty to repair on an 
Indian-built Suzuki, according to the 
litany of owners’ woes — by the 
WIAA. Door panels rattle, handles and 
knobs snap off at a touch, brakes 
squeal, radiators leak, paint peels, fuel 
pumps fail, clutches slip, lamps and sig- 
nals go on the blink, the carburettors 
need adjustment, starting is unreliable 
and steering wobbles at high speeds. 
Managing director R. C. Bhargava 
blames most of these problems on the 
company's 400 or so local subcontrac- 
tors for parts. In its bid to meet the 


MARUTI MARCHES ON 





local-content requirements imposed in 
the joint-venture agreement (90% In- 
dian-made components by 1989), 
Maruti has had to rely on more outside 
vendors than it can supervise. 


“WE try to maintain quality stan- 
dards by lining up the vendors 


with Japanese collaborators of their 
own,” said K. Hashimoto, production 
engineering adviser at the Gurgaon 
plant. “But it’s hard to keep track of 
everybody, and five years is an awfully 
short time” in which to develop reliable 
local sources for so many parts. Quality 
could suffer even more on the new sedan, 
which is expected to have 70% Indian 
components by the end of the first year. 

Hashimoto is convinced that much 
of the customer grumbling is a re- 
sult of raised expectations because 
of Maruti’s Japanese connection. No 
other Indian carmaker, he feels, is ex- 


pected to meet such a high standard. 

But secondary market signals 
suggest that Indian consumers know 
better. Car dealer Kirit Ruparel reports 
that the Indian-made Suzuki depre- 
ciates faster than other makes. A 
Maruti van loses nearly a quarter of its 
value in the first vear, he says. 

Trade-in value of a Maruti declines 
in close correlation with its degree of 
local content. A five-year-old Maruti, 
made of largely Japanese components, 
sells for practically as much as a two- 
year-old car of the same model — Rs 
60,000, or barely twice the price that 
Ruparel asks for a 35-year-old Indian- 
made Fiat. 

Second-hand Marutis would be sell- 
ing for even less, Ruparel adds, had not 
the ex-factory price of new Marutis 
been artificially doubled by tax levies 
over the past five years. As a result, 
what was originally conceived as 
widely affordable people's car h 
turned into a yuppie status symbol. 

With the 1,000-cc model, Maruti re- 
positions itself as a carmaker for the 
rich. Marketing director D. S. Gupta 
predicts that the modest initial 
production run of 30,000 cars a 
year will eventually grow to ex- 
ceed the current annual 100,000 
vehicle output of all other Maruti 
models combined. 

This move up market became 
inevitable, Bhargava explains, 
when demand for the Maruti so 
dramatically outstripped original 
projections. The point of the 
price levies was simply to tax 
away the scarcity premium the 
cars commanded on the black 
market and trim demand to fit 
supply. The alternative course — 
expanding supply by admitting 
competition — would be beyond 
India's means, he claims. 

In fact, he adds, the only wc. 
Maruti managed to land its li- 
cence for the 1,000-cc sedan was 


revewousram tO ensure that the expansion 


would not be a drain on India's 
foreign-currency reserves. Maruti has 
had to commit itself to step up exports 
to cover the Rs 50 million worth of in- 
cremental capital expenditure involved. 
Some vehicles might be shipped to 
south Asian neighbours (except for 
Pakistan, which has its own Suzuki as- 
sembly plant). Otherwise, the only 
countries that have expressed interest 
so far have been in Eastern Europe. The 
sale of 1,000 cars is under negotiation 
with Hungary as part of a larger 
counter-trade deal. Talks are also tak- 
ing paee with Indonesia and Malaysia. 
ars meant for overseas sale will be 
assembled in India largely from im- 
ported components — a costly proce- 
dure, considering the plant’s inland lo- 
cation. Aside from exporting complete 
cars, Maruti will supply Suzuki’s global 
network with a few mass produced low- 
tech accessories like tyre jacks. Oo 
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MARKETS 


Into the twilight zone 


Liberalisation hopes trigger runaway surge in Taipei stockmarket 


By Jonathan Moore in Taipei 


he Taiwan stockmarket has broken 

loose from its moorings and is 
careering upwards on a surge of specu- 
lation and euphoria in the wake of the 
ruling Kuomintang’s 13th party con- 
gress, 

The Taipei exchange’s weighted 
index has risen by 49% in the six weeks 
from 28 June to 8 August, despite a 
dearth of economic fundamentals, ac- 
cording to analysts. And since the be- 
ginning of the year, it has jumped 200% , 
making it one of the fastest growing 

-tkets in the world. 

[In the 10-day period ending 9 Au- 
gust, the market crashed through the 
6,000-point barrier and then topped 
7,000 to close at 7,120.09. 

Taipei has been riding a wave of in- 
vestor optimism since the ruling party's 
congress in mid-July and the subsequent 
cabinet reshuffle. Investors saw the 

lacing of reform-minded technocrats 
in key economic posts as the first ste 
towards financial and economic liberali- 
sation. 

Prices showed signs of volatility on 5 
August as investors digested news that 
the US Congress had passed a trade 
vill, a sign of rising protectionism in 
Taiwans' biggest export market. 

But buying sentiment quickly re- 
turned, indicating broad confidence in 
the economy which analysts expect to 
continue for another four to six months. 

Market sources say the main factor 
»ehind the dramatic rise is excess cash, 

result of Taiwan's huge trade 

»lus, chasing a limited number of 
stocks. They also cite the casino-player 
mentality of Taiwan investors. Most 
idmit the market defies fundamentals- 
yased explanation. They compare the 
atest bull run with last September's 
speculative binge when the market rose 
»y 45% in a month. 

"This market has always been highly 
volatile,” said a foreign analyst. “But 
we're way out in the twilight zone now. 
Nobody knows what's moving it." 

The market has been led mainly by 
he financial sector which has a dispro- 
;»ortionate weighting in the index of 
ibout 48%. Bank stocks have been 
»oosted by President Lee Teng-hui's 
ipparent determination to privatise 

aiwan’s three commercial banks. The 
jastics sector has also been a strong 
yerformer on rumours that the Formosa 
?lastics Group will be allowed to build a 
ixth naphtha cracker, despite strong, 
ocal environmental opposition. 

The rapid rise has prompted calls 
rom foreign firms for more foreign par- 
icipation in order to educate the mar- 
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ket. Some steps have 
been taken in that di- 
rection, such as the 
May decision to grant 
new securities licences 
to some foreign-local 
joint ventures. But the 
government seems in- 
tent on guarding the in- 
terests of the local sec- 
urities industry. 

Financial au- 
thorities seem unlikely 
to attempt to cool the 
market, since stabilis- 
ing measures taken last 
October were widely 
criticised for helping trigger a market 
crash even before Black Monday. 

Taiwan is among the top four mar- 
kets in the world in terms of market 
turnover, which in the past three 
months has averaged US$888 million a 
day and which routinely breaks US$I 
billion in a day. On 1 August, turnover 
hit a record NT$49.6 billion (US$1.73 
billion). 

The reason for the high turnover is 
that Taiwan's market players consist 
largely of housewives and military pen- 
sioners who pursue profits by buying in 
and out of the market, sometimes sev- 
eral times in a day. 


BANKING 





In the first seven months of this year, 
the rate of turnover in a number of 
shares, was 152%. In other words, each 
share was being bought and sold one- 
and-a-half times, on average. The pace 
of trading is even greater when one 
considers that only an estimated 30- 
40% of listed shares are actually bought 


and sold on the 
market — the re- 
mainder are closely 
held. 


By most standards, 
the market is over- 
bought and would 
seem due for a correc- 
tion in the near term. 
But market analysts 
point out that it also 
appeared ready for a 
correction some 2,000 
points ago. Interest- 
ingly, three of the for- 
eign funds listed on 
the London stock- 
market, which usually 
trade at premiums, are currently trading 
at discounts. 

There is still a large number of indi- 
viduals with money in postal savings ac- 
counts and low interest bank deposits 
on the sidelines. They are now being 
lured into the market by the successes of 
friends, said Sunny Chan, president of 
W. I. Carr (Taiwan). 

"Who can say how much this market 
is worth right now," said Tracy Cheng. 
senior vice-president of the Taiwan 
Stock Exchange. “If it wasn't behaving 
this way, with all the changes that are 
going on lately, I would say it was not 
functioning properly." o 


Public housing clean-up 


Indonesia gets tough on cheap state mortgages 


By A Correspondent in Jakarta 


pecan spotless record in man- 
aging its foreign debts unfortunately 
has not been matched by the behaviour 
of some of its people. The government 
last month disclosed that some Rps 84.4 
billion (US$50 million) is owed in 
mortgage arrears to Bank Tabungan 


Negara (BTN), the state savings bank 


that runs the government’s Public 
Housing (KPR) scheme. 

That amount, suggested Public 
Housing Minister Siswono Yudo- 
husodo, could be used to build 25,000 
new houses. Since the KPR scheme was 
launched in 1976, BTN has extended 
loans worth Rps 8 trillion covering 
425,000 housing units. 

BTN has come under a close govern- 
ment scrutiny mainly because of the way 
it has been managing the KPR scheme. 
Finance Minister Johannes Sumarlin 


last month installed new board directors 
in the bank. The change was aimed at 
making BTN "more efficient and effec- 
tive," he said. 

The KPR arrears were the subject of 
a cabinet discussion early last month, at 
the end of which President Suharto or- 
dered the bank to do more about col- 
lecting these debts. "Bring them into 
order," Information Minister Harmoko 
quoted the president as saying after the 
cabinet meeting. Although, the presi- 
dent did not spell out the method, 
sources close to the government said 
the assistance from police, or even the 
military, should be used as a last re- 
sort. 

The government has every right to 
be angry as the BTN's mortgage scheme 
has enjoyed large subsidies from the 
government and the World Bank, which 





together provide more than two-thirds 
of BTN's funds. 

The Finance Ministry provides, in- 
terest-free, 21% of the funds, Bank In- 
donesia (the central bank) supplied 
18% of BTN's funds with interest of 3- 
10%, and the World Bank provides 
some 29% of the funds with interest at 
around 10%. BTN has only raised 32% 
of its own money through saving 
schemes and time deposits. These ac- 
counts are more costly with interest 
ranging from 12-18% as BTN has to 
compete with other commercial banks 
to attract funds. 

With cheap funding, BTN has been 
able to offer its mortgage interest rates 
at 9-15% a year. The best rate other 
banks in the housing-loan market could 
offer was 18%. 

Cheap money could not be easily 
forthcoming in the future. Sumarlin 
said, when installing Mahfud Jakile as 
BTN’s new president director, that the 
bank must become more innovative in 
raising money from the large amount of 
“unproductive funds” in the economy. 
Siswono said that BTN's inability to 
properly manage its funds would not 
draw sympathy from the World Bank. 

Jakile said BTN had conducted a sur- 
vey on mortgage debtors. The survey 
assessed the value of the other assets of 
house owners, particularly whether or 
not they own cars. “Surely those who 
own cars should have no excuse not to 
pay their debts.” Jakile said. These 
weg will get three warnings before 

TN decides on a court action. But for 
those who were genuinely unable to 
pay, BTN would be willing to re- 
schedule repayments. 

BTN, with year-end assets valued at 
Rps 1,862 billion, is the main govern- 
ment agent in financing cheap public 
housing. The challenge remains a huge 
one. The government estimates that In- 
donesia needs to build 700,000 houses 
each year while BTN can only provide 
mortgages for 60,000 units. Some pri- 
vate banks have in recent years joined 
the housing-loan market to ease the bur- 
den, but with higher interest rates their 
ability is somewhat restricted. 


Sumarlin: ‘unproductive funds. "Aneren 
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ECONOMIES 


Twinned hinterlands 


Johor and Singapore develop closer economic and industrial ties 


By Ellen Salem in Hongkong 


ingapore and the Malaysian state of 

Johor hope that their proximity will 
provide each with a panacea for its eco- 
nomic problems. Singapore plans to al- 
leviate its labour shortage by transfer- 
ring labour-intensive industries to sites 
across the Causeway. Johor hopes “eco- 
nomic twinning” with Singapore will 
boost its long-term development. 

On paper at least, proposals aimed 
at strengthening ties have every chance 
of success. Labour-intensive Singapo- 
rean firms contend not only with a tight 
labour market, and its associated job 
hopping and productivity losses, but 
also with rapidly rising operating costs. 
Singapore’s high wages are likely to in- 
crease by a further 7-12% this year. The 
foreign worker’s levy was raised from 
S$140 (US$68.30) to S$170 a month ear- 
lier this year. Factory and office rents 
have risen by about 10% since the be- 
ginning of the year and further increases 
are forecast. 

In Johor, wages are much lower. For 
example, the monthly salary for a fac- 
tory operator in Singapore is about 
$$450 (US$225); in Johor about M$300 
(US$117) a month. Continued high un- 
employment in the state is expected to 
hold down sharp rises in wages. 

Factory and office rents are also 
much lower. A flatted factory in Singa- 
pore’s Jurong costs $$9.10-14.50 per m? 
a month. In Johor, the rate for equiva- 
lent space would be M$7.50 a m2. 
Power is also much cheaper in Johor. 

The attractions for Singaporean 
manufacturers are clear. And recently 
the pace of investment has quickened. 
According to the Malaysian Industrial 
Development Authority (MIDA), Sin- 
gaporean companies accounted for 47 
of the 101 applications for manufactur- 


jects 


ing project investment in the state in the 
first half of the year. The applications, if 
approved, could bring in a total of 
M$2.3 billion in investment capital and 
provide some 14,700 jobs. 

Compared to the same period last 
year, the applications represent a 10- 
fold increase in terms of capitalisation 
and about a two-fold increase in the 
number of projects. At the end of 1986, 
there were 217 Singapore or Singapore- 
based multinationals in the state with 
total investments of M$300 million. 

In the first six months of this year, 
MIDA approves 71 manufacturing pro- 

with a total investment of 
M$498.77 million in Johor. The lars 
number of investments involved 
rubber industry, followed by textiles, 
electrical goods, furniture and chemi- 
cals. Once on stream, these plants could 
provide some 12,300 jobs. Again, Sin- 
gapore accounted for the lion’s share of 
the investment, with 34 of the projects. 

Singaporean investors already in 
Johor express little surprise at the 
quickened pace of investment in the 
state. But they point out that newcom- 
ers will increasingly have to site their 
factories outside the city of Johor Baru, 
where the labour supply is already be- 
coming tight. This local shortage and 
the fact that the state’s workforce is not 
very mobile are forcing manufacturers 
to site plants further afield where infra- 
structure remains underdeveloped. 

The availabilty of an accessible la- 
bour pool has been central to Singa- 
pore’s efforts to promote Johor’s indus- 
trial estates. In the past year, leaders in 
the public and private sectors in Singa- 
pore have stepped up their efforts to 
alert Singaporean firms — and multina- 
tional firms based in Singapore — to 
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Johor’s potential as a source of cheap la- 
bour. 

At a speech at the annual meeting of 
the Singapore National Employers’ 
Federation, Labour Minister Lee Yock 
Suan suggested that manufacturers who 
are short of staff should think of sub- 
contracting work to factories in Johor 
rather than relying on foreign workers. 
Singapore’s press has also been actively 

romoting the advantages offered by 
ohor. 

The aim also appears to be to estab- 
lish Singapore as one of Asia’s eco- 
nomic hubs. Speaking in Tokyo on the 
globalisation strategy of Japanese mul- 
tinationals, Prime Minister Lee Kuan 
Yew noted: “From Singapore, they can 
serve not only their home market, but 
also the regional and world markets. 
Furthermore, they can tap the region's 
bigger and cheaper labour pool. La- 

ur-intensive parts of a product can be 

ne in neighbouring countries and ex- 
ported to Singapore for the 
more capital- or skill-intensive 
operations." 

In a speech in Kuala Lumpur 
in late July, the island republic's 
Trade and Industry Minister, 
Lee Hsien Loong said: “Singa- 
pore can provide Don ser- 
vices to business which are lo- 
cated nearby, particularly in 
Johor, and make Malaysia a 
more attractive investment lo- 
cation.” Lee also noted that 
because of the number of mul- 
tinationals that now “straddle 
both sides of the Causeway .. . 
the Economic Development 
Board recently set up a new unit 
in charge of international 
businesses to help companies 
configure an optimal network 
of activities in the region.” 


B Industrial estates 
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p: the effort of promot- 
ing the advantages of Johor 
has been left in the hands 
of Malaysia. Trade Minister 
Lee has stressed: “It is best that 
Malaysia sets the pace for economic 
cooperation. Singapore will support 
these efforts, but it will not push too 
hard." 

The marketing of Johor began in 
1986 when the current Mentri Besar (ap- 
pointed governor), Muhyiddin Moham- 
med Yassin took office. These efforts 
are now likely to intensify. Economic 
twinning with Singapore has been iden- 
tified as one of four elements in Johor's 
economic strategy for the next 20 years. 

The concept of economic twinning 
stresses four main themes: 

» The tourist spillover — marketing 
Johor as a twin destination with Singa- 
pore. 

» The industrial spillover — promot- 
ing Johor as an industrial estate for Sin- 
gaporean-based firms. 

» The market spillover — developing 
Johor as the major food supplier. 
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>» The infrastructure link — 
strengthening ties with the gas pipeline 
and joint water-supply project, the 
Causeway link and the Malaysian 
North-South highway. 

A second element, which dovetails 
with Singapore’s growth strategy, is the 
active promotion of industrial reloca- 
tion from Japan and the newly indus- 
trialised countries. The remaining ele- 
ments are accelerated industrialisation 
and the development of Johor as a 
southern growth centre for the rest of 
Malaysia. 

State and federal authorities in 
Malaysia are now studying Johor's long- 
term development and potential. But 
Muhyiddin stressed that “Johor will not 
be a hinterland . . . but will complement 
and supplement" Singapore's economy. 
In fact the term “twinning” was chosen 
in order to stress this point. 

In terms of the tourist industry, for 
instance, Muyhiddin has told the Singa- 
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pore Govern- 
ment that the two countries can work to- 
gether if Singapore accepts the premise 
that foreign tourists from Singapore 
stay more than just the half day that is 
currently the norm in package tours or- 
ganised by Singapore tourist agencies. 

While many of the tourist attractions 
under consideration will take several 
years to build, Johor is taking steps to 
ensure that congestion on the Causeway 
will be eased. A second traffic link be- 
tween Johor and Singapore has been ag- 
reed in principle, but the final decision 
could take two to three years. Mean- 
while, Johor is expanding the customs 
bay by some 11 acres and identity cards 
are likely to be issued to speed the flow 
of passenger traffic. 

Crucial questions concerning the 
Causeway remain in the hands of 
Malaysia's federal government — a con- 
stant source of frustration for state offi- 









cials. But the division of powers is even 
more frustrating for foreign investors 
who find the necessity of dealing with 
bureaucrats on both the state and fed- 
eral governments a constant source of 
trouble. 


J ohor, however, is determined to do 
all that it can to ease the way for for- 
eign investment. By the end of the year, 
the Johor State Economic Development 
Council (JSEDC) will have set up à 
"one-stop" information centre on in- 


. vestment in Johor. The council has al- 


ready established a close working re- 
lationship with MIDA's office in Singa- 
pore and plans to smooth the path of in- 
vestment aes which must go 
through MIDA for approval. 

Although the states can only grant 
investment incentives stipulated by 
the federal government, sweeteners 
can be offered. According to Muyhid- 
din, these can include land costs, 
Staggered payment schemes, 
and location and building ap- 
provals. 

Johor's marketing effort is 
aggressive and rsonalised. 
Both MIDA and JSEDC set up 
informal sessions with Singapo- 
rean firms on an almost daily 
basis. Trips to Johor are ar- 
ranged for potential investors 
and Muhyiddin often steps in — 
usually by hosting a dinner — 
when a firm has indicated a 
strong interest. 

Reaction to relocating a pro- 
duction line in Johor is mixed. 
Many firms would prefer to re- 
main in Singapore and tap the 
Malaysian labour pool from 
there, despite the higher 
foreign worker's levy. The Ja- 
panese, in particular, cite ease 

of communication with Japan 
from Singapore and a fear of 
dealing with a labour force 
which they perceive of as 
being non-English speaking as 
major deterrents to investment 

in Johor. 

But most firms feel that Johor — and 
Malaysia in general — is a far better al- 
ternative than Thailand, primarily be- 
cause of infrastructural considerations. 
Many, however, have voiced concern 
over localised labour shortages and the 
need to move into Johor Baru’s hinter- 
land to find the workers required. 

But, just as port congestion and poor 
infrastructure are seen as impediments 
to investment in Thailand, the potential 
for political instability is viewed as a 
constraint on investments in Malaysia. 
This concern is not generally shared by 
foreign investors with plants already 
operating in Malaysia. Several potential 
investors, however, have said that they 
will postpone a decision on investing in 
Johor until a policy statement on the 
€ of the New Economic Policy post- 
1990 is made. o 
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ECONOMIC RELATIONS 


Waning of the NICs? 


An OECD study suggests Western states are regaining their edge 


By Anthony Rowley in London 


qq are two sharply differing views 
on the prospects for East Asia's 
"miracle" economies. One projects past 
successes into a future Asia Pacific cen- 
tury while the other sees the miracle 
aborted by growing protectionism in the 
Western markets on which East Asia 
depends. 

Reality is almost certainly some- 
where between these extremes. The in- 
dustrial success of the newly indus- 
trialised countries (NICs) and near- 
NICs of East and Southeast Asia will 
continue, though the growth rates of the 

st decade will slow. 

The OECD recently studied the im- 

lications of Asian and Latin American 

ICs' industrial growth. They decided 
that the NICs’ challenge to developed 
countries does not call for a crude pro- 
tectionist response — the threat from 
the NICs is already declining in some re- 
spects. 

Penetration of the main OECD im- 
port markets by NICS' industrial ex- 
ports increased rapidly over the past 15 
years, though the extent varied sharply 
in different countries. Despite imports 
from the NICs, most OECD trade in 
manufactured goods still takes place 
within the OECD itself — 84% of im- 
ports and 7376 of exports. 

It has been the speed at which mar- 
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-ternational 
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East Asia is now the 

most dynamic region 

A‘ — especially East Asia — 
emerges clearly as the most 


dynamic exporting region in the world 
in Gatt’s latest international trade re- 
port. The report also presents a picture 
of a remarkably resilient world econ- 
omy — despite last year’s stockmarket 
crash. 

World merchandise trade increased 
vi 5% in volume terms last year, well 
above the rate in the previous two years. 
It was the fifth consecutive year of ex- 
pansion and figures for this year suggest 
1988 will see a similar rate of WoW 

In terms of value, last year's expan- 
sion was even more remarkable. The 
total value of world merchandise ex- 
ports rose 16.5% to a record US$2.48 
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ket penetration has occurred rather 
than the depth of penetration which 
has caused resentment, the OECD 
suggests. 

The NICs thrust has been strongest 
in clothing and textiles, though increas- 
ingly it is felt in industries such as steel, 
cars, ships, telecommunications equip- 
ment, consumer electronics and more 
sophisticated electronic products, as 
well as in machine tools and machinery. 

But this challenge is about to be 
blunted. To the extent that the NICs’ in- 
dustrial success has had its origins as 
much in foreign manufacturing invest- 
ment as in indigenous industrialisation, 
one of the pillars of success is now being 
undermined. 

The NICs, says the OECD quite un- 
equivocally, are gradually losing their 
comparative advantage. Some Western 
industries which relocated in the NICs 
for cost reasons, such as textiles and 
electronics, are beginning to move back 
home because of cost-saving innova- 
tions in production technology com- 
bined with rising labour costs in the 
NICs. 

This tendency is aggravated by the 
recent phenomenon of direct invest- 
ment flows from countries such as South 
Korea and Taiwan towards developed 
countries, where they finance manufac- 


trillion, reflecting not only the volume 
increase, but also valuation effects of 
currency realignments, inflation and in- 
creases in the dollar price of oil and 
other primary commodities. 

Singling out Hongkong, South 
Korea, Singapore and Taiwan for 
special mention, Gatt notes that they 
have become significant buyers as well 
as sellers of manufactured goods on 
world markets. They jointly accounted 
for 9% of world exports and 6% of 
world imports of manufactured goods in 
1987. 

Taking Asia as a whole, the dollar 
value of the region's merchandise ex- 
ports has risen by more than 70% since 
1980, compared to an increase of less 
than 2576 for the world as a whole. Asia 
now has the second-biggest share of 
world merchandise trade (22.6% ) after 
Western Europe (45.4%) and well 
ahead of North America (13.296 ). 

The four East Asian newly indus- 
trialised countries together account for 
7.3% of world merchandise exports — 
not very far short of Japan's (nowadays 
declining) 9.3% share. Taiwan (2.2%) 
has the biggest single share in Asia after 





turing facilities for electronics, cars and 
other products. 

This is being done to circumvent 
trade barriers — a strategy likely to ac- 
celerate in anticipation of the | init: 
economic integration of the European 
Community in 1992 and the recent US- 
Canada Free Trade Agreement. 

These developments are likely to 
force the more develoned NICs to go 
up-market in their manufacturing to 
take advantage of automation and 
higher value-added technology. 

The OECD suggests that while there 
is no question of — South Korea, 


Taiwan, Hongkong and Singapore 
abandoning their export-oriented in- 
dustrial strategies, there is scope for 


greater absorption of production in 
their domestic markets. 

The NICs need to learn the lesson, 
too, of not hitching their currencies too 
firmly to the US dollar. The 1985 slow- 
down in the US and the resultant slump 
in NIC economies should have driven 
this home. The NICs need to diversify 
their markets as well as increase their 
value-added in manufacturing if they 
are to avoid similar effects in future. D 
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Hongkong toy-maker: large buyers and sellers. 





Japan, followed by Hongkong (2%) 
South Korea (1.9%) and Singapore 
(1.2% ). China accounts for 1.6%. 

But for all the buoyancy of Asian ex- 
ports, it is still the Western industrial 
countries which provide far and away 
the biggest markets for Asian and other 
developing-area goods. Imports into 
these developed countries accounted 
for more than 70 cents out of each US 
dollar of sales in world markets last 
year, according to Gatt. 

Trade among developing areas ac- 
counted for just 4.9% of world mer- 
chandise trade last year whereas im- 
ports into developed countries from de- 
veloping areas represented 13.6% of 
the cake. — Anthony Rowley 
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Asia is the source of the semiconductor industry’s spectacular growth 


Sizzling hot chips 


By Bob Johnstone in Tokyo 


Every four years, the 
US elects a new presi- 
dent, the world holds 


in a flurry of growth. 

It boomed in 1980, 
again in 1984, and it is booming in 1988. 
As in 1984, growth is spectacular. Pun- 





dits now predict that the worldwide | 


market for microchips this year will 
grow 30% to top US$40 billion. 

This year’s boom, however, is mostly 
taking place in a region which US indus- 
^| try statistics call ROW — the “rest of 
-| [the] world." This really means the 
.| newly industrialised countries of Asia: 
>k. South Korea, Taiwan, Hongkong and 

Singapore. 
s Having shot up by more than 60% in 
^|. 1987, the Asian microchip or integrated 
«p circuits (ICs) market is expected to 


-| grow a further 35% this year. Market 
<|} research firm Dataquest forecasts that 
| -by 1992, when the silicon cycle peaks 





-] again, Asia would have overtaken 

<| Europe as a consumer of chips. 

4. In the past four years, both South 
. Korea and Taiwan have also emerged as 


-| important producers of chips. 


SH What is fuelling this dramatic 
4 growth? A major stimulus is, as in 1984, 


ue demand from US makers of personal 


|.computers (PCs). In particular, 
semiconductor makers have been un- 


“|. able to keep up with the soaring demand 


for memory chips, key components in 
PCs. 

They are now piling on new produc- 
tion capacity fast. Four years ago, faced 
-with similar demand, the companies — 
especially the Japanese — expanded too 
much. In the savage price cutting which 
ensued, Japanese companies alone are 
reckoned to have lost US$4 billion. 

The situation is now different. For 


one thing, personal computers have 


Telecommunications 


Apiwerw veneti 


| an Olympic Games, | 
and the semiconduc- | 
tor industry explodes | 


| 
| 


graduated from being a fad to a more- 
or-less indispensable business tool. PC 
users also have become more sophisti- 
cated. They are now upgrading to the 
more powerful personal computers that 
have recently come on the market, such 
as Apple’s Macintosh II and IBM’s 
PS/2. 

These machines eat silicon. A PC 
clone might use US$250 worth of chips; 
a PS/2 or similar machine can contain 
USS$1,500's worth. A second factor dif- 
ferent from four years ago is that 
several new types of machines have 
emerged. 

Fastest growing are engineering 
work stations, computers whose speed 
and high-resolution screens make them 
ideal for design work. Also spreading 
rapidly are new office-automation pro- 
ducts, such as laser facsimile machines 
and laser printers, which need large 
memories. 

Most significant for the future is that, 
as more consumer products go digital, 
they use ever larger amounts of chips. 
For example, the digital TV sets now 
reaching the shops use memory chips to 
provide a clearer image, and to perform 
clever tricks like picture-in-picture 
(which allows you to keep an eye on the 
latest football score on one channel 
while watching the news on another). 

In 1985, Japanese predatory pricing 
drove the Americans out of the memory 
chip market, the largest single segment 
of the semiconductor industry. The only 
significant exception was Texas Instru- 
ments. But the Japanese are not the 
only ones making profits from this type 
of chip in 1988. 

Three large South Korean firms are 
pouring billions of dollars into plant and 
equipment in a bid to emulate the Ja- 
panese. The largest of them, Samsung, 
reckons it will recoup around US$800 
million of that investment if the market 


holds good to the end of the year, which 
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most analysts seem to think it will. 

Taiwan is using brains instead of 
brawn. It is aiming not at products like 
memories, but rather at the fastest- 
growing, highest value-added segment 
of the market — custom chips. These 
are designer chips tailor-made to do 
special tasks. In the past few years, pow- 
erful new software for designing chips 
has emerged which makes it possible for 


| nearly any company to design its own 


chips. 


imilarly, manufacturing has cease.. 

to be a black art. Anybody able to 
afford the price of admission can make 
chips, as the South Koreans are in the 
process of proving. 

Increasingly, the emphasis is on pro- 
duct design coupled with fast turn- 
around manufacturing. A new breed 
of semiconductor design houses has 
sprung up to provide such services. 
Taiwan boasts around 40 of them. To 
take care of their manufacturing needs, 
the Taiwan Government has built them 
a "silicon foundry" which turns de- 





Semiconductor 
semantics 


S emiconductors come in many differ- 
ent shapes, sizes and roles, takino 
over electro-mechanical controls 
every type of device we use from coffee 
makers to radio-tape players through to 
the controls on disc brakes of cars. 

But what is a semiconductor? 

Semiconductor: A material such as 
silicon which conducts electricity better 
than an insulator, but not as well as a 
conductor. The word now also com- 
monly means an electronic device, such 
as a transistor or an integrated circuit, 
made from such materials. 

Semiconductor devices: These are 
created by altering the conductivity of 
semiconductor materials through dop- 
ing — selectively adding impurities to its 
crystal structure. They are either dis- 
crete devices, such as transistors and 
diodes, or integrated circuits, ICs, also 
known as microchips or simply chips — 
which combine transistors, diodes, re- 
sistors and capacitors etch-printed on 
silicon wafers. 

Semiconductor devices are made in 
such ways as to have one of two electri- 
cally distinct formats: bipolar or metal 
oixde silicon, known as MOS. Bipolar 








signs into actual chips. 

Government  back- 
ng for à dynamic pri- 
/ate-sector semiconduc- 
or industry has been a 
nix which has worked, 
n different wavs, for 
south Korea and 
Taiwan. Belatedly, the 
singapore Government 
s now following suit. It 
s sponsoring a joint chip- 
naking venture with 
wo American com- 
yanies. Only Hongkong 
acks government sup- 
ort for its semiconductor 
ndustry. 

The semiconductor in- 
lustry changes fast. New 
»oducts appear almost 
ernight. In such a di- 
verse marketplace, no one 

ipany can hope to com- 
„~ across the board. To 
'omplement their own 
‘apabilities, firms form 
trategic alliances. 

Japan's manufacturing 
pecialists swap | skills 
vith US microprocessor 
nonopolists and design 
iouses. South Korean chaebols (con- 
‘lomerates) learn the tricks of the 
hip-making trade from Americans in 
eturn for sizeable chunks of their 
yutput. — Taiwan's silicon foun- 
Iry gains international credibility 








[ ] Japan 


levices are faster and can handle higher 
‘oltages than MOS devices, but they 
ake up more "silicon real estate" than 
MOS devices. Bipolar devices are also 
'ower-hungry and. beyond a certain 
evel of integration, tend to melt. MOS 
ws more components to be packed 
| an IC and is becoming the main 
rocess technology in the industry. 

Chips: ICs come in two varieties. 
“hose which act as amplifiers are known 
is linear ICs and are used in dealing 
vith continuously changing voltages of 
he analog world. for example, in the 
‘oice circuits of telephones. Those 
vhich work as switches are known as 
ogic ICs because the on/off state can be 
ised to represent 0 or | of binary logic in 
he digital world of computers. 

Bits: binary digit, one of the two di- 
its (0 and 1) used in binary notion. In 
omputers, it is the smallest memory 
init which is either a magnetic spot on à 
omputer disk or an on/off state in a 
ogic IC. 

Wafer fabrication: The hi-tech front- 
nd production of ICs from silicon waf- 
rs, commonly called fab by the indus- 
ry. One popular recipe for fab is as fol- 
OWS: 

Take a sausage-shaped ingot of pure 
ilicon, slice into round wafers, then 
'olish to a mirror finish. In a very clean 
oom, bake wafers until a crust of in- 
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SPECTACULAR SILICON CHIPS 


[X] Rest of the world 
[3] Europe 


) growth from previous year in %. 


from the participation of Philips. 

The Japanese joint-venture memory 
chip maker Tohoku Semiconductor 
formed by Toshiba and Motorola or 
the technology-for-chip deal between 
Hyundai and Texas Instruments, are 


sulating oxide forms on their surface. 
Allow to cool, then coat with photo- 
resist, a chemical which when exposed 
to light will resist etching agents. 

Transcribe the desired circuit pat- 
tern onto a mask, and position above 
wafer. Shine light through the mask via 
à reducing lens onto the wafer, covering 
its surface with many repetitions of the 
pattern, Dissolve unwanted areas of 
photoresist, then etch back the exposed 
oxide, 

To create transistors, diffuse a dash 
of doping agent into the silicon in a hot 
furnace and implant ions to taste. Top 
with a layer of metal, mask and etch ac- 
cordingly to connect components. Re- 
peat the above for each laver of the IC, 
then finish with a protective garnish of 
silicon nitride. Test devices, mark off 
the duds, then dice the wafer into chips 
using a diamond saw. 

Back-end: The process of assembling 
the chips — glueing them into ceramic 


Japan's chip dominance: page 82 
The memory market: page 82 


Booming niche markets: page 84 
The Singapore push: page 85 
Non-intervention hurts: page 86 





just two such alliances. 
Another is the tie-up be- 
tween Japanese electronic 
giant Hitachi and the US 
specialist custom chip de- 
signer VLSI Technology. 

And, this year, every- 
body is making money. 

But even as the cash 
flows in, the chip makers 
keep asking themselves: 
when will the downturn 
come? Opinion ranges 
from highly pessimistic — 
after the Olympics — to 
reasonably optimistic. — 
the middle of next year, 
But everyone agrees that a 
downturn will come. 

How well the Asian 
semiconductor industry 
weathers the downturn de- 
pends on its severity. The 
Japanese are well en- 
trenched; the South Ko- 
reans, determined to hang 
on at any cost; the Tai- 
wanese, fast enough on 
their feet to make the best 
of a bad situation. 

The signs are that the 
downturn will not be as se- 
vere as in 1985. But, as Matsushita's 
Shunsuke Takada pointed out, the state 
of semiconductor industry is notori- 
ously hard to predict even a vear ahead. 
“All I know," he said, "is that on aver- 
age it keeps growing." o 
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or plastic packages, wiring the chips to 
the package connectors and testing 
them. This is labour intensive. 

Design rule: The width of the thin- 
nest line a fab is capable of producing, 
which determines how many compo- 
nents can be crammed on a wafer — that 
is, the level of integration. Advanced 
fabs are capable of resolving lines on a 
chip as small as one micron — about 100 
times smaller than the width of a human 
hair. Finer lines allow a higher scale of 
integration. Over the past 30 years, ICs 
have progressed from small-scale inte- 
gration (several transistors on a chip) to 
very large-scale integration — VLSI — 
which cram several hundreds of 
thousands of transistors on a chip. To- 
morrow's fabs will use lines half a 
micron thick. — about the size of the 
smallest bacteria (REVIEW, 20 Aug. 
'87). 

ASIC: The application-specific in- 
tegrated circuit is a new type of chip. 
They are designer chips — specially cus- 
tomised high-performance ICs. ASICs 
owe their origin to the development of 
powerful software that allows designers 
of testing their ideas on a computer be- 
fore the circuits are actually built. 
ASICS applications are growing fast and 


experts predict ASICs will account for 
20% of the world chip market by 1992. 

— Bob Johnstone 
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Japan emerges as the largest 
chip consumer and producer 


In 1986, Japan over- 
took the US to be- 
come the world’s 
largest consumer of 
semiconductors. The 
same year, NEC be- 
came the world's 
largest chip producer, 
displacing IBM. But it must have 
seemed a Pyhrric victory — Japanese 
chip makers had lost an estimated US$4 
billion after the collapse of the US mar- 
ket for personal computers at the end of 
1984. 

Recovery began in the second half of 
1987. Today, every chip factory in 
Japan is working round-the-clock — 
overall demand is up 30% this year. 

The dramatic turnaround is again be- 
cause of the US personal computer mar- 
ket. Powerful new machines introduced 
by Apple, Compaq and IBM have been 
selling in large quantities. These com- 
puters need up to 20 times more mem- 
ory than their predecessors. As a result, 
demand for memory chips has rocketed 
by almost 60%. 

Memory in these computers means 
dynamic random access memory (D- 
RAM) chips, of which the Japanese are 
the largest rain making three- 
quarters of the world's supply. The D- 
RAM has become the Japanese 
semiconductor industry’s bread-and- 
butter, averaging about 30% of the sales 
of leading chip makers’ sales. 

Historically, D-RAMs quadruple in 





density (the amount of binary informa- 
tion they can hold) every three years. 
Since 1971, they have gone from 1K-bit 
ami or 1,024-bit chip) to 1M-bit 
megabit or 1,048,576-bit) chips. Sam- 
ples of 4M-bit chips have started to ap- 
"Se and prototypes of 16M-bit chips 
ave been announced. 

D-RAMs are an important indicator 
for the industry — though relatively 
simple to design, as their penay in- 
creases, they become harder to make. 

D-RAMs are a high-demand com- 
modity. They are the only chips made in 
sufficient volume to justify the huge 
sums that the Japanese have been in- 
vesting in production capacity. 

This investment peaked in 1984 and 
1985, when the chip makers completely 
misread the market. To ensure their 
supply of memories, personal computer 
makers were paons double or triple or- 
ders with different suppliers. When the 
bubble burst, Japanese firms were left 
with overcapacity. After growing 50% 
in 1984, the chip market declined 18% 
in 1985. 

Makers on both sides of the Pacific 
slashed prices on D-RAM s. The verti- 
cally integrated Japanese makers, 
which on average consumed 20% of 
their own production, sustained the 
losses better than the smaller US 
semiconductor specialists. Excluding 
IBM, which makes chips just for its own 
use, only two of the seven US D-RAM 
makers survived the shakeout: Texas 


South Korea embarks on 
a mass memory test 


“W ithin three years, [South] Korea 
will dominate the memory mar- 
ket,” predicted Min Pyung June, former 
managing director of Goldstar Semi- 
conductor. Many would disagree with 
Min’s prediction; but few with its tone. 
Bucked by this year’s bull market for 
memory chips, South Korea’s fledgeling 
chip makers are self-confident. 

Min justified his prediction by point- 
ing out that between the start of 1987 
and the end of 1989, the three major 
South Korean semiconductor com- 
panies — Samsung, Hyundai and 
Goldstar — will pour more than US$2 
billion into chip-making facilities. 

Heavy investment in chip facilities 
began in 1983 after the South Korean 
Government designated semiconduct- 
ors a strategic industry. Promotional 
measures included access to capital and 
reduced customs duties on imported 
equipment. 
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Government officials like to claim 
credit for getting the industry off the 
ground. “Nothing could be further from 
the truth,” scoffed Ahn Young Ok, a 
former adviser to Samsung’s founder, 
Lee Byung Chull. “All the good ideas 
came from industry.” 

Rather than official prompting, Ahn 
said that it was Lee’s close contacts with 
his counterparts in Japanese industry 
which convinced him that semiconduct- 
ors were vital for Samsung. Lee realised 
that having the ability to make chips in- 
house was essential to remaining com- 
petitive in the electronics industry. 

Samsung has been making semicon- 
ductors since 1974, longer than any of its 
local rivals. However, only in the past 
five years has the company switched 
from low-end “jelly bean” components 
to VLSIs, especially D-RAMs. This has 
been a painful, but rewarding process. 

Painful, because Samsung has had to 


Instruments and Micron Technology. 

Micron Technology then accused the 
Japanese of dumping. This accusation 
was one factor which led in mid-1986 to 
a US-Japanese Government agreement 
on semiconductors that established a 
“fair market value” for Japanese D- 
RAMs, worked out each quarter by the 
US Department of Commerce. 

In addition, Japan’s Ministry of In- 
ternational Trade and Industry (Miti) 
issued voluntary export controls. These 
controls recommended cutbacks in pro- 
duction according to their market share. 

The measures have had unintended 
consequences. The US-imposed fair 
price enabled South Korean D-RAM 
makers to undercut the Japanese, thus 
grabbing a foothold in the US market, 
while production curbs inhibited chip 
makers’ responding to the surge in de- 
mand for memories. 


Tw price of a 256K D-RAM has ri: 
from less than US$3 in mid-1987 u 
as much as US$13 on the spot market 
today. With supplies still reckoned to be 
only 70% of demand, Japanese D- 
RAM producers are making money 
hand over fist. American computer 
makers such as Apple pena John 
Sculley have come to Tokyo begging for 
bigger allocations of chips. 

Another reason for the D-RAM 
drought of 1988 is that the market up- 
turn caught most Japanese makers un- 
prepared. They were changing their 
production lines from 256K-bit to 1M- 
bit chips, a switch which has proved un- 
expectedly tricky. 

The only company that got its timing 
and technology right was Toshiba. It 
had been a late starter in the D-RAM 


pay dearly for technology. It has also 
een sued for patent infringements 
D-RAMs, in a US$40 million action 
Texas Instruments this year and in May 
by Hitachi. If prices hold to the end of 
the year, the rewards for Samsung will 
be semiconductor sales of US$800 mil- 
lion. 

Samsung's cash cow is the 256K-bit 
D-RAM. In June, the company also 
began quantity production of 1M-bit D- 
RAMs — by December, production 
volume is expected to reach 2 million 
chips a month. Next year, a new US$200 
million facility is due to start augment- 
ing the output (REVIEW, 7 Apr.). 

Samsung exports most of its chips to 
the US. It runs a centre in San Jose, 
California, with 150 engineers engaged 
in research and development (R&D) as 
well as marketing and sales staff. 

Hyundai also tried to use a US 
beach-head to establish a presence in 
the semiconductor industry, opening à 
R&D facility in Santa Clara in 1983. 
But Hyundai, described by one Seoul- 
based analyst as "quintessential metal 
bashers," had no previous experience in 
a knowledge-intensive industry. “It 
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business, almost missing the 
boat with 64Ks, and later rising 
to the bottom of the leading 
gon with 256Ks. 

ith the 1M-bit chip, how- 
ever, Toshiba has shot to the 
front because of a combination 
of existing process skills and new 
production equipment. The first 
to commercially make the new 
chip, Toshiba has boosted pro- 
duction to almost 5 million de- 
vices a month, or around half of 
total Japanese output. 

NEC, the previous D-RAM 
leader, came temporarily un- 
stuck, partly at least because it 
chose to adopt a new process for 
its IM-bit chips. Known as 
trench technology and invented 
by Texas Instruments, this pro- 
cess crams components onto 
chips more efficiently than pre- 

us processes. The process is 
:«koned to be indispensable for 
the 4M-bit chip. NEC gambled that ex- 
perience gained with the 1M-bit chip 
would pay dividends when the change- 
over to 4M-bit comes around 1991, 

In the semiconductor industry, la- 
bour costs are trivial; yields — the 
number of good chips on a silicon wafer 
from which chips are cut — are every- 
thing. Although the companies are 
tight-lipped, some of their equipment 
makers claim that commercial yields 
with 1M-bit chips are taking longer than 
usual to improve. Some yields reported- 
ly are still well below 50%. | 

Undeterred, the five largest Japan- 
ese semiconductor firms — NEC, 
Toshiba, Hitachi, Fujitsu and Mit- 
subishi Electric — are issuing samples of 





takes years of painstaking experience to 
irn the technology and the tricks of 


> trade," explained Park Kwang O, 


/undai’s vice-president for semicon- 


ductor research. 

During the 
slump, Hyundai abruptly closed its 
Californian centre, writing off at 
least US$30 million. But having 
identified semiconductors as indis- 
pensable for in-house uses — in its 
cars, for example — as well as 
major export items, Hyundai was 
not about to give up. 


T: company regrouped around 
its three new wafer fabs near 
Seoul. Salvation for Hyundai came 
in a deal with Texas Instruments: 
in exchange for much of Hyundai’s 
output, the American company 
taught it how to make D-RAMs. 
Now, Hyundai predicts sales of 
US$200 million of its own-brand 
chips this year, doubling to 
US$400 million in 1989. l 
Although Goldstar has been 
making semiconductors longer 
than Hyundai, it was slow to enter 








1985 semiconductor 


POWERING INTO 
HIGHER-VALUE CHIPS 


4M-bit chips. The sixth, Matsushita 
Electronics, is expected to do so later in 
the year. 


S purred by the boom, the companies 
have all revised upwards their invest- 
ment plans in semiconductor plant and 
paN for fiscal 1988 by an average 
of 47% . The latest Miti figures show Ja- 
panese production of 1M-bit D-RAMs 
will be up 30% by September, rising 
another 35% by the end of the year, to 
27 million chips a month. 

Beyond that, still more new capacity 
is scheduled to come on stream. With so 
much additional output on the way, is 
the industry heading for a replay of the 
1985 chip crash? 





the D-RAM market. Preoccupied last 
year with corporate restructuring, 
Goldstar is only beginning to build 
up memory production. It has one 
US$150 million wafer fab making 
256K-bit D-RAMs, and is reportedly 


AMBITIOUS PLANS 


(Production and capital spending of South 





_ Korean semiconductor manufacturers 1984-88) | 
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“No,” said Taizo Nishimuro, 
general manager of Toshiba’s 
semiconductor marketing divi- 
sion. This year’s investment is 
much lower than 1984's level — 
Toshiba is spending ¥80 billion 
vs ¥140 billion; NEC ¥40 bil- 
lion vs ¥140 billion. (The 1984 
figures included the cost of land, 
though.) Nishimuro added that 
the equipment needed to pro- 
duce 1M-bit chips costs about 
twice as much as that for 256K- 
bit chips. 

The other big difference 
compared with 1984, Nishimuro 
said, is that today's products 
use more, higher value-added 
semiconductors. Chips are also 
going into new types of pro- 
ducts. Of these, the digital TV 
has potentially the largest appe- 
tite for silicon. 

Frame memories are an 
example of a customised vari- 


ation on standard products. "In the fu- 


ture, we will have to offer more custom- 
type products," predicted Kunishiro 
Saito, vice-president of NEC's semicon- 
ductor group. "Customers want to dif- 
ferentiate," agreed Shinya Yawata, 
general manager of Nippon Motorola's 
semiconductor products division. 

The key to custom chips is design 
skill. Japan lags the US in this sphere. 
But powerful chip design software, and 
the readiness of US designers to form 
alliances is narrowing the gap. With 
their home market almost sewn up, and 
their dominance in memories estab- 
lished, Japan's chip makers look set to 
go from strength to strength. 

— Bob Johnstone 


building another for 1M-bit chips. 

Samsung, Hyundai and Goldstar 
have managed to win 7-12% of the 
world D-RAM market. They are cur- 
rently pooling their research resources 
at the government's Electronics and 
Telecommunications Research In- 
stitute to develop a 4M-bit chip to 
be completed by mid-1989. The in- 
dividual makers say that the pro- 
ject is going well, though the gov- 
ernment’s veil of secrecy makes 
their claims impossible to verify. 

Daewoo has taken a less risky 
route into semiconductors. It 
bought Zymos, a second-tier US 
custom-chip specialist and built a 

lant in Seoul for an investment of 
$$50 million. 

Chang Hong Jo, Daewoo Tele- 
com's executive managing direc- 
tor, said their main reason for 
making semiconductors is to sup- 
ply components to their consumer 
electronics — VTRs, TV sets and 
audio equipment — “otherwise we 
have to depend on Japanese IC 
suppliers." 

In the past, the Japanese have 











































.| conceded, take a long time, 


-] solid foundation.” 








ers — there were nearly no local makers 


>| of silicon wafers, chemical photoresists, 


..| ceramic packages or pattern masks until 
.| recently. This is changing rapidly. Com- 
panies have been set up to cater to these 


‘| needs, either by chaebols themselves or 


in joint ventures with multinationals 
such as Monsanto, Hoechst and Du Pont. 

A lack of qualified staff will take 
longer to remedy. “Getting engineers is 
not a problem," said Hyundai's Park, 
"but it takes a few years of training to 
make them useful." 

The South Koreans also urgently 
need to broaden their product 
portfolios. D-RAMs have given the 
chaebols' chip production experience. 
But profit margins are slim and the mar- 
ket is prone to wild fluctuations. 


Wie the technology to produce 
other types of chip is to come from 
is a trickier question for the South Ko- 
reans. As Sohn Young, country man- 
ager for Intel Technology Asia, said: 
“The South Koreans are coming into 


Sup the game at a time when everybody 
5j] knows the rules." 


Park agreed. “Unfortunately we 
© have started in this business in 
; very difficult times when there 
< are intellectual property prob- 
. lems, trade barriers, and a re- 
luctance to talk about ex- 
changing ideas, not to men- 
. tion technology," he said. As 
a result, a Samsung official 
said, "we have to rely on our 
own technology  develop- 
ment." Going it alone will, he 


“but at the end we will have a 


Certainly, South Korea 
cannot look for much assist- 
ance from Japan — at present, 
the Japanese worry about the 
South Koreans undercutting 
prices. 

In memory chips, the Ja- 

anese have a technological lead of at 
east one generation (three years) over 
the South Koreans. They are sending 
customers samples of 4M-bit chips when 
South Korea’s combined resources have 
yet to come up with a working proto- 
type of a 4M-bit chip. Meanwhile, 
Fujitsu and the rest of the Japanese chip 
makers beaver away at the techniques 
that will be required to produce 64M-bit 
chips. 

In terms of investment, Japan’s chip 
makers will pour around US$4.5 billion 
into semiconductor-related plant and 
equipment this year alone, more than 
total South Korean investment to date. 

So, what of Min’s prediction of 
South Korean dominance? Not much 
chance, perhaps, but it would be wrong 
to underestimate the South Koreans, 
their educated workforce, good manu- 
facturing discipline and determination. 
— Bob Johnstone 
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booming niche markets 


id Bob Johnstone in Taipei 


The government sets 
up a semiconductor 
company, much of the 
initial investment for 
which comes from a 
European firm, then 
hires an American to 
run it. The company 
makes a profit in its first year; its largest 
customer is a newly set up local design 
house whose president is all of 34 years 
old. 

Welcome to chip making, Taiwan- 
style. Such a scenario would be incon- 
ceivable in either South Korea or Japan, 
where the chip industries are domi- 
nated by giant integrated combines 
which crank out products in huge vol- 
umes. 

There are no such behemoths in 
Taiwan. What the island does have 
is an abundance of designers and a 
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US$1 billion domestic chip market. 

The strength in design comes from 
the popularity that electronic engineer- 
ing has enjoyed in Taiwan for several 
decades, initially as a job-ticket for 
emigrants to the US. The size of the chip 
market derives from Taiwan’s niche as a 
huge maker of personal computers, 
along with considerable production of 
telecommunications and consumer 
electronics. 

Manufacturers are increasingly turn- 
ing to custom chips which add special 
features to their products. To cater to 
this demand, in the past few years, some 
40 chip-design houses have sprung up in 
Taiwan. 

The advantage they have over their 
large US and Japanese rivals is their 
knowledge of the Taiwan market. In ad- 
dition, over the past 18 months several 
local firms have also established chip- 
production facilities. - 





The main source of talent for all 
these firms is the Electronics Research 
and Service Organisation (ERSO). The 
laboratory arm of the government's In- 
dustrial Technology Research Institute 
(ITRI), ERSO has been making chips 
for 10 years, originally with transferred 
US technology. 

But ERSO was unable to apply its 
talents to large-scale production. "It 
was like a young woman trying on her 
bridal gown every evening, but never 
getting married," said Morris Chang, 
ITRI'S president. Chang was recruited 
in 1985, after a successful 25-year career 
with Texas Instruments. 

Chang saw that ERSO had ever, 
thing needed for mass producing chips 
except a state-of-the-art production 
facility. But with the huge South Ko- 
rean losses in the 1985 slump still fresh 
in the memory of Taiwan businessmen, 
they were not about to in- 
vest in such a risky proposi- 
tion. 

So the government took 
the initiative — it established 
the Taiwan Semiconductor 
Manufacturing Co. (TSMC) 
in late 1986 with a start-up 
capital of US$135 million. The 
government provided 48.3%, 
the multinational Philips put 
in 27.5% and private Taiwan 
companies supplied the rest. 
It began operation in June last 
year — ERSO had an outlet 
for its technology, at last. Or, 
as Chang put it, "the bride fi- 
nally got married." 

TSMC hasa unique charter 
— it is forbidden to make any 
products of its own. This was 
partly to prevent it from becoming a 
rival to the small firms it was set up to 
serve, and partly to attract business 
from US semiconductor makers. To 
allay fears of US companies about hav- 
ing their designs or technology, or both, 
ripped off — and to market TSMC's 
capacity — a US semiconductor indus- 
try veteran was brought in to run the 
company. 

Early forecasts had Taiwan com- 
panies taking 25% of TSMC's capacity. 
The domestic market has turned out to 
be surprisingly strong — of the com- 

any's 20 customers worldwide, 11 are 
rom Taiwan and account for more than 
half its output. Because of strong de- 
mand, TSMC made a profit in its first 
year and orders are running at double 
capacity. As a result, TSMC is building 
a second, larger facility at the Hsinchu 
Science-Based Industrial Park. The 
US$220 million plant is scheduled 












for completion | by ‘the 





ment of new chip-design houses. Its 
largest customer, for example, is Silicon 
Integrated Systems (SIS) which only 
opened for business in December 1987. 
SIS has 90 employees — 50 of them en- 
gineers, mostly from ERSO — and in 
six months they have come up with 20 
products, consuming almost one-fifth of 
TSMC’s output. 

“Qur strategy is to find niches, then 
develop products for them,” said Jeng 
Jong Guo, SIS’s 34-year-old president. 
SIS’s first product was a game chip; its 
second, a speech synthesiser. The com- 
pany has also produced a range of chips 

or imitating animal sounds — barks, 
bleats, miaows and roars — in toys. 


B TSMC has encouraged firms like 
SIS, then the phenomenal success of 
Taiwan’s first commercial chip maker, 
ited Microelectronics Corp. (UMC), 
i been the inspiration. Founded in 
1980 as an ERSO spin-off, UMC got its 
big break three years later when pro- 
duction of electronic telephones took 
off in the region. 

UMC supplied a key component — a 
dialler chip. Its sales increased five-fold 
in 1983, giving UMC the highest profita- 
bility of any company in Taiwan. From 
low-end products like diallers, the com- 


TSMC has S AULUS the establish: 


| subsidiary, Winbond Electronics. The 
| emphasis is on product design, initially 
| under licence from ERSO and US com- 








investing US$35 million i in its 
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pany moved into higher value-added 
chips for personal computers. UMC 
now boasts a broad product range and 
customer base. Chip sales in 1987 were 


worth around US$100 million, and 
1988's sales are expected to be about 
US$130 million. UMC is investing 
US$170 million in building a new VLSI 
wafer plant at Hsinchu, due to begin op- 
erations next May. 

The success of UMC has prompted 
traditional Taiwan companies to plunge 
into semiconductors. Two family- 
owned firms Hua Lon, a textile 
and insurance company, and Walsin 
Lihwa’s Wire & Cable Corp. (a major 
investor in UMC) — have established 
electronics subsidiaries and are build- 
ing chip plants on adjacent plots at 
Hsinchu. 

Hua Lon Microelectronics’ US$70 
million plant went into mass production | 
in June. It will concentrate on chips for 
consumer applications, and projects 
sales next year of US$140 million. Wal- 
sin Lihwa’s approach has been more 
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Government pushes Singapore 
into wafer fabrication 


By Cari Goldstein in Singapore 


eeking to make up for lost time, the 

Singapore Government is trying to 
jump-start the process of developing a 

fer-fabrication industry. The cen- 
...piece is Chartered Semiconductors, a 
US$50-million joint venture between 
the state-owned Singapore Technology 
Corp. (STC) and the US firms Sierra 
semiconductor and National Semicon- 
ductor. 

Production is not slated to begin 
until the first quarter of next year, but 
already some 50 Singaporean design 
and process engineers have spent al- 
most 20 months at Sierra Semiconduct- 
ors California headquarters learning 
the US company's advanced process 
technology. More will follow. 

Singapore's electronics industry has 
been a mainstay of the country's econ- 
omy for two decades. The assembly and 
testing of semiconductors — dominated 
by multinational corporations — had b 
last year grown into a US$1.68 billion a 
year export industry. This year, propel- 
led by booming overseas demand for 
memory chips and other semiconduc- 
tors, US$2 billion looks within reach. 

But Singapore's economic planners 
are no longer content with high-volume 
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assembly industries. In recent years, the 
government has been striving to up- 
grade the technology of the country’s in- 
dustrial base, with mixed success. 

In semiconductors, though the gross 
value of output seems impressive, the 
value-added by assembly and testing — 
the so-called back end of the manufac- 
turing process — is limited. It is highly 
labour-intensive, and Malaysia, the 
Philippines and Thailand offer more 
abundant and cheaper semi-skilled la- 
bour. 
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The current shortage of D-RAMs 
has hit Taiwan's personal computer in- 
dustry hard. Big companies have not 
been able to expand; small companies 
simply cannot get the parts they need, at 
any price. 

ith all this new chip production 
coming on stream in Taiwan, the com- 
puter makers want to see some dedi- 
cated to producing D-RAMs. So far, 
the chip makers have resisted. "We 
don't want to lose money," said Robert 
Tsau, UMC's president. 

He reckoned that memory chips are 
best left to big corporations like the 
South Korean chaebol. "Our 
philosophy is that it's much safer to 
work with a large number of small cus- 
tomers." Broad-based product lines 
make a company less vulnerable, Tsau 
pointed out. | 

Because Taiwan chip makers are re- — 
latively small and flexible, they stand to . . 
| suffer less in the next downturn. In- - 
deed, Tsau argued that companies like _ 
his may even be able to increase their 
market share. | 


250 million it could take to build a state- 
of-the-art memory-chip fab. Singapore’s . 
approach is to go for a more appro- 
priate, smaller model. 

Thus Chartered will avoid compet- | 
ing with the giant (mainly) Japanese - 
companies which dominate the market 
for commodity chips, such as D-RAMs. - 
Instead, it will focus on ASICs mainly | 
for use in telecommunications and data- 
communications devices, The new faci- 
lity at Singapore's Science Park in - 
Jurong will begin producing at least 


5,000 6-in wafers a month, doubling - z 


output in 12-18 months. 


hartered is the second silicon-wafer 
fabrication in Singapore. The first 
was SGS-Thomson Microelectronics, a 
[oe joint venture between the Ita- 
ian and French conglomerates which 


The value-added pay-off comes from | was set up four years ago, next to its as- 


semiconductor design and fabrication. 
A bare silicon wafer costing about 
US$50 is worth about US$600 by the 
time it has been fully processed. By 
another measure, 200° people in wafer 
fabrication — or fab — can produce the 
same revenue as 2,000 in an assembly 
and testing facility. 

Chartered is Singapore’s first big, di- 
rect investment in its semiconductor in- 
dustry. By the time the second phase of 
the project 1s reached in 1990, some 
US$75 million will have been invested 
— mostly by the government rather 


| 





sembly and testing operation. 

Antony Watts, the company’s direc- 
tor for strategy and planning for the 
Asia-Pacific region, described the facil- 
ity asa ^medium-tech operation making 
commodity products with low costs and 
reasonable yields." This is enough, he 
said, to make it one of the most profita- 
ble in SGS-Thomson's worldwide net- 
work of 18 factories. 

The SGS-Thomson fab's main activi- | 
ty is the diffusion stage of the manufac- | 
turing process — chiefly doping of sili- 
con wafers with chemical impurities — 


than the US partners. But this projected | to make linear ICs. The final stages are 


investment pales before the US$150- 
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done at plants in Italy and the US. A 
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| panies, subsequently switching to its |. 
| own designs. Sales of US$50-60 million 
| are forecast in 1989. 





major expansion now underway will 
double capacity to a million 5-in. wafers 
a year, and a higher level of integration 
will be used. 

Chartered is set apart from the SGS- 
Thomson fab, or a small gallium arse- 
nide wafer fab run by Hewlett-Packard, 
by the sophistication of the fabrication- 
process technology it uses. “This project 
represents a major leap forward for Sin- 
gapore, enabling it go right into state- 
of-the-art wafer fabrication, after 20 
years of reliance on assembly and test- 
ing," said John Hambridge, Chartered's 
general manager, seconded by Sierra to 
lead the venture. 

Chartered is 75% owned by STC. 
Sierra holds 1875, and National the re- 
maining 7%. Besides its involvement in 
the design. Sierra will also take about 
50% of the output. National is to re- 
ceive a smaller portion. 

The venture's second distinguishing 
feature is the Singapore Government's 
role. A politically powerful board of di- 
rectors will ensure that Chartered gets 
what it needs, including further fund- 


ing. Lim Ming Seong, the chairman of 


the board, is the group managing direct- 


'Non-interventionism' hurts 
Hongkong’s chip prospects 


Ithough the electronics industry is 

big business in Hongkong. 
semiconductors have never been some- 
thing for the territory to brag about. At 
the more labour-intensive back end of 
the business, only one of the big players 
in the industry — the US electronics 
giant Motorola — has a major assembly 
and testing factory in the territory. 

Front-end wafer fabrication (or fab) 
is limited to three tiny firms in the New 
Territories. Making up the minuscule 
hi-tech sector are RCL Semiconduc- 
tors, Elcap Electronics, and Hua Ko 
Electronics. 
fabs emphasising consumer chips and 
some memories. 

Both RCL and Elcap are planning a 
follow-the-leader strategy for their fu- 
ture growth. Each will begin producing 
256K-bit D-RAMs by next year. They 
are hoping to move into markets — ina 
small way — vacated by the majors, 
which are now shifting production over 
to the more powerful I M-bit chips. 

For most big IC makers, Hongkong 
has mainly been a base for regional mar- 
keting. More recently, NEC, Toshiba, 
Hitachi, Motorola and Texas Instru- 
ments have added ASIC design centres. 
They aim to serve a market that 
amounts to about US$50 million in Asia 
(excluding Japan). ASICs are the fast- 
est-growing segment of the industry. 

he rise of sizeable local semicon- 
ductor makers in Hongkong has been 
hobbled by several factors. For one, 





Each has modest wafer | 





or of Sheng Li Holdings. This state- | 


owned company — a key component of 


Singapore Inc. — controls STC as well | 


as other firms engaged in military and 
civilian industrial development. 

As important, Chartered has a direct 
line to Philip Yeo, the influential chair- 
man of the Economic Development 
Board (EDB). Yeo has played a leading 
role in promoting hi-tech development 
in Singapore and was instrumental in 
bringing the Singapore Government 
and the US partners together. The EDB 
shouldered a good part of the expense 


The fact that Chartered had to raid 
most of its competitors for engineering 
staff — only National, by virtue of its 
stake in the project was spared — 
suggests the pool of technical talent in 
Singapore may be perilously thin. 

Another obstacle is the tiny size of 
the local ASICs market. Despite rapid 
worldwide and regional growth in de- 
mand for ASICs, few Singaporean com- 
panies are engaged in designing and 
manufacturing electronics systems that 
would make them significant end-users 
for such semi-custom chips. u 


TEXAS INSTRUMENTS 





involved in the overseas train- 
ing of engineers hired for the pro- 
ject. 

The guiding hand of the gov- 
ernment aims to show others that 
Singapore can pull off a leading 
edge wafer fab, which might en- 
courage other semiconductor 
manufacturers to set up similar 
ventures. However, the opposite 
lesson might be taken — without 
the fat subsidies from the state, 
Singapore may not have the in- 
frastructure to support a size- 
able wafer-fabrication industry. 


the government's "non-interven- 
tionist” economic policy means the 
microelectronics industry cannot 
hope for the sort of state support 
that has been effective in Tai- 
wan, Singapore and South Korea. 

Winston Chan of RCL Semicon- 
dutors said: “Most of the private sector 
in Hongkong is too short-sighted to put 
large amounts of money into our indus- 
try; and the government's refusal to 
offer any assistance makes it difficult for 
most hi-tech initiatives to come to frui- 
tion.” 


hen Motorola announced plans 

for a new manufacturing facility in 
Hongkong — grandly dubbed Silicon 
Harbour (it nestles on the edge et od 
luted Tolo Harbour in the New Ter- 
ritories) — there was a stir of excite- 
ment in the electronics industry as well 
as the Hongkong Government. 

According to the company’s promo- 
tional literature for the 10 August 
ground-breaking ceremony, the project 
would “generate a similar phenomenon 
for the Hongkong electronics industry” 
as did the electronics R & D work in 
California 20 years ago which gave birth 
to Silicon Valley. 

Motorola declined to tell the 
REVIEW how much the new plant would 
cost, but some local press reports have 
quoted Motorola's vice-president and 
general manager C. D. Tam as putting it 
at US$200 million. 
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This appears to be an exaggeration. 
As described by S. K. Yeung, 
Motorola’s Asia-Pacific planning and 
procurement manager, the new plant 
would include assembly and testing 
analog ICs, a large ASIC design cent. ~, 
and headquarter functions for the Asia 
Pacific region. 

Yeung said there were no plans for a 
wafer fab which would have required a 
huge investment in the order of the 
sums mentioned. The main technologi- 
cal advance at the new facility will in- 
volve the assembly of ICs for surface- 
mounting, a packaging technique that 
enables greater miniaturisation. 

On the demand side, one limitation 
on the growth of the Hongkong market 
for ASICS is that the electronics indus- 
try here remains dominated by assem- 
bly. Few companies design and make 
their own systems requiring ASICs. 

Another problem for Hongkong is 
the limited China market for semicon- 
ductors. China's infant electronics in- 
dustry produces small quantities of 
goods needing semiconductors. Cocom, 
which oversees Western exports to com- 
munist bloc countries, blocks sales of 
certain types of semiconductors, 

— Carl Goldstein 
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talent to create strong 
presentation graphics. 





for your presentation from other 
programmes—even from other 
Macintosh and MS-DOS computers- 
simply by cutting and pasting, 

For example, you could take a 
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Then embellish and embroider 
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ready-to-go electronic “clip art” 
library. 

That done, you put it all together 
in a standardized format with 
special presentation software such 
as Microsoft PowerPoint. And print 
it with the LaserWriter directly onto 
acetate overheads. Or onto corporate 
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Then-drum roll—you are ready 
to pitch any sale, argue any case, 
promote any cause. 

For an even more persuasive 
hands-on demonstration contact 
the authorized Apple reseller 
nearest you. 

Do it soon, though. Because 
theres only one thing more 
harrowing than performing in 
front of a live audience. 
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Brighter outlook 
for transatlantic relations 


Over the past few years, 
the U.S. and the European 
Community have often failed 
to see eye to eye, with little 
basis for constructive dia- 
logue. Europeans have at- 
tacked the huge U.S. budget 
deficits and the slide of 
American trade policy into 
protectionism. For its part, 
the U.S. has chastized the 
Europeans for their sluggish 
growth, their reluctance to 
promote structural change, 
and their closed markets. 

But now the transatlantic 
tensions seem to be easing. 
The specter of “Eurosclero- 
sis”, the catchword for 
Europe's economic decline, 
has been dispelled by the 
drive for a truly common 
market—via a huge deregula- 
tion package designed to 
remove all the barriers to the 
free movement of people, 
goods, services and capital 
across this enormous econ- 
omic zone. 

The plan is clearly an am- 
bitious one, and the road to its 
realization will be stony. The 
liberalization of all markets 
and the harmonization of 
taxes, which will ultimately 
erode national sovereignty, 
will surely encounter oppo- 
sition from certain vested 
interests. Yet there can be no 
turning back; in the long run, 
the advantages afforded by a 
unified domestic market are 
so attractive that the forces 
pushing for integration will 
ultimately prevail. 

Smaller firms in particular 
will benefit from the removal 
of border formalities and the 


adoption of uniform technical 
standards, as this will enable 
them to operate throughout 
the entire EC. However, large 
companies will also benefit as 
they will be able to test new 
products in the EC's huge 
domestic market before 
launching them on the world 
market. Overall, the Single 


the U.S. *Europrotectionism" 
would undermine the existing 
system of world trade and 
expose Europe to retaliatory 
measures. 

Thus, U.S. companies— 
and those in other non-EC 
countries—will benefit just as 
much from the Single Market 
as their European counter- 
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Market will enhance the com- 
petitiveness of European 
firms. 

Some fear that the price 
of internal liberalization will 
be an increasingly protec- 
tionist stance vis-a-vis third 
countries. Certainly, such 
fears must be taken seriously. 
A “Fortress Europe” men- 
tality would be counterpro- 
ductive in the long run. The 
EC is the world’s foremost 
trading power, with a larger 
foreign trade volume than the 
U.S. and the Soviet Union put 
together. Exports equal about 
16 % of its aggregate GNR, as 
against just under 10% in 





1987 1988") 


parts. Uniform technical stan- 
dards and identical adminis- 
trative procedures will apply 
to all firms. Indeed, many 
non-EC companies are al- 
ready gearing up for 1992. 
For some time, the United 
States has been calling for 
deregulation in the EC, and 
the planned domestic market 
promises to achieve just that; 


it paves the way for dynamic 
growth. Of course, the necess- 
ary adjustment processes will 
be painful at times, especially 
in hitherto "protected" sec- 
tors, such as transportation 
and telecommunications and, 
in some cases, banking and 
insurance. 


Not a zero-sum game 


Deregulation in these in- 
dustries together with the pros- 
pect of unrestricted market 
access for non-EC companies 
will defuse at least some ofthe 
criticism—although farm pol- 
icy remains a thorny issue. 
Moreover, it will become 
evident that, for the world 
economy, the EC domestic 
market is by no means a zero- 
sum game. 

In the last analysis, the U.S. 
will also benefit. Not long 
ago, given their product 
range and focus on their 
home market, it was doubt- 
ed whether American com- 
panies would be able to 
exploit the opportunities 
offered in world markets by 
the weaker dollar. Of late, 
U.S. firms have become 
much more competitive—as 
their export successes show. 
This new strength is attribut- 
able at least as much to dom- 
estic deregulation and tax 
reformas it is to more realistic 
exchange rates. 

Accordingly, U.S. indus- 
try has a good chance of 
regaining the ground lost dur- 
ing the mid-eighties. And just 
as the specter of "Euroscle- 
rosis" has faded, reports of 
America's economic decline 
will be found to have been 
*greatly exaggerated". 
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€ IMPERVIOUSNESS to change is 
again on the increase at the Securities 
xchange of Thailand (SET). Not only 
are higher interest rates and fully 
utilised manufacturing capacity being 
ignored, but even questions about the 
incoming government's managerial 
abilities have been brushed aside. The 
SET index did not move when Thien- 
chai (“if I take this job, the stockmarket 
will crash") Sirisamphan was nominated 
finance minister, though it did answer 
his cheerful rejection speech with a 
seven-point leap. Nor did the market 
react to the eventual appointment of 
Pramual Sabhavasu, who is arguably 
= as unqualified for the post. The 
2x closed on 9 August at 470.99, 
;xarely below the all-time peak. 
A wave of foreign broker represen- 
‘atives setting up shop in Bangkok 


DE. , 
FINANCIAL TIMES 


SET: questions brushed aside. 


hows that external interest is equally 
inmoved by negative indicators. 
HOMER the three established re- 
earch offices — James Capel, Crosby, 
ind Citicorp Scrimgeour Vickers — are 
Toare Govett, Baring, Chin Tung, W. I. 
-arr, Jardine Fleming, and possi- 
ly CL-Alexanders Laing and Cruick- 
hank. Getting a research link is the first 
riority, but all are looking for ways of 
inking up with licensed securities firms. 
‘hey are following Hongkong's First 
'acific group, which earlier this year 
ormed First Pacific Asia Securities 
FPA) with the Bank of Asia and the 
(ipintsoi group. 
€ UNFORTUNATELY, the Bank of 
"ailand (BoT — central bank) has not 
layed the receptive host. The three 
arly birds complain of harassment — 
1 one case an audit — and orders not to 
llow their research to filter back into 
‘hailand, even to give Shroff a peek. 
The problems arise in part from a 
oggy regulatory regime. Crosby and 
‘ickers work under normal foreign 
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Thai research at a premium 


company subsidiary or representative li- 
cences from the Ministry of Commerce 
(MoC). Capel, operating under the 
wing of Wardley Thailand, has no speci- 
fic licence, 

BoT's Prasarn Trairatvorakul, of the 
Department of Financial Institution 
Supervision and Examination, says the 
central bank has now decided that the 
foreign research offices do not have to 
get an investment advisory licence 
under the Finance and Security Act 
(FSA) of 1979, because they only send 
their research to head offices abroad. 

However, Prasarn says, under sec- 
tion 10 of the FSA these representative 
offices must nevertheless obtain official 
"permission" from the BoT. 

The amiable Prasarn aside, though, 
others at the BoT have left foreign brok- 
ers with a strong feeling that their pre- 
sence is unwanted, and that "permis- 
sion" will not be forthcoming. The new- 
comers are heading to MoC for a repre- 
sentative office licence. "We want to 
steer very clear of the BoT," said one. 
One of the three original research firms 
will test the BoT's sentiment in the next 
couple of weeks. 

If some in BoT appear a touch 
xenophobic, the central bank has real 
concerns. Prasarn warns that if the new 
offices violate the rules, the BoT will 
take action. He is talking about the ten- 
dency of some offices to act as more 
than “messengers” between local brok- 
ers and overseas customers. 

There is no doubt that at times the 
representative offices have done more 
than just relay orders back and forth and 
have tended towards active trading. 
Prasarn concedes this is a grey area and 
that “intent” is what the BoT will be 
looking at. 

Prasarn does have good news: exist- 
ing finance and securities companies 
will soon be able to apply to the BoT for 
specific securities business licences 
which they might lack. Few have all four 
licences — dealer; brokerage; invest- 
ment advisory, and underwriting — as 
new licence issues have been frozen for 
years. Foreign brokers will be more 
ready to buy into a local securities firm 
knowing that they have a chance to get 
all four permits. 

€ THIS means that overseas investors 

will get increasing access to good Thai 
research which locals are still unfairly 
denied. It does not make sense, given 
that fatherly SET chief Maruey 
Phadoongsidhi regularly admonishes 
small investors to do their homework 
and to beware of speculators and mani- 
pulators. 

At the present, any research with 
predictions and projections is likely to 
attract an SET investigation, to ensure 


the research source has not taken a sus- 
pect trading position. For that reason, 
no local broker dares to make predic- 
tions, or buy or sell calls. 

Investors are consigned to relying on 
their brokers’ off-the-cuff forecasts, 
when they really deserve a wider dis- 
semination of data. Shroff bets the 
brokers putting their names on pub- 
lished earnings projections will be a 
whole lot more responsible than those 
feeding hot anonymous tips to the 
rumour-laden market tabloids. 

€ IT is clear, too, that some of the 
SET's 32-member brokerage houses 
value research — they have been ac- 
tively trying to steer astray FPA’s appli- 
cation for one of the three vacant SET 
seats. They obviously fear a research- 
strong FPA pulling away customers — 
especially foreign ones. Evidently 
someone who prefers not to compete 
encouraged immigration officials to 
visit FPA’s offices, but the search for a 
rogue, work-permitless farang (foreign- 
er) proved fruitless. 

€ THE SET board is now reviewing 
proposals for a revised trading system. 
One nefarious idea is a two-tier system: 
negotiated trades for large lots, and 
the current queuing system for small 
trades. 

Such a move would mean an even 
wider chasm between the large and 
small players. Already big lots occasion- 
ally trade through the market on 
negotiated terms, board prices being 
jacked up or down to the agreed level 
after the deal is completed. Things are 
worse for foreign-board deals — brok- 
ers dictate prices to buyers and sellers; 
and punters have no way to gauge cur- 
rent price or availability. 

e Meroe system will in- 
stitutionalise this, until availability of 
demand counters is sucked away from 
the small lot traders. So the market will 
continue to be split between powerful 
big players, and helpiens, rumour-chas- 
ing small-timers. 

€ SPEAKING of research, Shroff re- 
cently visited Chesada Loha-unchit, 
head of the new Capital Markets Re- 
search Institute of The Mututal Fund 
Co. (TMNC). With some of the best ac- 
cess to corporate data, one of the 
institute's aims is to provide corporate 
research reports. Chesada had thought 
of selling this research to offshore in- 
stitutional investors. 

But don't grab for your chequebooks 
yet. The BoT informs Shroff that 
TMNC is not licensed to do such work, 
and is not likely to be, because it enjoys 
a monopoly on local mutual fund man- 
agement. Better get out the "for inter- 
nal use only" stamp, and let the rest of 
us fish for rumours. 
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Smoother flight paths 


China’s airports are to be expanded and upgraded 


By Tai Ming Cheung in Hongkong 


A rs are the poor cousins of 
hina's aviation industry. While 
hundreds of millions of dollars are spent 
importing or developing expensive 
state-of-the-art passenger aircraft, air- 
ports are poorly funded, overloaded 
and inefficient. 

Most airports are antiquated, and 
there are too few of them. But they are 
an essential cog in China's modernisa- 
tion programme, crucial for expanding 
tourism — an important foreign-ex- 
change earner — and for attracting for- 
eign investment to coastal cities and 
special economic zones (SEZs). 

More airports with longer, tougher 
runways, and improved passenger, 
maintenance and air traffic control ser- 
vices are under construction. Three 
tiers of airport development are envis- 
aged. 

The first tier, comprising the three 
hub airports of Peking, Shanghai and 
Canton with the modern technological 
and handling hardware of major inter- 
national airports, are being improved to 
cope with greater traffic volumes. Air- 
ports in provincial capitals, major 
tourist spots, coastal cities and SEZs are 
being upgraded or built as regional 
hubs, able to handle 
medium-haul aircraft, 
such as the Boeing 707 
or 757. Third, other air- 
ports on the national grid 
will be revamped to 
handle up to Boeing 737- 
type short-haul air- 
craft in clear, daytime 
weather. 

Limited funds and 
rapid growth in use, 
however, mean that the 
expansion will probably 
be unable to meet de- 
mand. Between 1978 and 
1987, passenger volumes 
handled by airports in- 
creased 490% for Pe- 
king, 660% for Shanghai, 
750% for Canton, 550% 
for Xian and 1,100% for 
Guilin. 

China’s geographical 
vastness, difficult terrain 
and inadequately de- 
veloped rail, road and 
waterway networks make 
air transport especially 
suitable in opening up the 
country. A 36-hour train 
trip from Canton to Pe- 
king is reduced to two- 
and-a-half hours by air. 
Airports are also cheaper 


to set up than other transport systems — 
| km of railroad costs Rmb 5 million 
(US$1.34 million) to lay, while Rmb 400 
million is sufficient for a large interna- 
tional airport, Chinese aviation experts 
say. 
The development of civilian aviation 
and airports was neglected until the late 
1970s. The backwardness of airports is 
stark. There are only 80-90 airports in 
the national civilian grid, with just eight 
able to handle Boeing 747-sized jets, 
and another 13 for medium-sized air- 
craft such as Boeing 707s. Some of the 
others are little more than potholed 
airstrips. The US has 6,500 public air- 
ports and Canada more than 1,100. 
During the seventh five-year plan 
(1986-90), 16 more airports are being 
built, with 11 still under construction. 
When completed, they will help al- 
leviate serious congestion in some 
blackspots. Developments _ include 


Xian, Shenyang, Chongqing, Changsha 
and Huangtian, near Shenzhen, which 
is a domestic follow-up to a proposed in- 
ternational airport partly serving Hong- 
kong that was scrapped. 

However, the priority will be on re- 
building existing airports, say officials 































CHINA’S AIRPORT NETWORK 
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of the national aviation authority, the 
Civil Aviation Administration of China 
(CAAC). This means extending run- 
ways, larger parking aprons, better 
ground-handling facilities, and extra 
passenger and maintenance buildings. 
The big hub centres of Peking, Shanghai 
and Canton, and tourist chokepoints 
such as Guilin, will get particular atten- 
tion. 

Funding for the projects will come 
from central and local government cof- 
fers, CAAC, some airports themselves, 
and foreign loans, including, it is hoped, 
soft loans from the World Bank. Kuwait 
has given Fujian province a low-interest 
US$22 million loan to upgrade facilities, 
while CAAC and a number of foreign 
airlines will invest jointly in a Rmb 29 
million revamp of Peking's Capital air- 
port. The US Government and the UN 
Development Programme are also pro- 
viding funds to improve air traffic c 
trol. 


C with the sums to buy new 
Western-made aircraft, the cost of 
new airports and upgrades are modest. 
A new 2,500-m runway airport at 
Luoyang with 20,000 m? of tarmac and 
a 4,000-m? building cost Rmb 81.2 
million, while a 3,400-m runway airport 
at Huangtian capable of handling Boe- 
ing 747 jets was estimated to cost about 
Rmb 400 million. 

The main hubs and new projects 
have reaped the lion's share of funds. 
while provincial airports and those in 
economic backwaters have been starved 
of resources. Half of all 
airports, for instance, do 
not have telex machines. 

Because of China’s lim- 
ited expertise in building 
modern airports, foreign 
consultants have been 
used to help on desi 
Shanghai's Hongqiao 

ort has entered into a 

mb 80 million project 
with a Dutch consortium 
— comprising Ballast 
Nedham, Schiphol Air- 
port and Netherlands Air- 
port Consultants — to de- 
sign a new 28,000-m? two- 
tier international passen- 
ger terminal, capable of 
handling five to six Boeing 
747-1ype jets at one time. 
Construction by local 
Chinese firms will take 18 
months, beginning earlv 
next year. The Dutch will 
supply hi-tech equipment, 
such as baggage handling 


systems and  flight-an- 
nouncement boards. 
Joint ventures are 


being set up in aircraft 
maintenance, in which 
Chinese expertise is lack- 
ing. Canton CAAC, Lock- 
heed Aircraft Services In- 


18 AUGUST 10RA a FAR FASTERN FLONOMIC REVIFV 












ternational and Hutchison China Trade | allowing only a limited number of air 


are to build a US$30 million engineering 
complex. in Canton. In Peking, the 
CAAC and Lufthansa Airlines are to 
build a Rmb 600 million servicing facil- 
ity for any aircraft in the CAAC fleet. 
Currently, CAAC can do limited servic- 
ing of its Western-made jets, with major 
overhauls being done in Hongkong, 
Australia or Singapore. 

Until recently, airports came under 
the aegis of CAAC. CAAC’s planning 
department oversaw all civilian airport 
developments, with the State Planning 
Commission, the State Council and the 
Central Military Commission providing 
final approval. CAAC is in the throes of 
a major reorganisation. It will relin- 
quish operational charge of running air- 
craft and airports, and become a watch- 
dog agency regulating the industry, 
similar to the US Federal Aviation Au- 

rity. New airlines are being set up 

| will, along with airports, be re- 
sponsible for their own profits and 
losses. 

Unlike airports elsewhere, whose 
main sources of revenue are landing and 
ground handling charges and lucrative 
duty-free shops, Chinese airports have 
depended almost wholly on CAAC sub- 
sidies. With an operating profit of 
nearly Rmb 1 billion in 1987, mainly 
through ticket sales, CAAC has been 
able to afford the costs. 

Most airports are unlikely to survive 
independently without handouts from 
either CAAC or the government. Many 
smaller airports in outlying areas are 
»ublic services and will never make 
noney. Only the international hubs 
yave the potential to be financially self- 
supporting. 

The reorganisation of CAAC’s east- 
'rn region in late June, with the estab- 
ishment of an independent airline, East 

na Airlines, saw Shanghai Hongqiao 

ome the first independent airport. 
"eking's Capital will follow soon. 

Chronic inefficiency will also limit 
urports’ abilities to make money. Man- 
igement and operations will have to be 
haken up if they are to become profita- 
ile. Peking's Capital, for instance, only 
iverages 20-30 take-offs an hour in fair 
veather, compared with 120 an hour at 
JS counterparts. Much of the imported 
vanced equipment, such as precision 
pproach radars, are seldom used 
'ecause of a dearth of trained person- 
el. 

Outdated national and local air traf- 
ic control systems will also hold back 


irports. Despite the advent of sophisti- | 


‘ated landing-control equipment, out- 
ide of Peking, Shanghai and Canton 
urport traffic controllers still use a rule 


if thumb that planes land at 10-minute - 


ntervals. Apart from Peking, all air- 
raft are brought in visually, using non- 
adar control procedures, which ex- 
Hains why airports shut down in poor 
veather. 

The military's control of all airspace, 









corridors for civil use — about 20 for in- | 


ternational and 200 for domestic routes 
— also constrains air traffic, though the 
skies are relatively uncongested. Air- 
craft can also only operate at one set at- 
titude along any of the corridors (9,000 
m for Peking to Shanghai, and 6,000 m 
the other way), separated by 20-minute 
intervals. There are plans to overhaul 
the 1953 Soviet vintage air traffic con- 
trol equipment, with microwave landing 
systems, automated weather observa- 
ton stations, aircraft collision avoid- 
ance systems, and improved terminal 
and en route radar communica- 
tions. 


new national civilian air traffic au- 
thority, the National Traffic Con- 
trol Administration (NATCA), was set 
up in February 1987 to prepare to as- 
sume overall control of airspace from 
the military. But some analysts doubt 
this will occur. "Institutional politics will 
make NATCA defunct," said one West- 
ern airforce attaché. “The military are 
not going to give up control to a civilian 
outfit, especially one that is still in its in- 
fancy, with limited bureaucratic clout.” 
Despite this, the military has played 

a positive role in civil airport develop- 
ment. More than 50 military airfields 
are estimated to have been opened to 
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civilian use, with some being entirely 
turned over. The airforce's own Union 
airline, which flies commercial services 
with surplus military transport jets, only 
operates out of military airfields. 

The air force engineering corps has 
also upgraded a number of airports, in- 
cluding Changchun, Jilin, Dalian and 
Dandong. Much of this has been at little 
expense, as military units were expected 
to contribute to civilian projects as a 
public service. Earlier this year, the mi- 
litary was allowed to begin charging 
commercial rates for its services. 

But current efforts to revamp the air- 
ports system may prove inadequate. 
Many airports are limited in their 
abilities to expand, and the need for 
extra airports will become acute. This is 
particularly so for Canton and Shang- 
hai. Canton, the country's busiest hub, 
is unable to cope with current passenger 
demands and is expected to reach full 
capacity by 1992 when passenger vol- 
ume will reach 12 million. Shanghai 
Hongqiao forecasts a five-fold expan- 
sion in landings and takeoffs between 
1985 and 2000, from 22,000 a year to 
110,000. The city government has set 
aside land for an eventual second air- 
port beside the Yangtze river in 
Chuansha county, though no financing 
is likely to be available for some 
years. 


Japan unhappy with US bill 


Officials warn they may appeal to Gatt over bill's violations 


By Charles Smith in Tokyo 


J apan has reacted swiftly against the 
passage through the US Senate of 
the revised US Trade Bill. Politicians 
and officials warned that Japan may ap- 
peal to the Gatt if surveillance shows the 
bill "violates international trade con- 
ventions." 

Minister of International Trade and 
Industry Hajime Tamura described the 
bill’s approval by the US Congress as 
"quite regrettable." 

The 85-11 senate vote on 3 August 
for the 1,000-page bill followed last 
month's US House of Representatives 
376-45 vote in favour of the trade pack- 
age which is designed to open foreign 
markets to US companies. The bill, 
which would allow retaliation against 
imposing unfair trade barriers to US ex- 
ports, is expected to obtain President 
Reagan's approval. 

Japan's biggest single worry con- 
cerns the strengthening of Section 301 
which authorises the US administration 
to penalise countries judged to be guilty 
of unfair trade practices. In its is revised 
form, the section will allow the US 
Trade Representative (USTR), instead 


of the president, to authorise action. A 











top Foreign Ministry official said Japan 
could be hit “with a whole list of com- 
plaints" under the new rules, which can 
be applied to countries running perma- 
nent large trade surpluses with the US. - 

Section 337 of the bill on the protec- 
tion of intellectual property rights could 
be another source of trouble for Japan. 
The clause allows US companies to sue 
foreign companies without providing 
evidence of lost business. This could un- 
leash a flood of actions against Japan's 
electronics industry. 

The "Toshiba clause" has been con- 
demned as unfair and damaging. It will 
ban sales by Toshiba Corp. to US Gov- 
ernment bodies for three years in retalia- 
tion against a breach of the rules of 
Cocom, the committee which oversees 
Western exports to the communist bloc, 
by a Toshiba subsidiary, Toshiba 
Machine. Japan says that Toshiba 


law. The ban will cost Toshiba around 
¥8 billion (US$59.8 million) worth of 
sales a year — about 3.3% of its exports 
to the US — and also could damage its 
image with US consumers. 

An amendment to the bill that allows 


Machine's action did not breach any US 











«| the US to ban foreign companies from 
^ | acting as primary dealers on the US 


treasury-bond market if reciprocal 
rights are not granted to US companies 
is worrying the Ministry of Finance. The 
clause could, theoretically, lead to loss 
of primary dealer status for securities 


=: | houses, such as Nomura, Daiwa and 


Nikko. 

Japan, in response to the bill, indi- 
cated it will try to accelerate progress at 
the Uruguay Round of Gatt negotia- 
tions to convince the US that free trade 
still works. Failing this, passage of the 
new trade bill could trigger serious dis- 
turbances in world trade. One senior 
Foreign Ministry official told the 
REVIEW that the bill could become a 
"formidable weapon for protectionism 
if used improperly." 


» Nayan Chanda writes from Washing- 
ton: Three years after its introduction to 
the US Congress, the Trade Bill finally 
cleared the US Senate in a form that is 
certain to get President Reagan's ap- 
proval. 

While protectionist fever in Wash- 
ington has abated marginally in the in- 
tervening years because of tough action 
by the US administration and an improv- 
ing trade balance, the politics of an 
election moderated the Reagan admin- 
istration's attachment to free trade. 

The compromise bill falls short of 
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being overtly protectionist, but in- 


creases the possibility of more “pro- 
cedural” barriers being used by the US 
against countries which it believes have 
engaged in unfair trade practices. 

The administration is happy that the 
bill has granted the necessary fast-track 
authority to the president to negotiate 
in the Uruguay Round of Gatt talks. 
Farmers are happy that the bill provides 
for US$2.5 billion export-enhancement 
programme to subsidise agricultural ex- 
ports. Organised labour is also happy 
about the US$1 billion re-training fund 
created by the bill, while industry is 
pleased by the removal of certain export 
controls. 

All of the US' major trading partners 
have expressed varying degrees of dis- 
‘aie d though privately many are re- 
ieved — it could have been worse. 
Some hope the bill may help to keep the 
lid on protectionist pressures. 

Japan is the most obvious target of 
the bill. The bill hits Toshiba Corp. and 
targets Japanese securities firms which 
have primary dealer licences in the US. 
The firms have warned that the move 
could lead to a drop in the flow of Japan- 
ese capital into US Treasury bonds. 
Analysts expect Japan to open further 
its financial market rather than see the 
firms stripped of their licences. 

The bill requires the administration 
to initiate, under Section 301, unfair 


Competition legalised 


Foreign law firms win the freedom to hire Hongkong lawyers 


By Emily Lau in Hongkong 


p Hongkong Government's deci- 
sion in principle to allow foreign law 
firms to hire local solicitors will enhance 
the territory's reputation as a financial 
and commercial centre, according to 
government officials. It will enable 
firms to offer their clients advice on 
local law as well as that of a major trad- 
ing partner and is expected to lead to 
improved services and lower legal fees. 
But the move, against the advice of 
a government-appointed committee led 
by former chief justice Sir Denys 
Roberts, was strongly criticised by the 
Hongkong Law Society, the local sol- 
icitors' professional body. It said the de- 
cision to relax restrictions on foreign 
law firms would adversely affect the 
standards, independence and strength 
of the local legal profession. The society 
is worried that, with only 2,000 local 
lawyers, the profession could quickly 
become dominated by big foreign firms. 
Advocates of reform, however, 
claimed the existing arrangements were 
costly, monopolistic, protected local 
firms (which include a number of large 


British-based partnerships), discrimi- 
nated against foreign ones, and worked 
against the interests of the international 
business community. Seven US law 
firms at the forefront of the fight for 
change claimed the territory's closed 
shop prevented American lawyers from 
offering a full range of services to their 
clients. They lobbied Governor Sir 
David Wilson and warned that the US 
might impose trade sanctions on the ter- 
ritory if Hongkong did not allow more 
competition in legal services. 

Once enacted, the changes will allow 
foreign law firms to advise clients on 
Hongkong law by hiring a locally qual- 
ified lawyer. They are currently barred 
from doing so. However, the govern- 
ment rejected a demand by foreign 
lawyers for the right to practise in Hong- 
kong without passing a local examina- 
tion. . 

The Roberts committee, which re- 
orted in January, said that to permit 
oreign law firms to employ Hongkong 

lawyers would mean allowing them to 
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advise on Hongkong law and to deal 










trade investigations into countries that 
maintain “pervasive” trade barriers. 
Authority to order such investigation 
has been transfered from the president 
to the USTR, who is likely to be more 
sensitive to industry's concerns. 

Relief will be provided under the bill 
to industries hurt by imports, though an 
injured industry must show a readiness 
to make "positive adjustments" to im- 
port competition before qualifying for 
relief. 

The bill directs the president to iden- 
tify the countries engaged in violating 
US intellectual-property rights and in- 
itiate unfair trade investigations. The 
president, however, would have discre- 
tion about taking retaliatory action. 

The US Treasury Secretary is also re- 
quired by the bill to open discussion 
with other countries on the possibility of 
creating a special debt facility which 
could reduce Third World debt burc 
through debt-for-equity swaps. 

As one trade analyst puts it: “The 
trade bill has not done an overhaul of 
trade policy [congressman Richard] 
Gephardt wanted, but it has put in place 
a lot of mechanisms that would enable a 

resident to be protectionist, if he is so 
inclined.” However, regulations have 
been tightened to tie the hands of a free- 
trader president in dealing with alleged 
“unfair trade practices” by foreign 
partners. 


with domestic work which Hongkong 
firms were better equipped to handle. It 
also noted that no other country permit- 
ted foreign law firms to retain local 
lawyers to advise on domestic law. Sup- 
porters of change, however, point out 
that other major commercial centres, 
such as New York and Paris, and a 
number of US states already permit for- 
eign firms to hire locally quali 
lawyers. 

Assistant solicitor-general Stuart 
Cotsen said the change was a response 
to the developing needs of Hongkong as 
a sophisticated international commer- 
cial centre. He said it would improve the 
quality of the territory’s legal service 
and encourage more multinational com- 
panies to invest in Hongkong. 

The new arrangement would also en- 
able local lawyers to get first-hand ex- 
perience of major international com- 
mercial transactions. Hongkong’s 
younger lawyers are likely to benefit 
most. It should alter their career struc- 
tures and salary scales by making more 
higher-paid jobs available. 

A source at the Hongkong General 
Chamber of Commerce said privately 
that many companies would welcome 
more competition within the tightly knit 
legal community, especially if fees were 
reduced as a result. Other legal sources 
said the change would give the compla- 
cent legal community the shake-up ii 


badly needs. 
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Trade surplus begins to shrink 


owes huge trade surplus has 
begun to shrink as two years of rapid 
appreciation of the New Taiwan dollar 
and market opening measures have 
made their mark. The NT dollar ap- 

reciated 40% from September 1985 to 

ecember 1987, though there was a lag 
before exports were affected. 

While the economy has cooled as a 
result — from 11.5% a year GNP 
growth in 1987 to a projected 7.4% this 
year — the resilience of local manufac- 
turers is helping Taiwan avoid a drastic 
slump in the wake of a more expensive 
local currency. Meanwhile, growing so- 
cial demands for improvements in la- 
bour and environmental conditions are 

ly to constrain industrial growth in 
-... medium- and long-term. 

In the first half of 1988, the trade 
surplus was US$4.5 billion, a decrease 
of 49.8% from the same period of 1987. 
If the rate of decline continues, 
the trade surplus for 1988 will 
»e US$9.5 billion, down from 
US$19 billion last year. 

Taiwan’s imports grew 
54.9% in the first two quarters 
compared with last year. Ex- 

orts have grown at a slower, 
ut still respectable, rate of 
17% over the same period. 

One factor behind this deve- 
lopment is that many of 
lTaiwan's manufacturers have 
shifted labour-intensive, low 
value-added production off- 
shore to China and South- 
zast Asia. Reflecting this re- 
itructuring is the growth in ex- 
arts of capital and inter- 

iate goods and higher 
-..€-added goods. These have 
'utpaced growth in some tradi- 
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tional exports, such as toys and shoes. 

Taiwan's trade surplus with the US, 
which has been the source of intense po- 
litical pressure for Taiwan to appreciate 
its currency, dropped 48.6% in June 
from the first half of 1987, to US$4. 1 bil- 
lion. 

Recent currency stability has had 
conflicting effects on the economy. 
While it has provided relief for be- 
leaguered exporters, stability of the NT 
dollar has caused much of the hot 
money that had entered the country to 
flow out again. This in turn has eased 
excess liquidity in the banking system, 
helping to check inflation. An effect of 
the capital outflows may be seen in the 
reduction of Taiwan's foreign exchange 
reserves, from an all-time high of 
US$76.5 billion at the end of 1987, to 
US$74.3 billion at the end of May. 

Rising labour costs have helped push 
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the consumer price index up 2.0396 for 
the year to June, and the Council for 
Economic Planning and Development 
has recommended various remedial 
measures to forestall price rises that 
could hit 5% in 1989. But economists 
say that an ample supply of consumer 
goods would make runaway inflation 
unlikely in the next year. 

Taiwan’s economy is still highly li- 
quid, with the money supply growing at 
an annual rate of 3% . With few produc- 
tive outlets, the cash has fuelled soaring 
real-estate and stock prices. Between 28 
June and 5 August, the Taiwan stock- 
market rose 44.7%. 

Although the huge imbalance in 
domestic savings and investment con- 
tinues to aggravate the situation, im- 
provements are A ode | Savings are 
on their way down, from 39.995 of GNP 
in 1987 to a projected 37.296 in 1988. 
Similarly, investment, as represented 
by gross fixed-capital formation, is ris- 
ing. It grew 16% in the first quarter, but 
it is still below the projected 
20% of GNP for 1988. 

Taiwan hopes to stimulate 
domestic demand with a budget 
for fiscal 1989 that includes a 
deficit of 24.5%. But its big 
spending plans can only be as 
effective as the progress of the 
14 major infrastructure projects 
which, due to bureaucratic tie- 
ups and environmental opposi- 
tion, are way behind schedule. 

The anticipated liberalisa- 
tion of Taiwan's antiquated fi- 
nancial ^ sector, including 

rivatisation of Taiwan's three 
arge state-owned commercial 
banks, will also be an pa es 
factor in developing efficient, 





roductive channels for 
aiwan’s cash glut. 
— Jonathan Moore 
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COMPANY RESULTS 


Dividend 
(prev.) 


% change 
on period 


QAF Y 31 Mar. | - S$30.9m t S$211.2m *5.6 Singapore management and investment company with 

Limited (US$15.1m) (US$103m) diversified food interests forecasts improvement. 

Dai-Ichi Y31 Mar. | ¥151.6b ¥2.5t Japan's biggest bank reported its first consolidated results, 

Kangyo Bank (USS$1.1b) (US$18.7b) so there are no comparisons. 

Fuji Bank Y31 Mar. | Y 125.1b +51.4 ¥2,2t +14.6 Fuji expects net profit to rise to ¥133b in the next year. 
(US$934.6m) (US$16.4b) Group earnings a share were Y 52.67 (+48%). 

Selangor H30 Apr. | M$1.15m —28 M$14.4m *0.3 nil Results affected by reduction in rentals. No improvements 

Properties (US$435,112) (US$5.4m) (nil) foreseen without tax cuts, directors said. 

Nat. Fin. & H30June| Baht 173m +209 Baht 362m +70.1 Baht 10° | A special one-off tax item boosted profits for Thai securities 

Securities (US$6.8m) (US$14.2m) (Baht6.5) | firm by Baht 49 million. 

Thai Invest. H30June} Baht 170m Baht 544m +13.9 Baht5' | Decline in profits attributed to an 11% fall in securities 

& Securities (US$6.7m) (US$21.3m) (Baht5) | business and increased costs. 

Sembawang | H30June| S$14.98m +45 $$130.4m +34.5 5% Sustained recovery in ship repair volume contributed to 

Shipyards (US$7.3m) (US$63.6m) (nil) higher profits for major Singapore shipyard. 


Y = yearended. H =half-yearended. “forecast. tvs previous loss M$11.3m. 
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ECONOMIC INDICATORS — SELECTED ASIAN COUNTRIES 















































| AUSTRALIA CHINA HONGKONG | wo " INDONESIA JAPAN 
_ Economic Growth % (rea) (1) | 
| 1987 4.6 | 9.4 13.6 4.10 3.5 4.2 
. 1988 | 1-3 | 7-7.5 5-7 1.50 | 3-4 3.5-4.5 
. international Reserves (5) | | : 
^ Latest US$12.09b US$18.57b n.a. US$5.33b US$5.41b USSB86.54b 
Y | PM ust te dob uses Sop Ty Gib ustesten 
ear earlier | : na. S$6.5( i 
. Trade Balance (total merchandise | 
Latest 3 glad | +US$0.26b ^US$1.24b ~US$0.89b ~USS1.15b +USS$3.54b +US317.73b(6) 
USSO-d3b S807 16  USSO.23b “USS! 52b Cases 71b gio 77b 
Previous 3 months * ad “= . 5 6 o | is j *U 1 + 
Year earlier *US$0.17b -US$3.0b -US$0.37b -US$1,52b | 4US$1.51b + US$20.58b 
Exports (7) | i 
ee UNE i USS8.61b | US$13.41b | US$14.86b US$3.03b US$4.80b | USS$64.93b(8) 
% change previous 3 months | -4.3 +35,8 +19.4 +3.0 -14 48.0 
% change year earlier +113 | +40.4 +27.5 +26.6 +27.2 *14.2 
imports (8) | | l | 
Latest 3 months US$8.35b US$14. 65b US$15.75b Ussé. 198 US$1.27b US$47 21b(6) 
% change previous 3 months -0,3 +38.4 +24,2 —41.4 *6.4 
% change year earlier * 10.3 *16.7 | *31.0 * $ 3 ~44.0 + 30.1 
Consumer Prices | 
Base July EC 81100 | Sept.-Dec. 1986- :100 Oct, 84- e a :100(2) s 1 d | Apr. d 78100 ee 
Latest 3 months index average 179.0 107 i 1.6 : 
TORTE Opr AK | m } | TA Bop b en | apr uno HR eda 
55 chan íous 3 month *3.0 ~Q. +2.4 =Ü, +0. 
E change vow earlier is l *9.8 *2.0 i +7.0 $9.5 4 8 P +0.2 
Money Supply (3) | | | | 
atest A$127.39b(10) Rmb 775.48b | HK$324.30b Rs 1.641(10) Rps 34.27t Y 386.B0t 
(May) (Sept.) | (June) (A n ) Jan. (May) 
change previous month +0.6 *7,5(11) ~0.4 $1.8 +0.7 
.~ Change year earlier «12.4 +31.2 -21.7 *16.7 *11.4 
(oU MALAYSIA i PHILIPPINES - = | SINGAPORE SOUTH KOREA THAILAND 
Economic Growth % (real (1) | | | BEEN | 
1987 | 4.7 5.05 | 8.8 12.0 11 6.6 
1988 | 6-8 i 5.5-6.5 i 6-8 10-11.5 6-8 7-9 
international Reserves (5) | | 
Latest ee US$0.67b ert 5. e Mer porre Fin MI 
(Apr. Ma ay ay 
Year earlier US$6.97b | uisi n US$13.25b US$3.36b US$57.49b US$3.52b 
Trade Balance (total merchandise) | 
Latest 3 months * US$0.78b(4) i ^US50.27b -US$0.90b + US$1.65b(6) -US$3.21b -US$0.52b 
(Nov.-Jan.) | (Mar.-May) (Mar.-May) (Apr.-June) (Apr.-June) (Apr.-June) 
Previous 3 months | — US$0.61b ~US$0.23b -US$1.09b +US$1.41b +US$1.34b ~ US$0.64b 
Year earlier i -US$0.45b | -8$0,29b ~US$0.79b -US$1.12b 4US$4.85b ^US$0.36b 
Exports (7) i | 
Latest 3 months USS$4.08bí(4) i US$1.62b US$8.87b US$14.36b(6) US$15.50b US$3.73b 
% change previous 3 months +28 42.5 3.4 + 12.9 *12.0 49.2 
% change year earlier 437.4 4 20.0 +29,9 +23.7 +42.0 +32.0 
imports (5) 
rab 3months US$3.30bí(4) US$1.89b US$9.77b US$12.71b(6) US$12.29b US$4.25b 
% change previous 3 months -2,3 *44 * 1.8 +414 ~0.8 *47 
% change year eartíer 415.2 | +27.6 -21.2 4938.0 433.2 
Consumer Prices 
Base | 1978 100 June 82-May 83 = 100 1885-100 1986 = 100 1976-100 
Latest 3 months index average i 397.2 104.1 113.0 100.77 208.5 
| (Apr.-June) | iApr.-June) (Apr.-June) (Apr.-June) (Feb.-Apr.) 
% change previous 3 months *1.5 i +0,3 +4. +0.6 F1. 
% change year earlier 49.3 *1.6 $7.1 *1.3 44.2 
Money Supply (3 
yit pply | P ME MEM "e — NT$4.34t — vcn 
Apr. pr. une (Apr.) ar. 
"s change previous month -4.1 -0.7 +23 +45 41.4 
A change year earlier +20.7 +15.5 416,9 l 422.9 *18.3 





(1). Official and other estimates of GDP (GNP in Japan} (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) Peninsular Malaysia only — (5) IMF definition of reserves minus gold 
except for. Haa i6) Customs basis E fob {8} cif. (9) Excluding petroleum products (10) M3 (11) % change over past 3 months Source: Official statistics. | 




















Taipei sets blistering pace | 


TAIPEI soared to record levels, spurred by hopes of economic liberalisation. Singapore, Thailand and Aus- 






tralia also advanced strongly. Hongkong drifted lower in lacklustre trading. 


TOKYO: Shares were mixed in trading 
that was reduced by the August holi- 
days. New highs were touched in mid- 
week but they were not sustained. 
Waterfront-related shares gained, with 
Tokyo Gas up ¥70 (52 US cents) at 
¥ 1,300 and Ishikawajima-Harima up 
¥60 at €* 1,200. Electronics, cars and 
banks eased. Daily volume was 739m 
shares, worth Y941b. 


HONGKONG: Shares drifted lower in 


thin trading amid uncertainty about 
the market's short-term outlook. The 
Hang Seng Index closed 44.32 down at 
2,659.1. Among blue chips. banks, 
utilities and property groups posted 
moderate losses. Hongkong Bank lost 
S HK cents (0.6 US cents) to HK$6.30. 
Wharf shed 10 HK cents to HK$8.25. 
Volume was 1.83b, worth HK$2.98b. 


SINGAPORE: The market finished 


sharply higher on strong volume. 
Good corporate results and the 
announcement of several new pub- 
lic offerings buoyed sentiment. Prop- 
erty companies were in demand, with 
DBS Land putting on 8 S cents 
(4 US cents) to S$1.40. Volume 
averaged — 75.1m shares, worth 
$$112.6m. 


KUALA LUMPUR: Prices closed higher 
on bullish news from Tokyo and en- 
couraging local economic growth fore- 
casts. Hong Leong Industries was the 
subject of heavy speculative activity 
and finished 33 M cents (12 US cents) 
up at M$2.43. Takeover target 
Panglobal fell 8 M cents to M$1.97. 
Volume recovered to average 42.7m 
shares a day, valued at M$68.4m. 


BANGKOK: The SET Index edged 
closer to October's all-time high of 
472.86 as investors ignored rising in- 
terest rates and the problems of the 
new government. The index closed at 
471.45. Strong interim results among 
industrials helped sentiment. Indo- 
Thai Synthetic jumped Baht 990 
(US$38.80) to Baht 4,013. Charoong 
Thai Wire fell Baht 54 to Baht 505. 


MANILA: Stocks opened strongly but 
eased later in the period on profit-tak- 
ing and lack of news. The Manila Com- 
posite Index closed at 915.18, up 3.22. 
Average daily turnover for the period 
was 1.17b shares worth P104.4m 
(US$5m). San Miguel-B closed 3.5% 
up at P235. PLDT hit P244 on 3 Aug.. 
MM back on profit-taking to close at 


















AUSTRALIA: Strong domestic de- 
mand pushed the All-Ordinaries Index 
to 1,644 — its highest level since the 
October crash. Brokers said the firm 
tone was based on investor confidence 
that companies would report strong in- 
terim earnings growth. News Corp. 
gained 15 A cents (12 US cents) to 
AS11. Resource stocks remained flat. 
BHP shed 8 A cents to A$8.40. 


NEW ZEALAND: Stock prices climbed 


close to the year's highs in the early 
part of the period before edging back 
on low volumes. Foreign buving was 
again significant. Fletcher Challenge 
ended the period 6 NZ cents (4 US 
cents) higher at NZ$4.93. Brierley 


finished 1 NZ cent up at NZ$1.61. Vol- 


ume for the peiod was 56.5m shares. 
worth NZ$59.08m. 


SEOUL: The market lost 24 points on 
lower volume, as investors fretted over 
plans for a Won 2.6t (US$3.6b) sale of 
monetary stabilisation bonds. Sec- 
urities shares dipped 4.3% and machin- 
ery stocks fell 4.6%. Lucky Securities 
lost 5.3% and Korea Tungsten drop- 
ped 5.595. Volume was lacklustre, av- 
eraging 8.8m shares. Daily turnover 
was Won 162.5b. 


TAIPEI: Prices soared, pushing the 
index 783 points higher to a record 
6,998.64 — its biggest gain in a single 
period. Investors shed concerns 
about the US trade bill. Average 
daily turnover hit ^ NT$34.08b 
(US$1.19b). Taiwan Cement soared 
NT$17 to NT$113. Chang Hwa Com- 
mercial Bank climbed NT$134 to 
NT$838. 


BOMBAY: Stocks moved within nar- 
row limits in listless trading. Most 
finished near the previous period's 
closing levels. Key stocks gained. Lar- 
sen and Toubro rose Rs 11 (79 US 
cents) to Rs 119 before declining to Rs 
113.50 on profit-taking. Ashok Ley- 
land gained Rs 3 to Rs 47. Pharmaceut- 
icals finished lower, with Glindia losing 
Rs 3.50 to Rs 57.50. 


NEW YORK: Stocks drifted lower in 
light trading, erasing earlier gains. 
Brokers said the July unemployment 
figures, which indicated the economy 
was still robust, had rekindled fears of 
higher inflation and interest rates. Vol- 
ume was 789.77m shares. The Morgan 
Stanley Capital International In- 
dex closed 1.9 down at 452.6 on 
5 Aug. © 











































n Australia’s most 
beautiful city, Australia’s 





most sensational resort. 
And its only total holiday, leisure, 
business, entertainment and 
accommodation complex. 

Three minutes from Perth, 
light years ahead of anywhere 
else. 

A city within a city. A City 
of Dreams. 

Dream of excitement — 
expertence it 1n one of the world’s 
great Casinos. Dream of luxury 
— be surrounded by it at the 5 star 
Burswood Hotel. Dream of 
culinary delights — satisfy them in 
more restaurants and bars than 
there are days in the week. 

A round of golf, a set of tennis, 
a lap of the pool. A top-name act 
at the 14,000 seat Superdome or 
dinner and show in the Burswood 
Convention Centre Showroom. 

All this and much more, at 
Burswood. Once a dream, now 
a sensational reality. 





7X 


- RESORT © CASINO « PERTH, WESTERN AUSTRALIA 
GENTIN( NTER NATIONAL 89 ars CASINO 

Great Eastern Highway, Victoria Park, 

Perth, Western Australia. Phone (09) 3627777 

Telex: AA92450. Fax: (09) 470 178« 
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CANADA 

The International Development Research Centre 
(IDRC) is a crown corporation created by the 
Parliament of Canada to support research 
designed to adapt science and technology to the 
needs of developing countries. 


IDRC is looking for a 


Program Officer 


to initiate, evaluate and monitor research projects 
in Asia. The incumbent will work in IDRC's office 
in Singapore as a representative of the Social 


Sciences Division, reporting to the Associate — 


Director - Human Resources and Social 


Development Program. Areas covered by this | / 
include population dynamics, - "pou 
educational quality and efficiency, child | 
development, health education, family planning, f 


program 


community participation, vocational education and 


employment, indigenous knowledge and culture, E 


and women in development. 
Qualifications 


e PhD in education, demography or another 
relevant social sciences discipline; 

e Minimum five years' experience in applied 
research in one or more of the areas covered 
by the Program; 

e Experience in research administration; 

e Working experience in a developing country, 
particularly in Southeast Asia; 

e Ability to adjust to rapid changes in 
professional, geographic and cultural 
environments; 

e Demonstrated evidence of analytical, writing 
and administrative abilities and problem-solving 
and interpersonal skills; and 

e Fluency in English and one Asian language 
(knowledge of French also an asset). 


Interested candidates should send their résumé 
to the Office for Human Resources, IDRC, P.O. 
Box 8500, Ottawa, Ontario, K1G 3H9 before. 
September 30, 1988. 


IDRC is committed to employment equity. 








Deputy Director Asia-Pacific Region 


Metro International Corporation, a growing American 
manufacturer of material handling and transport 


equipment, seeks an experienced professional to serve as 


Deputy Director of its Asia-Pacific Regional Office with a 


primary emphasis on sales to the catering and healthcare 


industries. 
Five years direct experience in the catering and/or 
hospital equipment sales fields is essential. Preference 


will be given to individuals with multi-lingual and multi- 


national sales skills and demonstrated experience with 
U.S. companies serving Southeast Asian markets. 
Extensive travel is required from a base in a major Asian 
city. Liberal benefits package, salary based upon 
experience. 


Metro International Corporation 
Wilkes-Barre, PA 18705, U.S.A. 


IE JHEPROPOSAL IE 
d] Therecent acquisition of Sunstate Resources Limitedby |. 
|] James Mc Ewan & Co. Pty. Ltd. a wholly owned subsidiary. =e 


FAX: (717) eee * Telex: 831-833 


of a large Australian company Charles Davis Limited has ` 


brought about the offer by private tender of Sunstate’s | 
eight timber mills and associated timber resources in 
south-east Queensland. 


THE MILLS 
The mills trade under the name Wilco Timber and are 
located in the main population growth area of south-east 


Queensland, close to the State Capital, Brisbane, and major 
coastal areas of the Gold and Sunshine Coast. 


THE TIMBER RESOURCES 

The substantial and strategic timber resources consist of 
annual hardwood allocations of 80,000 m? and softwood 
allocations of 20,000 më. 


TENDER DETAILS 
Interested parties are invited to submit tenders for 


purchase of all or part of the mills and resources. Tenders on 


approved forms must be received at the office of McIntosh 


Hamson Hoare Govett Limited, Level 35, Riverside Centre, 
123 Eagle Street, Brisbane, Queensland, Australia 4000 ina 


sealed envelope marked Sunstate Resources Tender. The 


closing date for submission of tenders is 5 p.m. Friday, 2nd 


| September 1988. 
i FURTHER INFORMATION 


Further information may be obtained from Mr. Peter Inglis . | 


. of Mcintosh Hamson Hoare Govett Limited, Brisbane, 
Queensland, Australia. 
Telephone (07).8349444 Fax (07) 832 3635 
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SCOTTSDALE, ARIZONA 


Retail jewelry store for sale. 5000 sq. ft. Mutli-million 
volume. All-goid inventory. Major watch lines: Rolex, 
etc. Established 38 years. LARSON, 7233 Main St., 
Scottsdale, AZ 85251, U.S.A. Phone: (602) 941-2600. 












FOR SALE: Industrial Medical Clinic Seattle, Wash. This 
is a profitable, fast-growing clinic. Many good contracts. 
We have other medical practices for sale. 


Call or write: CALIFORNIA PROFESSIONAL PRAC- 


TICES, 1835 Orangewood Ave., Suite 323, Orange, CA 
92668, U.S.A. (714) 978-6899, 
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assist you to buy, sell, let, 
From £125,000 
FPDHK HX 





Arlington Street. London SUIA IRB Telex. 25341 

































AND y F | MEDICAL OFFICE COMPLEX 
uguet taai9)@ | ^ POSITIVE CASH FLOW 
| ‘Now under eonemuetion, a. 1 AE .TUCSON, ARIZONA 
superb CNOC OF and 4 . $3 «ERI 
UR PAM an - REPLY TO DOUGLAS ALTSCHULER 
land Residential Resort INQUIRIES (TELEFAX): 213/253-4439 
investment features include i 
fully managed rental returns, [| i 
developer For private | 
investment or Joint Venture METAL P LATING PLANT 
opportunities contact the Established, profitable business. 
Developers representative Southern California location. Turn- 
direct. ips ei ei phone j key operation. ER US$! 7-Milion. 
A N AL ^ 
(3) 739 2272 l TATE, 3401 Katella, Los Alamitos, 
1 z i CA 90720, U.S.A. Phone: (213) 
COMES i 596-4493. 
Sate tanse #mervalhe. 
` Address 1312 Ocean Centre, 5 I Maximise Effectiveness... 
Canton Road, Kowloon., i Minimize Cost 
Hong Kong. 20598 in the Classifieds! 
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to make appropriate enquiries and take appropriate advice be- 
fore sending any money, incurring any expense or entering 
into a binding commitment in relation to an advertisement. The 
Far Eastern Economic Review shall not be liable to any person 
for loss or damage incurred or suffered as a result of his/her 
accepting or offering to accept an invitation contained in any 
advertisement published in the Review. 
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AUSTRALIA 


OFF-CAMPUS DEGREE 
PROGRAMS 
individualized programs arranged by 
acknowledged faculty lead to American 
Bachelor's, Master's and Doctor's 
degrees in a wide range of subjects. 
For a catalog send USS8 to the 
international Administrative Center: 
Somerset University 
Independent 


liminster 
Somerset TATI 080 
Engtand 














CADD specialist, with experi- 
ence in tech. support, program- 
ming and RDBMS on both DOS 
and UNIX systems, seeks posi- 
tion in Thailand. For full resume, 
please respond to PO Box 
2307; Anaheim, CA 92814, 
USA 












This space is reserved for 
Classified Advertisements 
Reservations should be addressed to: 
International Classified Manager 
Far Eastern Economic Review 
15th Floor, 80 Gloucester Road 
GPO Box 160; Hongkong _ 

Tel: 5-293123 Telex: 62497 REVAD HX. | 









BEREA COLLEGE is a Non Denominational Private 
Christian Academy For High School Students, 
stressing only the highest Academic and Moral 
levels of Education and Achievement. 


BEREA COLLEGE is currently accepting enrol- | 
ments for years 11 and 12 from fluent English | 
speaking, overseas students who wish to achieve 
Matriculation to Australian Universities. 


To ensure the enrolment of your child for our 1989 
school year, respond in writing to: 

MRS KARIN HOLMES 

BEREA COLLEGE 

P. O. BOX 550 

CAMPBELLTOWN, NSW 2560 


OR telephone Mrs Holmes for information on: 
001161 46 27 2688 
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THE . 
DIPLOMAT HOTEL 
2 CHESHAM STREET | 

BELGRAVIA | . 
LONDON SW1X 8 DT 
TEL: 01-235 1544 
TELEX: 9226679 DIPLMT G. 
Single: £49.95 + VAT 
Double/Twin: £64.95 + VAT 


All rooms with private facilities, col- 
our television, direct dial telephone, 
hairdryers, coffee and tea makers. 
Substantial breakfast served in 
bedrooms, 

















B.S.F. Business Immig 
tion Consultants Ltd. 
sisting investors / bus) 
men to become perg 
residents in Canada. 
Montreal, Quebec 












(416) 340-7350; 
B.C. — (604) 641 
(514) 694-7409 








H ang on a minute and I'll get ya some 
steps to get out," said the co-pilot of 
the DC3 when we ground to a halt on 
the tarmac at Broken Hill airport. My 
feet crunched over the gravel as | 
fetched my bag from an open cart and 
took a cab to the Miner’s Lamp motel. 

"Broken Hill's shrinking,” said the 
cabbie. “I came here 22 years ago and 
there were 32,000 people. Now there's 
less than 26,000. Mining's bad and 
there's nothing to replace it." 

This flat, single-issue town, where 
today's largest Australian company 
began to set in motion the wealth and 
expertise of the large-scale mining, steel 
and other industries of the nation, is à 
place of legend. It has the atmosphere 
of a country town, but the pride and 
self-image of Australia's original indus- 
trial heart. Yet, like Australia as a 
whole, Broken Hill is anxious about the 
future. 

At the chamber of commerce, 
Rodger Wallace, who now owns his own 
printing business, recalled the boom 
days when he worked as a miner. "Lead 
was at an astronomical price in the 
1950s. It was unbelievable the amount 
of money that working men could earn 
in comparison to tradesmen at that time 
— I had £10 notes sticking out of my 
ears." 

But today, Argent Street, which runs 
down the middle of town, is full of shops 
for sale. At a pub I played quoits with à 
retired miner. “I had my house valued 
last year at A$54,000 [US$43,370]." he 
said. "I put it on the market at that, and 
ended up selling it today at A$27,000." 

The year 1986 was a terrible one for 
Broken Hill. More than 30% of the 
town's miners lost their jobs. Silver-lead 
zinc prices had slumped and new 
technologies were arriving, and even 
Broken Hill's formidable trade unions 
were unusually powerless to save jobs. 
During 1987, 400 homes were put on 
the market. Meanwhile, the remaining 
1,500 miners can earn from about 
$16,000 a year to above A$40,000 for 

'e-day week. 
^ken Hill is a small and isolated 

")8 km from Adelaide, 1,157 
ey, 845 from Melbourne 
`- Broken Hill Proprietary 
^e easiest thing in Bro- 

^od name, they say, 
» it — for other 
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_ With historical sites on all sides — 
people collect memorabilia and sepia 
photos as if hoarding the past might 
ward off the future — and clear blue 
skies, “the Hill” has been a site for the 
shooting of scenes for 17 movies since 


1969, including Mad Max and the TV | 


series A Town Like Alice. 

Broken Hill, like Australia, has a 
high percentage of its people dependent 
on the dole or pensions (some 10,000). 
Unemployment has brought new social 
problems. “The judge used to come 
here and be presented with a pair of 
white gloves,” recalled newspaper 
editor Norm Dunleavy, "because there 
was no major crime committed." Today 
people lock their houses and cars. 

At the venerable 100-year-old Palace 
Hotel, special-function business is 


down. “People don't believe in spend- | 


ing big money on weddings any more," 
said the owner, Mario Cellotto, "be- 
cause marriages don't last." 

Like the nation as a whole, Broken 
Hill puts the security of organised la- 
bour ahead of the liberty of the lone in- 
dividual. Yet, as in Australia at large, 
the power of the unions is not what it 
was, and recent lessons about the de- 
pendence of mining on world prices are 
disturbing. 

The summary of the report of a Bro- 
ken Hill Economic Review Committee 
in 1980 reads like a comment on the 


Australian economy of 1987: "There isa | 


widely held view within the Broken Hill 
community that ‘it’s not going to hap- 
pen [the running out of ore bodies}, 


This, coupled with the existing wage |} 


structure, the industrial scene in gen- 


eral, and the relative geographic isola- | 


tion of the city, provide a scenario which 
will be difficult to change and in which it 
will be difficult to convince the com- 
munity of the need for change.” 


o the bush artist and author Jack 

Absolom, the problem of Broken 
Hill is both that of Australia and of any 
household. “Living beyond our means. 
You know, [former prime minister] 
Malcolm Fraser said this is the biggest 
minerals boom of all time. The bloody 


unions jumped in and got the extra | 


A$100 a week. In that one instant great 
damage was done to this country." 

| asked Pat Leonard, head of the 
Barrier Industrial Council, the town's 
union grouping, at his office at the 
trades hall, which locals call "The 
Kremlin," if unions do not have to 
tighten their belts when importers, ex- 
orters and others take losses. "But you 
«now we won things like leave-loading 
[a 17.5% bonus during holidays]. Why 
should a politician get up and tell us we 
should give it away?" The burly 
Leonard conceded nothing: "Some of 
them blokes that say unions should 
do this or that have never been in 
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LIVING TOGETHER 







m 70c 


the 


themselves!” 


workforce 

Brian Denham of the mine owners 
group thinks union power is declining. 
He gave me an example of a work prac- 
tice that was scrapped in 1986. "The 


bloody 


Barrier Industrial Council wouldn't 
allow men to go into the stopes and get 
ore out on night shift. Now under- 
ground there's not a lot of difference be- 
tween night and day — so that went.” 
Denham doubts that schemes for 
crops and manufactures and rabbit farms 
in and around the town will come to very 
much. “For Broken Hill the future reallw 
lies in the discovery of new lode 











you're in the mining game you've gu: w 
be an optimist.” Denham likes living in 
Broken Hill. “No floods, no bushfires. 
We get some hot days, but everything's 


Mining vehicles: looking for new lodes. 





air-conditioned. Most people have 
some form of swimming pool.” 

Absolom is a booster for Broken 
Hill, but he knows recession when he 
sees it. “We have two strong industries 
in Broken Hill. The first is the art scene. 
We have a secondary industry of silver: 
lead zinc. Last year the mines lost A$: 
million. The artists made A$3 million — 
who would you rather have your money 
with?” 

Later in Melbourne the then minis 
ter in charge of resources, Sen. Garett 
Evans, though a Labor Party stalwart 
expressed a grim view of Australia’s in 
dustrial relations. “I think we've come 
to a watershed — Broken Hill was the 
classic example. There, gains wert 
never given up whatever happened else 
where — work practices and so on 
Well, from now on gains will have to lx 
relinquished.” — Ross Terril 
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Australia A$3.75 — Bangladesh Taka 35 — Brunei B$4 50 — Burma Kyats 5.50 — Canada C$4.00 — China US$2.50 — France Fir 22 — Holland G 8 — Hongkong HK$20 — India Rs 24 — Indonesia Rps 2800 
Japan Y660 — Korea Won 2000 — Laos US$2 — Malaysia M$5.50 — Nepal Rs 22 — New Zealand NZ$4 — Pakistan Rs 22 — PNG Kina 2.50 — Philippines P30 — Saudi Arabia SR 11 
Singapore S$4.50 — Spain P 300 — Sri Lanka Ris 40 — Sweden SKr 25 — Taiwan NT$90 — Thailand Baht 60 — U.K. £2.20 — U.S.A. US$3 


NEW SEAT ON THE BOARD 


ROVERGROUP - 


EU Ji. 
H ^ vt 


LJ 
Wy. ` 
Jar! iet. E Lc 
eel? x Aet AC ES 
- Tis Y ^ i 


" č Ai z ie 


IS - 
arre 





"h E * 
= | P S a 


Today the Rover Group has become part of Britis T eee 


Aerospace, creating a new force in engineering. ra 
No other single company in the world can marshal the PE: 
resource and capability covering such a wide range of Es 


products that affect the day to day lives of us all. 


This embraces civil and military aircraft, defence M GE M 
systems, space and communications, through electronics to ee 
automotive design and manufacture. dea ORA 

The new company will generate annual sales in excess E 
of £7 billion, exports of £5 billion and be at the heart of an E 
industry employing nearly 500,000 people. | T 

That's why the Chairman and everyone in British ieee 


Aerospace say to their new colleagues: 
“Welcome on Board.” 
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A wider choice 
Tunku Abdul Rahman in THE STH COL. 
UMN [21 July] has called en other po- 
litical parties to stay out of the impend- 
ing Johor Baru by-election on the 
grounds that "it is being called because 
of the battle between the two local 
Umno camps." 

Partai Sosialis Rakyat Malaysia 
(PSRM) has, in fact, made a firm deci- 
sion to contest the Johor Baru by-elec- 
tion. It seriously considered the plea by 
the Tunku, but regrettably PSRM has to 
reject this. 

PSRM sees no valid reason why it 
should not contest the by-election sim- 
ply because in the eyes of the Tunku it is 
a battle between the two camps in 
Umno. Such a contention is misleading 


| and is generally not accepted by the 


people. 
ere are 60,292 voters in the Johor 
Baru parliamentary constituency and 
only slightly more than half of them are 
Malays and out of this less than 1096 are 
known Umno members. There is simply 
no good reason why the voters should 
be involved in what apparently is a 
domestic power struggle in the leader- 
ship of the two antagonistic camps. Why 
should these voters decide, as the 
Tunku suggests, what faction of Umno 
to ppan” 
obody asked Datuk Shahrir Samad 
to resign his seat and since he has done so 
he must face the consequences of his act. 
PSRM finds it difficult to understand 
the Tunku’s contention that any other 
party would gain no credit if it were to 
win because of the divided Umno vote. 
In previous general elections the Na- 
tional Front candidates have won many 
seats on minority votes because of the 


split in votes among the contending op- | 


position parties. Does this make such 
wins untenable and unacceptable be- 
cause of the split votes among the oppo- 
sition parties? 

For the record, in the 1986 general 
election Shahrir won the Johor Baru 
constituency on the National Front tick- 
et by beating PSRM candidate Abdul 
Razak Ahmad by a majority of 2,052 
votes only, and in the Tanjong Puteri 
by-election in March 1988, the National 
Front won only by a disputed 31 votes. 
This shows that a large section of the 
voters in the Johor Baru constituency 
consistently support PSRM and they 
should not this time be denied their con- 
stitutional and democratic right to cast 
their votes for a PSRM candidate. 

The Tunku would do well to recall 
that, in the Tanjong Puteri by-election 
some four months ago, Shahrir as head 
of the National Front election machin- 
ery, justified the policies of Datuk Seri 
Mahathir Mohamad, including the Oc- 
tober Internal Security Act detentions. 
The voters cannot erase this from their 
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Where 


seclusion and 
luxury come 
together. 


A secluded tropical hideaway 
on a glorious private beach. 
And a truly deluxe hotel, 
Thai in architecture, 
yet distinctively French. 
With delightful Continental 
and Thai cuisine. 
Impeccable service. 
And much more. 
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your travel agent, 
or Meridien Reservations International 
at Hong Kong 852.3.66.99 96; 
Singapore 65.733.28.78; 
Tokyo 813.475.23.64; Sydney 612.235.11.74 
or Le Meridien Phuket, Tel: (076) 321.480/ 
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Who smooths 





The remarketer who works with you. 


The road ahead can get rough indeed if the system 
you ordered doesn’t work the way it should. That’s 
why it pays to form a partnership with a professional 
who continues to support you long after your system 
is installed. 


An IBM Remarketer is just that kind of professional. 
He’s an industry expert we’ve carefully selected to sell 
our products. You can count on him for expert 
installation, after-sales service and software support. 
And if your IBM system should require maintenance. 
It's nice to know you have IBM behind you. 


That’s the difference our partnerships make. We stand 
by our remarketers and they stand by you. It means 
you can count on your system to do its job when you 
need it most. And that’s a nice feeling to have as you 
look down the road. 


We're in the results business 





=} country 
continuing power struggle in the leader- 





memory so quickly. 
lible as to accept unquestioningly Datuk 
Shahrir’s volte face, precipitated as it 
was by his exclusion from Umno (Baru) 
after the Tanjong Puteri by-election. 
The present sad situation in the 
as come about because of the 


ship of Umno. The Malays, especially 
Umno members, appear now to be di- 
vided not by their own choice but by the 
performance of their leaders. PSRM, 
being a principled and non-communal 
party, will have none of this. We believe 
that in the long run such a choice will 
save the country and our people from 
ruin and destruction. And this senti- 
ment, more than support for one or 
other faction of Umno, must be given a 
chance to be voiced through the ballot 


box. Hassan Abdul Karim 
Secretary-general 
Johor Baru PSRM 


Integrity impugned 


In your article, Commission's ommis- 
sions [REVIEW, 4 Aug.] about the Presi- 


- | dential Commission on Good Govern- 


ment, you used unsupported state- 


| ments: 


You said: "Angry over misleading 
briefings that caused embarrassment 
during her June visit to Switizerland, 
= President Corazon Aquino has sacked 
. the chairman of her Presidential Com- 
mission on Good Government 
[PCGG], an ironically named agency in 
view of charges by Solicitor-General 
Frank Chavez of its ‘ineptness, incom- 
. petence and corruption’.” 

The truth is we know that Aquino 
was not mis-informed. She was briefed 
by Swiss lawyers Sergio Salvioni and 
Guy Gontanet in Manila in May 1988. 
Neither was she embarrassed during her 
June visit to Switzerland. On the con- 
trary, Aquino has confirmed her suc- 
cessful and pleasant visit to Switzerland. 

She did not sack PCGG chairman 
Ramon A. Diaz. The latter sent in his 
letter of resignation. In fact, Aquino is 
hopeful Diaz will reconsider his position 
when he returns from a vacation. 

You said: "The PCGG’s first chair- 
man, Jovito Salonga, now president of 
the Philippine Senate, was widely seen 
as using the commission to consolidate 
the Liberal Party, which he leads. And 
in the absence of any thorough account- 
ing, doubts continue to hang over the 
exact amounts regained from Macros 
cronies.” 

The truth is Salonga, as you well 
know, is one person whose integrity is 
beyond reproach. His character is un- 









d -tarnished and millions of Filipinos know 


it. That explains why he won as No. 1 
senator among 40 candidates in the 11 
' May 1987 senate elections. To impugn 
him as one who will use the commission 
to consolidate the Liberal Party is un- 
fair. PCGG has released to the public a 
full account of its accomplishments in- 
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You said: "Moreover, the president 
received news that some within the 
PCGG might be playing a double-game 
with Marcos, promising delay in return 
for a consideration." 

Please substantiate this. If you can- 
not, be fair and do not spread rumours 
about it. 

You said: "Despite fierce resistance 
from PCGG employees, Azcuna moved 
immediately to remove various fiscal 
agents." 

The truth is there was no resistance 
whatsoever from PCGG employees in 
the removal of any fiscal agent guilty of 
wrong doing. In the first place, it was 
during the incumbency of chairman 
Diaz when five fiscal agents were 
charged before the Tanodbayan, not 
during acting chairman Azcuna's time. 
Right now, investigation by the om- 
budsman is still continuing. So far, no 
fiscal agent has been removed. 

Quintin S. Doromal 


Manila Commissioner, PCGG 


The students' way 


The news of student unrest in Burma 
has brought back memories of the 1974 
vun known in Burma as the "U 
Thant riot." The article Fear is the key 
to Burmese docility [REVIEW, 5 Nov. 
'87] was correct to some extent, but an 
appalling economic situation, drastic 
corruption, massive unemployment and 
human-rights violations have prompted 
students to express their resentment 
against the now departed Ne Win and 
his so-called "Burmese way to social- 
ism." 

Students have been an integral part 
of Burmese politics since the pre-war 
nationalist movements of collegiates 
such as Gen. Aung San, prime minister 
U Nu and others who started their T 
tical careers while still students. They 
have been in active opposition against 
Ne Win's regime since his military coup 
in March 1962. 

More than 200 students were shot in- 
discriminately in the Rangoon Arts and 
Science University campus, the stu- 
dents union was disbanded and the his- 
torical *union building" dynamited on 7 
July 1962 by Ne Win's regime. The un- 
derground students union has been in 
existence since then and clandestine 
movements to restore democracy have 
continued, generation after generation. 
Most of the graduate activists have been 
infiltrating the army, civil service and 
even the BSPP. They have reached the 
rank of colonel in the armed forces, as- 
sistant directors in the civil services and 
various senior positions in the BSPP. 
All of them are awaiting the final show- 
down. | ne 
The 1974 upheaval failed because of 
the absence of active support from local 
people, and lack of arms to confront the 
military. The students waited in vain for 
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be in armed struggle 
ilitary regime. 
students of today have 
gained considerable experience and 
have armed themselves with swords, 
sticks, stones, catapults and Molotov 
cocktails. They also have local people's 
active support which will lead to nation- 
wide general strikes. Perhaps now the 
progressive wing of the army will turn 
against repression. 
London 


No snoopers here 


I refer to your reply to my letter [4 Aug.] 
on your allegation of Internal Security 
Department (ISD) informers within 
The Straits Times. 

What a cop-out it was for you to hide 
behind the limp generalisation that "it is 
common knowledge among most Sin- 
gaporean journalists that The Straits 
Times, and other Singaporean med 
are infiltrated by the ISD.” 

You can no more claim that “com- 
mon knowledge” than I can make this 
patently inane suggestion that 
everyone knows that expatriate jour- 
nalists working in Hongkong actually 
spy for MI6 or the CIA. 

You also said I did not deny the exist- 
ence of ISD informers within my organi- 
sation. I made it clear in my letter that I 
had no reason to doubt the integrity of 
all my colleagues. And as I said, the 
onus is on you, not me, to prove what 
you alleged as a fact by naming those in- 
formers or agents. I still invite you to do 
SO 
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Now, the 
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Win Soe 





Now to that part in my 12 July report 
that said “the latest issue of the REVIEW 
breathed not a word about the white 
paper [on Devan Nair]." Yes, I erred in 
not making clear that the issue referred 
to was the one cover-dated 7 July, which 
carried nothing about the white paper 
even though the document was relea: 
on 29 June. I am quite ready to admu 
and regret the imprecision; it is The 
Straits Times policy to be honest about 


our mistakes. Leslie Fong 

Editor 
Singapore The Straits Times 
Wrong statement 


In your article Taking up the gauntlet 
| Aug.] you state that "as a result of 
my] statement, the [Singapore] Gov- 
ernment asked the US Government to 
remove Hendrickson from Singapore." 
This is not quite correct. 

Hendrickson was withdrawn be- 
cause of the Singapore Government's 
interpretation of Patrick Seong's state- 
ment; my statement, which came out 
after Hendrickson's removal, was inter- 
preted by the government, so as to 
support Seong's statement and to jus- 
n the government's action against 

im. 


Singapore Francis T. Seow 
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leader — the future of the 26-year-old Burma Socialist Pro- 
gramme Party (BSPP) regime is in doubt. As Burma expert 
Bertil Lintner reports on the latest events, he and other 
REVIEW correspondents look at the resources available to 
any new government to restore the rundown economy and 
shattered institutions. Two Burmese also contribute in this 
issue: exile Aye Saung looks back at how life was before Ne 
Win, while diplomat Tyn Myint-U, son-in-law of the late UN 
secretary-general U Thant, calls for a non-BSPP interim government to begin 
democratic political reforms and economic liberalisation. 
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Singapore dissident 

on tax 

Dissident lawyer Francis Seow 
has been charged in a Singa- 
pore court on six counts of tax 
evasion — only a few weeks be- 
fore an expected snap general 
election in which Seow says he 
will contest as an opposition 
candidate. 

Each of the charges, which 
relate to a sum of nearly 
$$74,000 (US$36,275) on 
which Seow allegedly evaded 
tax from 1983-85, carries a 
maximum fine of $$10,000 and/ 
or three years’ jail. A fine of 
more than $$2,000 would dis- 
qualify the former solicitor- 

eneral from running as a par- 
iamentary candidate. On 16 
July, Seow was released after 
being detained for 72 days 
under the Internal Secutiry Act 
for alleged political collabora- 
tion with US State Department 
officials. — Rodney Tasker 


Aquino picks a new 
‘Marcos hunter’ 
President Corazon Aquino has 
appointed her sometime family 
lawyer Mateo Armando 
Caparas as chairman of the 
controversial Presidential 
Commission on Good Govern- 
ment (PCGG), which is 
charged with hunting the “ill- 
gotten wealth” of former presi- 
dent Ferdinand Marcos and his 
“cronies.” Caparas succeeds 
Ramon Diaz, whom Aquino 
asked “to go on leave” on 12 
July (REVIEW, 4 Aug.) after 
Solicitor-General Frank 
Chavez accused the PCGG of 
“ineptness, incompetence and 
corruption.” The resignations 
of most other PCGG commis- 
sioners are expected soon. 

— James Clad 


Tribunal picked for 

five Malaysian judges 

The Malaysian king has ap- 
pointed a second tribunal to in- 
vestigate the alleged mis- 
behaviour of five Supreme 
Court judges who convened an 
emergency sitting on 2 July 
without the acting lord presi- 
dent’s knowledge. The five had 
granted an injunction to the 
then lord president Tun Salleh 
Abas who at the time was being 


similarly investigated by 
another tribunal. Salleh has 
since been sacked. 


This tribunal will be chaired 
by Supreme Court judge Tan 
Sri Hashim Yeop Sani, and will 


comprise three High Court 
judges as well as Justice Mark 
Damian Hugh Fernando of the 
Sri Lankan Supreme Court and 
Justice P. Coomaraswamy of 
the Singapore High Court. No 
date has yet been fixed for a 
hearing. — Suhaini Aznam 


indonesian minister 
Australia bound 


Indonesian Tourism Post and 
Telecommunications Minister 
Soesilo Sudarman will visit 
Australia later this month — 
the first Indonesian minister to 
officially do so in two years. 
Jakarta called a halt to official 
visits to Australia in April 1986 
after the aren of an arti- 
cle in the Sydney Morning 
Herald which offended Presi- 
dent Suharto. 

— Michael Vatikiotis 


Indian chief minister 


uits over tapping 

e Chief Minister of Kar- 
nataka R. K. Hegde of the 
Janata Party, has resigned fol- 
lowing disclosures that his 
state’s intelligence agency tap- 
ped the telephones of political 


PANA-ANDIA 





Hegde: moral responsibility. 


leaders and businessmen. 
Hegde said he had not known 
of the tapping and that his own 
telephone and those of his col- 
leagues were also tapped. But 
he has accepted moral respon- 
sibility for the agency's ac- 


tivities. — Salamat Ali 
Dhaka gets professor 
for finance 


post 

Bangladesh President H. M. 
Ershad has appointed Wahidul 
Huq, an economics professor, 
as his new finance minister in 
an otherwise lacklustre cabinet 
reshuffle. Huq, formerly of To- 
ronto University, is known to 
believe strongly that private 
enterprise should be in the 
forefront of development ac- 
tivities. — S. Kamaluddin 





BUSINESS 


Peking raises interest rates 
in bid to curb inflation 
China's central bank, the 
People's Bank of China, has 
raised interest rates on savings 
deposits and bank loans in a bid 
to curb inflation. Rates for pri- 
vate one-year savings deposits 
will be increased from 7.2% to 
8.64%, while those on one- 
year loans to enterprises will 
rise from 7.92% to 9%. Rates 
on other types of loans and de- 
posits will be raised by a similar 
amount. Chinese depositors 
have been withdrawing large 
sums of money from banks in 
anticipation of higher price. 

— Louise do Rosario 


Taiwan approves issue 
of credit cards 


Taiwan's Council for Eco- 
nomic Planning and Develop- 
ment approved regulations on 
10 August that will allow local 
banks and foreign companies 
to issue credit cards denomi- 
nated in NT dollars for the first 
time. The new rules, which 
represent a further step in the 
liberalisation of the financial 
system, will change Taiwan's 
debit card processing centre 
into a credit card centre. 

— Jonathan Moore 


China's transients create 
public order problems 
China's mobile population of 
about 50 million is creating 
serious social and public order 
problems in many of the coun- 
try's crowded cities, according 
to the China Daily. Two-thirds 
of these transient residents are 
peddlers, private craftsmen 
and construction workers. 
Shanghai has a transient popu- 
lation of 1.83 million; Peking 
1.15 million; Canton 1.1 mil- 
lion; and Wuhan 800,000, ac- 
cording to the Ministry of Pub- 
lic Security. 

— Louise do Rosario 


Shipping conferences 

raise Bangkok charges 

Two shipping conferences, 
the Asia North America 
Eastbound Rate Agree- 
ment and the Transpacific 
Westbound Rate Agreement, 
are to impose high surcharges 
for serving Thailand’s con- 
gested main port at Bangkok. 
Surcharges on an outgoing 20- 
foot container will start at 
US$190 from 1 October, in- 
crease to US$265 in November 
and then rise to US$340 in De- 





cember. Conference ships are 
having to wait for up to five 
days for berths. 

— Paul Handley 


Hyundai exports 150 
Excel cars to Japan 
A consignment of 150 Excel 
cars from South Korea’s Hyun- 
dai have been shipped to 
Nagoya, Japan. It is reportedly 
the first time that South Ko- 
rean cars have been exported 
to Japan for commercial sales. 
Mitsubishi Motors, which will 
market the cars, said they 
would sell for ¥1.3-1.5 million 
(US$9,775-11,279), slightly 
more than comparable Japan- 
ese models. A Mitsubishi 
executive said: “We want to 
avoid the impression that a Ko- 
rean car equals a cheap car.” 

— Nigel Hollov 


Foreign drug company 
executive a 
The president of the Indian af- 
filiate of drug company Bur- 
roughs Wellcome was arrested 
for over-invoicing bulk drug 
imports in order to remit more 
rofit to the British parent than 
is allowed under the Foreign 
Exchange Regulation Act. The 
executive, D. K. Bose, was re- 
leased on bail. Officials said 
that documents seized in raids 
on Bose's home and the com- 
pany's Bombay factory showed 
that nearly Rs 14 million 
(US$985,916) in excess remit- 
tances were made from 1982- 
87. — Lincoln Kaye 


New Zealand lifts curbs 

on garment imports 

New Zealand is to reduce i 
port curbs on garments. Tari 
are to be cut in four stages from 
65% to 40% by July 1992. Pre- 
ferences for less-developed 
countries will be dropped after 
September next year. Import 
licences are to be increased by 
3% a year, but after | July 1992 
they will no longer be required. 
Manufacturers said the mea- 
sures could kill the local indus- 
try which employs 16,000. The 
government said the industry 
should concentrate on high- 
fashion clothing which can be 
exported. — Colin James 


CORRECTION 


In Capital sophistication (11 
Aug.), Chittaranjan Kaul was 
mistakenly referred to as the 


merchant banking chief of 
Bank of America’s Bombay 
branch. He is in fact the bank's 
head of investment banking for 
India and is based in Bombay. 
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DEBTBURDEN 
Year-long negotiations between 
North Korea and two consortiums of 
Western banks over Pyongyang's 
US$900 million of defaulted debt 


appear destined to enter a new period - 


of stalemate. Australia's ANZ ank, 
which heads one of the consortiums, 
wants to halt discussions for the time 
being rather than accept North 
Korea's latest terms. The head of the 
other syndicate, London merchant 
bank Morgan Grenfell, however, 
favours compromise (REVIEW, 14 
July). Both banks have still to report to 
the other members of their syndicates 
before a decision can be made. 


MALAYSIA BOUND 


The Gulf state of Kuwait may launch 
lajor new investment drive in 


. ....laysia. Representatives of the 


Kuwait Investment Authority (KIA) 


. ~ an arm of the Finance Ministry — 
. are to visit Malaysia to assess 
investment opportunities. The 





Kuwait Investment Office, a KIA 
subsidiary, has been the principal 
organ of overseas investment in the 
past, but in this case it appears the 
approach is being made at a higher 
level. 


CHURCH CRACKDOWN 

China is cracking down on Christian 
groups which have been flourishing 
outside the framework of officially 
recognised groups. On 4 August, Lin 
Xiangao, the leader of the largest 
such group in Guangdong, was 
detained briefly by the Public 
Security Bureau. Although later 
released after members of his 





AFGHANISTAN 

Afghan Government troops took control 
of the country's second-largest city, Kan- 
dahar, after nearly 7,000 Soviet troops 
evacuated, it was reported (70 Aug.), Af- 
ghan rebels took aaae of the with- 
drawal of Soviet troops to seize a major 
town, Khunduz, for the first time since the 
pullout began (72 Aug.). Government forces 


recaptured Kunduz, President Najibullah 
said (15 Aug.). 
BURMA 


Rangoon erupted in violence as security 
forces fought demonstrators on the third day 
of anti-government protests (10 Aug.). A 
southern town fell to rebels demanding 
the overthrow of new leader Sein Lwin, it 
was reported in Thailand (ZI Aug.). Sein 
Lwin resigned as president and from all 
his other major posts (72 Aug.). Burmese 
troops moved into central Rangoon to 


deter new protests, it was reported (16 EAE NES : 
ng t . Opposition leaders met to form a new po- 


Aug.). 





congregation intervened, he was told - 


his religious meetings were illegal and 
was ordered to stop them. Similar 


moves have been reported in other 
| p of China, but Lin's group had 


itherto been given more latitude 
because of his international 
connections, proximity to the active 
Christian groups in Hongkong and 
the size of his congregation. 


MOVING WEST 


Vietnam will soon send one of its 
most senior diplomats and a China 
expert, Pham Binh, to head 
Vietnam's mission in Paris — its most 
important foreign mission in the 
West. Binh has served as ambassador 
to Indonesia and in recent years 
headed the Institute of International 
Affairs, the Foreign Ministry's 
think-tank in Hanoi. 


SHADOW DILEMMA 

| m The State 
Department in 
Washington has a 
dilemma: 
Hongkong’s 
“shadow” 
governor, Xu 
Jiatun, director 
a of the Hongkong 
B" branch of the 
Xinhua 

j newsagency, is in 

the US but it is uncertain what 
official, at what level, should receive 
him. Although Xu is in the US ona 
private visit, the State Department 
would like to arrange a meeting in 
view of his importance, but officials 
have never had to receive a 





CAMBODIA 

The Khmer Rouge eo a 14-point 
peace plan it says would guarantee it does 
not return to power in Cambodia alone, it 
was reported (76 Aug.). 


CHINA 
Authorities in Xinjiang issued a tough 
warning against separatist riots (10 Aug. ). 


INDIA 

A moderate Sikh leader was named as the 
chief priest, a move almost immediately 
challenged by radical Sikhs (/3 Aug.). 


PAKISTAN 

At least 172 people have been arrested in 
ethnic riots in Quetta. About 20,000 people 
crowded in a Rawlapindi park to hear oppo- 
sition leaders denounce President Zia-ul 
Haq as a tyrant (/4 Aug.). 


PHILIPPINES 





“newsman” who has aranke 
to that of a cabinet minister. 


LOBBYING MISSION 


Indonesian Foreign Minister Ali 






quivalent | 


Alatas is to visit several countries to 
seek support for Indonesia's 
chairmanship of the non-aligned 
movement prior to the meeting of 
non-aligned foreign ministers in 
Cyprus from 5-10 September. 

Ind reda strengthened its bid for the 
chairmanship by hosting and chairing 
the Cambodian peace talks in Bogor 
in July. 


MIXED SIGNALS 


The small Protestant minority in 
Luang Prabang province in northern 
Laos has been banned by provincial 
authorities from meeting since early 
this year. Observers are puzzled by 
the move, as Vientiane recently 
invited the country's Roman 
Catholics and Protestants to register - 
with the government, suggesting that- 
they will be granted official status for - 
the first time since the communist 
victory in 1975. 


ON THE MOVE 

As many as 21,000 Cambodian 
refugees now living in Thailand's 
Khao-I-Dang camp will be put 
together with about 8,000 
Vietnamese if the Thai Government | 
carries out a plan to move them to the 
Cambodian border by the end of the 
year. The refugees are destined for an 
area called Banthad, in the southern 
part of the massive Site 2 border 
PEE which already houses 160,000 
displaced Cambodians. 


[THE WEEK _—_— rerainane 


litical alliance after Vice-President Salvador 
Laurel asked President Corazon Aquino to 
resign and call new elections because of in- 
competence (15 Aug. ). 


SOUTH KOREA 

Thousands of students demanding talks 
with their North Korean counterparts fought 
pe in Seoul (13 Aug.). President Roh Tae 

oo called for a meeting with North Korean 
President Kim Il Sung as police dragged 
away more than 1,200 students trying to 
march to a meeting with their northern 
counterparts to discuss unification (75 
Aug.). 


SRILANKA 

At least 14 people, including nine Indian 
soldiers, died in violence involving mainly |: 
Tamil guerillas, officials said (15 Aug.). Po- 
lice detained about 900 members of the Mar- 
xist People's Liberation Front which is ac- 
cused of murdering hundreds of Ma E 


officials and supporters (76 Aug 
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By Bertil Lintner in Bangkok 
The sudden resigna- 
tion of Burma’s new 
leader Sein Lwin on 
12 August appeared 
| to have eased slightly 
| the situation in Ran- 
i goon. People report- 
| A Esad edly reacted with joy 
to the news that he had stepped down — 
less than three weeks after assuming of- 
fice — following violent street protests. 
= | However, by the early hours of the fol- 
up owne day, posters had appeared all 
over the city calling for continued action 

against the government. 

Sein Lwin was allegedly responsible 
for the brutal suppression of anti-gov- 
arch and June, and 
then the bloody massacres following the 
m peaceful general strike on 8 Au- 
gust. Di 


i 


iplomats estimate that in Ran- 
.goon alone, at least 3,000 people were 
killed in August, when security forces 
- sprayed automatic rifle fire into crowds 
of unarmed demonstrators. 
. The main demands of the posters 
: seemed to be that full democracy should 
-be restored, the ruling Burma Socialist 
Programme Party (BSPP) dismantled, 
and those guilty of the Rangoon mas- 
| sacre brought to justice. | 
. A An emergency session of the Pyithu 
Hluttaw, the country's parliament, had 
been called for 19 August to select a suc- 
cessor to Sein Lwin. 

It is still unclear who, or what, com- 
pelled Sein Lwin to resign. People who 
met him only two days before his resig- 
nation described him as being relaxed, 
confident and prepared to take any 
steps necessary to consolidate his posi- 


Ne Win's successor resigns following continued violent protests 





Sein Lwin: riddle over resignation. 
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Burmese sources say that a likely 
successor could be one of the following 
top BSPP leaders: | 
» Kyaw Htin, the former defence 
minister and now secretary to the coun- 


cil of state. He is considered more libe- | 


ral than most other BSPP leaders and as 
a former chief of staff of the armed 
forces, he commands some respect from 
the officer corps whose loyalty is crucial 
for the survival of the regime. But in 
order to gain popular support, he would 
have to dissociate himself from the dis- 
credited ruling elite, which would only 
be possible by staging a coup. 

» Aye Ko, the vice-president and the 
general secretary of the BSPP, who is 
acting president following Sein Lwin's 
resignation. But observers note that in 
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the early 1970s, when he was a local 
army commander in Lashio, northern 
Shan State, Aye Ko was closely as- 
sociated, militarily as well as financially, 
with the then “opium king" of the Gold- 
en Triangle, Lo Hsing-han. His nomina- 
tion would inevitably cause frictions with 
Western governments who are funding 
anti-narcotic programmes in Burma. 
» Saw Maung, the present chief of 
staff. He also assumed the post of de- 
fence minister during the extraordinary 
meeting of the parliament in July. But 
he is generally considered a henchme 
of the deposed leader Sein Lwin, an : 
sociation which would affect his stand- 
ing with the people. 
» Tun Tin, prime minister since July, 
is, like Kyaw Htin, known as a moder- 
ate. His appointment could appease the 
public, some observers said. As he was 
finance minister for a number of years, 
his experience would be necessary to 
launch economic reforms and solve the 
present crisis. However, in a speech 
on radio on 11 August, he infuriated the 
public by declaring that “in accordance 
with the wishes of the people to have 
peace and rule of law, responsible or- 
ganisations are doing what is necessa 
for the defence of security and the state.” 
» Maung Maung is the only candidate 
without an army background, which 
could appeal to the public as the armed 
forces have now been so discredited. He 
was elevated to the post of attorney- 
general and member of the BSPP’s cen- 
tral executive committee last month. 
Clearly, the problem from the gi 
ernment's point of view is that, given re- 
cent events in Burma, any party candi- 


tion. He did not express any regret OVET sme aS 


the killings of unarmed civilians, the 
sources said. 

However, Burma-watchers suggest 
that the only power that could have dis- 
placed Sein Lwin was the sup- 
posedly retired leader Ne Win, who for- 
mally resigned as BSPP chairman on 23 
July. If correct, this would lend cre- 
dence to the suggestion that Ne Win's 
resignation was nothing more than a 
tactical ploy (REVIEW, 4 Aug.). 

Knowledgable sources inside Burma 
also assert that Sanda Win, Ne Win's fa- 
vourite daughter who is an army major, 
is playing an increasingly important be- 
hind-the-scenes role as an unofficial but 

owerful adviser to her ageing father. 

he question then remains who Ne Win 
and his daughter will choose now that 
the appointment of Sein Lwin has back- 
fired and led to outraged protests all 
over the country. 


By Nigel Holloway in Tokyo 


apan has been arguing for years that 

basic reforms are needed to breathe 
life into Burma's economy, but the mes- 
sage has not got through, even though 
about 6096 of the country's bilateral aid 
comes from Tokyo, which has loaned it 
¥ 400 billion (US$3 billion) on preferen- 
tial terms. Of this, 25% remains out- 
standing. In 1980-86, grants totalled 
¥313 million. 

The World Bank, sources say, may 
initiate an emergency aid package for 
Burma within the next three months or 
so — a move Japan would enthusiasti- 
cally support. Under the chairmanship 
of ruling Liberal Democratic Party MP 





Japan to the rescue? 


Yoshiro Hayashi, a group of Japanese 
businessmen and academics, known as 
the Burma Economic Development 
Forum, is also trying to promote reform. 

Two forum emissaries met leading 
Burmese opposition figure Aung Gyi in 
Rangoon in January 1988. They 
explained to him the Japanese Govern- 
ment’s frustration in having none of its 
economic-reform suggestions taken up 


| by Rangoon. Aung Gyi then wrote to Ne 


Win on the matter. When Burma's re- 
cently sacked planning and finance 
minister, Tun Tin, came to Tokyo in 
April to ask for a cut in interest rates on 
Japan's yen loans and for more grants, 









Masses in revolt: page 12 


Revival prospects: page 13 
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date would, inevitably, be unacceptable 
to the vast majority of the people. Per- 
sistent reports that children, staff at 
Rangoon’s general hospital and even 


Buddhist monks were among the 
casualties when the security forces 
opened fire have driven the general 
public to breaking point. Nothing short 
of the overthrow of the present regime 
will appease the incensed citizens, Bur- 
mese sources insist. 

Aung San Suu Kyi, the daughter of 
Aung San, the founder of Burmese 
nationalism, has offered to mediate be- 
tween the government and the students. 

On the international level, while no 

tests were made during the previous 

rch and June riots, with the regime 
benefiting from its neutral and non- 
aligned foreign policy, the brutality of 
the security forces during the August 
uprising in Rangoon went beyond any 
tolerable limits. The massacre brought 
protests from the Australian Govern- 
ment, a number of US senators — in- 
cluding Daniel Moynihan and Edward 
Kennedy — and the London-based 
human-rights organisation Amnesty In- 
ternational. This casts doubt on any for- 
eign participation in the economic re- 
forms Rangoon has promised. Japan 
has also applied pressure. 

The only other force that might 
cause the final disintegration of the re- 
gime is the disgruntled elements within 
the armed forces. But unless this split 
amounts to an open mutiny, or a coup, it 
is not likely to affect the future of the 
present regime. 

Meanwhile, the countrys many 

` nic insurgent groups, under the um- 
lla of the National Democratic Front 
have lent support to the anti-govern- 
ment moves. Oo 


he was told bluntly that Burma must im- 
prove its economic performance. 

Japan has not agreed to a bilateral 
aid package for Burma since November 
1986. One reason for this was that 
Burma had been negotiating (success- 
fully) with the UN to change its status to 
that of a **least-developed country." The 
second reason for the delay was that 
Rangoon fell into arrears on its repay- 
ments to Japan last year. Since last Oc- 
tober, Japan has extended debt-relief 
grants totalling Y6.5 billion, more than 
enough to cover the arrears. 

Japan's Finance Ministry has since 
stiffened its resistance to the idea of 
handing out more money because of 
exasperation with Burma's economic 
management. Finance Minister Kiichi 
Miyazawa is taking a close personal in- 
terest in the matter. Oo 
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When freedom’s train 


carried a nation's spirit 


By Aye Saung 
{ was 10 years old in 1958 when I pushed 

my way through the crowd towards 
the train at the Toungoo railway station, 
175 miles north of Rangoon. The 
billboards and banners on the sides of 
each carriage proclaimed the merits of 
such goods as Golden Crow nylons and 
Bee's Hive tonic. Loudspeakers barked 
Out prices, always promising they had 
been reduced, and people clamoured 
for the attention of the salesmen. 

This was no ordinary train. It was a 
mobile department store that would 
soon pull out of Toungoo and head 
north, bringing its cut-price goods and 
excitement to each station along the 
line. And now, in my mind it remains in- 
delibly associated with the economic 
system that existed in Burma before Ne 

in's 1962 military coup, a symbol of 
the pervading spirit of free enterprise. 

Local companies, like those selling 
the rival Gold Flake and Burma State 
cigarettes, competed for 


customers, conducting 
nationwide ^ advertising 
campaigns and including 
travellin stageshows. 


Catchy slogans and jingles 
poured out of the radio, 
and in cinemas all over the 
country people poggled as 
a plane took off and then 
reversed back to the 
ground, all because “I for- 
got my Brylcreem." 

There was no shortage 
of goods in the shops and 
no rationing. My family 
ran à small restaurant, and 
the Chinese grocery shop 
opposite let us buy every- 
thing we needed on credit. 
The shopkeeper would 
stack large bags of salt outside on the 
street. Salt was so cheap, no one would 
steal them. 

Free competition also pervaded par- 
liamentary elections. My father ran for 
election in a district in Toungoo in 1960. 
He was representing the *clean" faction 
of the predominant party at that time, 
the Anti-Fascist People's Freedom 
League (AFPFL), led by U Nu. The 
"stable" faction of the AFPFL and the 
Pa-ma-nya-ta party were also contest- 
ing. 

Large rallies and street stageshows 
were part of the campaign. Each party 
was distinguished by a colour: yellow 
for the "cleans" and red for the 
"stables." Women supporters would 
don the appropriately coloured longhi 


The writer graduated from Rangoon University in 
the 1960s and is now living abroad. 





and march to the rallies, while trucks 
bearing red or yellow banners, cam- 
paign rhetoric pouring from loudspeak- 
ers, passed through the streets. 

It was exciting following the elec- 
tions in the newspapers. ile candi- 
dates swore they were upright citizens, 
the press competed to expose any scan- 
dal surrounding them. Minor wives 
were unearthed and alleged murder 
cover-ups uncovered. They all made ex- 
citing headlines. 

e nny was not expected to play 

any role in the election. At one time, U 
Nu even accused U Ba Swe, the leader 
of the “stable” faction, of being backed 
by the military. Thus, when Gen. Ne 
Win staged his coup in March 1962, 
Bee were surprised and confused. 
ven my father, ousted from his par- 
liamentary seat, assumed it was a bid by 
U Ba Swe for power. By July of that 
year, when student demonstrators in 


secaemeow Rangoon were murder- 


ed by the army and the 
Students’ union build- 
ing blown up, the con- 
fusion was replaced by 
fear. 

In 1963, all private 
businesses were national- 
ised. One morning, some 
soldiers came to the 
medicine shop next to our 
house carrying black sign- 
boards bearing the words 
“People’s Shop No...” 
For the next few days, they 
Stayed in the shop and 
seemed to be making a list 
of the goods. After a 
week, nothing was left on 
the shelves and the shop 
was closed. 

Our family was now issued with a ra- 
tion book, and for the first time we ex- 
perienced shortages. When visitors 
came to stay at our house we had to re- 

rt them to the headman of the area. 

ravellers were stopped at checkpoints 
as the government attempted to curb 
the smuggling that had sprung up to 
beat the shortages. 

The missionary school I attended 
was taken over by the government in 
1965 and shut down. In 1966, I enrolled 
at Rangoon University. I was hoping to 
become a journalist, but every printin 
house belonged to the government. All 
newspapers were censored. 

Only government-approved student 
clubs' were allowed on campus and all 
political parties, apart from the ruling 
one, were banned. No one protested for 
fear of the ubiquitous intelligence service. 
Since then, nothing has changed. Oo 
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Masses in revolt against 
stifling authoritarian grip 


By Review Correspondents 


Whether a more po- 
ular figure than Sein 
win can be produced 

from within the rul- 

ing Burma Socialist 

Programme Party 

1 (BSPP) to placate the 

px country with promises 

of economic reforms is something that 
will shortly be tested. But clearly many 

Burmese are insisting that political 

liberalisation is a necessary step to any 

serious economic changes. 

Should Burma revert back to some- 
thing like the multi-party system that 
existed before Ne Win’s army imposed 
one-party socialist rule in 1962, it is safe 
only to say that a broad range of parties 
would surface — though the widely dis- 
credited term “socialist” might not be 
ag cose for some years. 

uring the latest anti-government 
riots, observers have been struck by the 
way in which young demonstrators — 
most of them born under Ne 

Win's rule — had drawn on 

Burmese nationalist traditions 

dating back to the 1930s, some- 

times in minute detail such as 
the peacock symbol of indepen- 
dence and the flag of the 

Dohbama  Asiayone (Our 

Burma Association), nationalist 

movement under British rule. 

Socialist ideas permeated 
most components of the Anti- 
Fascist P Freedom 
League (AFPFL), the 
nationalist coalition that took 
Burma through independence 
in 1948 — though the com- 
munists broke away into insur- 
rection soon after. The AFPFL 
split in the late 1950s, into the 
"Clean" AFPFL, a moderate 
social democratic wing led b 

rime minister U Nu whic 
ater renamed itself the Union 

Party, and the “Stable” 

AFPFL, a more radical group- 

ing. In 1958, U Nu invited the 

army chief of staff, Gen. Ne 

Win, to take over the premier- 

ship and prepare the country 

for elections. 

Ne Win was originally in- 
tended to hold office for six 
months, but stayed until elec- 
tions were held in 1960. U Nu’s 
party won office again, but the 
election result produced a more 
fractured political scene over- 
all. Several regional parties 
emerged, which, with ethnic in- 
surgencies growing in the Shan 
and Kachin states, led U Nu’s 
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government to propose greater regional 
autonomy. Citing threats to national 
unity, Ne Win’s “Revolutionary Coun- 
cil” seized power in March 1962. 

U Nu and other senior figures were 
arrested, and existing political parties 
banned. (U Nu went into exile in India, 
but has since returned to live in quiet 
retirement in Rangoon.) Ne Win 
abolished the bicameral parliamentary 
system and separation of judicial pow- 
ers inherited from the British, and 
closed the vigorous independent press 
which had been the most effective 
check on government powers under U 


u. 

The immediate nationalisation of all 
commerce and industry, and the 
heightened xenophobia introduced by 
Ne Win, created an exodus of several 
hundred thousand Indian and Chinese 
residents over the following three years. 

The speed of nationalisation met 
with some opposition within the leader- 


RICH LAND, POOR PEOPLE| 





ship and prompted the departure of Ne 
Win’s deputy Aung Gyi, now a promi- 
nent dissident. But the anti-forei 
measures were popular even if they did 
destroy much of the infrastructure and 
so play a major role the country’s sub- 
sequent impoverishment. The isolation- 
ism in Burma’s foreign policy, reflecting 
its inward-looking nationalism, was 
highlighted by its 1979 decision to with- 
draw even from the non-aligned move- 
ment. 

The Buddhist clergy, traditionally 
another centre of political power, were 
controlled, in return for various 
privileges, under a BSPP-directed com- 
mittee, Sangha Mahanikaya. Secret po- 
lice created networks of informers. The 
Pyithu Hluttaw (People’s Assembly), 
which became the sole source of author- 
ity, was itself little more than an adjunct 
to the BSPP, which Ne Win expanded 
from acadre party to a mass party claim- 
ing 1.5 million members. Yet the armv 
remains the core of the BSPP, v 
about 90% of its ranks being party 
members. 

While acknowledging Burma's dras- 
tic economic decline, some foreign ana- 
lysts wonder how many Burmese will 
want to disavow Ne Win's political sys- 
tem. Minoru Kiryu, a director of 
Tokyo's Institute of Developing 
Economies who has followed Burmese 
affairs for 25 years, thinks a one-party 
system might be approved by a majority 
as long as it was accompanied by 
genuine economic reforms. 

Caution about the prospects for eco- 
nomic liberalisation is also sounded by a 
Western-trained Burmese economist 
working for a large bank in Southeast 
Asia, who said that most of the Burmese 
elite still wished to avoid slavishly fol- 
lowing “the Thai path.” 


Fo various reasons, including fierce 
national pride, there was still “a lo^ ~* 
residual support" for Ne Win's br: 
notion that “Thailand, whatever its suc- 
cesses, had compromised too much in 
its pursuit of development, given the 
Thai-Chinese too much free rein, and 
generally prostituted the country to for- 
eigners." This dimension to Burmese 
thinking was broadly based, and would 
survive any transition to another re- 
gime, the economist said. Such remarks 
also show that Burma's historical rivalry 
with Thailand burns strong — and 
somewhat perversely, given Burma's 
current mendicant condition. 

Much will depend on the attitude of 
the army officer corps, in particular the 
profesiona y trained graduates of the 

efence Service Academy (DSA) at 
Maymyo, and others who took military 
training after graduating from civilian 
universities. Mostly ethnic Burmans 
and a few Chins, these now form about 
two-thirds of the officer corps in the 
170,000-strong army. The first batch of 
DSA cadets graduated in 1960 and are 
now pushing into higher ranks, against 
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the considerable distrust of 
the older veterans and those 
who have risen through the 
ranks. 

Some academy-trained 
officers were involved in an 
unsuccessful coup attempt 
in 1976, aimed at taking the 
army back to the barracks. 
Partly because of the dis- 
trust, many DSA graduates 
are kept out in the field. 
However, this may have 
created another split with 
the older leadership, as 
many field officers are be- 
lieved to be convinced of 
the futility of protracted war 
with ethnic minorities. 

The rising figure of 
Lieut-Gen. Pe Myaing, a 
US-trained officer ap- 
pointed minister of home 
and religious affairs in July, 

aid to lead a liberal fac- 
uw within the military 
which favours a more open 
society. According to Kiryu, 
the older guard looks more 
to the “reforms” introduced 
recently by Vietnam. 

The major difficulty fac- 
ing any new regime will be 
the debased state of the civil service 
after Ne Win's 26 years. Immediately 
after his coup, Ne Win retired about 
2,000 senior officials and began a steady 
process of filling departments with re- 
tired or disabled military men. Joseph 
Silverstein, of Rutgers University in the 
US, estimates that 60-70% of civil ser- 
vants are ex-military. 

Qualifications and broad experience 
have declined. Many have had to resort 
to corruption in order to survive on in- 
adequate salaries — for example, 
teachers by selling exam papers in ad- 
vance to students, or swapping station- 

for foodstuffs. This has had a politi- 
cai effect, making them a part of the sys- 
tem they despise. The resulting inertia 
has been something that even the 
ousted Sein Lwin had to acknowledge. 

Two surviving centres of compe- 
tence are said to be the central bank and 
the Ministry of Health. To augment 
them, a new government would have to 
draw on the uncertain number of Bur- 
mese professionals who have left the 
country. The 1983 census showed only 
7,700 Burmese passport-holders living 
abroad. But added to that would be 
many more who have taken up other 
citizenship, or others who crossed into 
Thailand without passports. Some esti- 
mates place the number of self-exiled 
professionals and middle-class Burmese 
as high as 100,000. 

ey include people of the calibre of 
Oxford University's Hla Myint, a deve- 
lopment expert, Columbia University 
trade theorist Ronald Findlay, the Aus- 
tralian National University statistician 
R. Sundrum, and recently retired IMF 
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Protesting students forced back by troops. 





Black market 
holds hope 
for revival 


A?» serious reformist government 
in Burma will have to come to grips 
with an economy that is barely treading 
water — the servicing of its US$5.3 bil- 
lion foreign debt approaching 100% of 
official exports, and foreign aid devoted 
to balancing external accounts rather 
than capital projects. 

Industry and commerce languish 
under monopolies given to 23 state cor- 

rations. Factories run below capacity 

or lack of spare parts and raw mate- 
rials. Transport and communications 
are neglected. Officially condoned com- 
mercial activity is confined to small 
shops and marketplaces, or local trans- 
port such as "sailor buses" — the 
clapped-out vehicles imported by mer- 
chant seamen. 

The most flourishing sector, known 
as "Corporation 24," is the black-mar- 
ket economy, based on smuggling 
across Burma's porous borders — 
across to Yunnan in China, through 
Three Pagodas Pass to Katchanaburi in 
Thailand, or to towns in India's north- 
east like Imphal and Moreh. Total value 
of smuggled trade (excluding drugs) is 
commonly estimated at about US$3 bil- 
lion a year, equivalent to about 40 % of 
GNP and five times the volume of offi- 
cially noted trade. 

In recent years China has emerged as 
the most important partner in this trade, 
as the Burmese army cleared Com- 
munist Party of Burma insurgents from 
trading routes (with the discreet cooper- 
ation of the Chinese military) and the 
Minstry of Construction improved the 
road from the railhead at Lashio to the 
border. A Chinese news report in 1986 
put the total value of trade at Rmb 260 
million (US$70 million) a year, but esti- 
mates in Washington put the current il- 
legal Sino-Burmese trade as high as 
US$1.5 billion a year. 

At least in part, this trade has just 
been officially sanctioned by Rangoon. 
On 6 August, Burmese newspapers re- 
ported an agreement between govern- 
ment export-import corporations in the 
two countries to conduct trade between 
northern Shan state and the Chinese 
town of Rui-li in Yunnan. 

While some of the Chinese goods 
flooding through Burma may have been 

aid for with foreign currency earned 
rom opium sales to other countries, the 
size of the illicit trade does point to a 
commercial vigour that the government 
oe tap if it reduced restrictive con- 
trols. 

Since 1977, Ne Win had attempted 
half-hearted reforms which tried to cap- 
ture some of this energy, but without 
endangering the “Burmese Way to So- 
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economist Tun Wai. The number who 
would be prepared to return would ob- 
viously depend greatly on faith in the 
sincerity of reform intentions. “Some 
are tied to their adopted countries,” 
said Silverstein. “But most would like to 
go home and throw in their lot with the 
country if the conditions changed.” 

Although the quality of education 
has undoubtedly suffered under Ne 
Win, its spread has not. Literacy is 
over 80%, with 166,000 college 
graduates and 9,000 post-graduate de- 
gree holders, according to the 1983 cen- 
sus. Women have always participated in 
education, and have continued to in- 
crease their proportion of intakes at 
higher institutes. Colleges graduate 
about 1,000 engineers, 500 doctors and 
1,000 accountants a year. 

Even in the system of “people’s 
courts” chaired by amateur judges, a 
number of lawyers thrive in Rangoon’s 
Bar Lane district. However, many other 
graduates in the humanities can be seen 
driving taxis, engaged in palmistry, or 
trading local artefacts for whisky and 
cigarettes from foreign tourists. 

Outside Singapore, the Burmese 
used to have the best grasp of English in 
Southeast Asia. This suffered after Ne 
Win closed foreign-run schools and 
stressed the Burmese language in 1965, 
But in the early 1980s — after Ne Win’s 
daughter was refused admission to a 
British medical school because of her 

r English — the compulsory study of 

nglish was reintroduced. English-lan- 
guage films, without subtitles, are 
popular, as are language courses on 
shortwave radio. Oo 
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cialism.” Last year he condemned the 
state enterprises in harsh terms for fail- 
ing the nation. In September, he decon- 
trolled the prices of nine agricultural 
items — but five days later carried out a 
sweeping demonetisation programme 
to punish those profiting from the black 
market. 

Officials of international banks fear 
that the paranoia in the Burmese elite 
about “losing control” of the economy 
to immigrant minorities or foreigners 
will continue to dampen any moves to- 
wards market-based reforms. “The 
biggest aoe economic problem in 
terms of making fast changes is the iner- 
tia of the past 26 years and the still in- 
ne nationalism," a bank economist 
said. 

Even after the flight of hund- 
reds of thousands of emigrants 
after Ne Win’s takeover, Burma still has 
233,000 ethnic Chinese and 428,000 citi- 
zens of Indian origin, according to the 
latest census. Chinese are still promi- 
nent in petty retailing and black mar- 
keteering, Indians in paper and metal 
businesses. 

Clearly they would be among the 
first to take advantage of new op- 
portunities. However, Burmans, the 
country's ethnic majority group, as- 
sert their own entrepreneurial streak: 
“How else do you think we have sur- 
vived the Ne Win years," said one pro- 
fessional, who himself took a job 
abroad. 


dvice to Burma from Western coun- 

tries and Japan, in most cases un- 
solicited, generally puts forward a 
scheme that involves currency stabilisa- 
tion, gradual privatisation of state en- 
terprises, rehabilitation of transport 
and communications, more realistic 
pricing of public utilities, encourage- 
ment of different crops (such as wheat in 
northern Burma for the Chinese mar- 
ket), tourism ventures, extension and 
rehabilitation of oil fields, and man- 
power training. Japan, as the leading 
aid donor, is trying to get the Burmese 
to accept a multilateral aid coordination 
forum on the lines already applied to In- 
donesia. 

Current project loans to Burma 
include an Asian Development 
Bank (ADB) loan of US$35 million 
for upgrading edible oil production, 
which is under way after a slow start 
(REVIEW, 27 Nov. '86), ADB credit 
lines for local banks and loans for 
hospital improvements. The World 
Bank is looking at rehabilitation of 
the textile and pharmaceutical in- 
dustries, irrigation schemes and a 
comprehensive restoration pro- 
gramme for transport and communi- 
cations links. 

But since the foreign debt crisis 
intensified in 1986, the Burmese 
Government has resisted taking any 
more project loans, instead looking 
for budgetary loans to help balance 
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SHORTAGE OF COMFORTS 


(Production of consumer goods) 
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Umbrellas 19,114,000 346,000 
Soap 46,000 tons 36,510 tons 
Matches 263,000 boxes 90,000 boxes 
Bicycles 15,000 11,400 
Water pumps 12,700 4,920 
Cigarettes - 2,095 million - 1,108 million 
Shirting 18,607,000yards 15,830,000 yards 
Mosquitonetting — 8,547,000yards 2,383,000 yards 
Cement 451,500 tons 


its books. It has rejected conditions 
placed on certain offered loans — for 
example, forgoing finance for new 
power plants because it would not 
change electricity charges set 15 years 
ago. 

From the government's point of 
view, deregulation has distinct political 
risks. Last September's package of price 
deregulation has greatly worsened the 
availability of rice and cooking oils, and 
added a "food riot" element to the cur- 
rent political unrest in the urban areas. 

The foreign-exchange earner that 
could be most swiftly "o up would 
be onshore oil, though the global mar- 
ket is depressed. Production has drop- 
ped sharply as oil deposits are run down 
and require more complex extraction 
techniques. After reaching a peak of 11 
million barrels in 1980, output dropped 
to 6.3 million barrels last year — below 
the 6.4 million barrels produced in 1939. 


ON TIGHTER RATIONS 





Last year, Burma imported oil for the 
first time. 

Even so, foreign visitors to existing 
fields at Mann Htaukshabin have been 
amazed at how Burmese engineers kept 
old equipment operating “with rubber 
ern and glue," one bank economist 
said. 


Hn began discussions with 
foreign oil companies in 1986, but 
have so far confined possible coopera- 
tion to offshore fields. Burma does have 
a large offshore gas field in the Marta- 
ban Gulf, but the possibilities of getting 
the US$1 billion needed to tap this are 
small, given the softness of energy de- 
mand and rival sources of liquefied nat- 
ural gas in Asia. Without a radical 
change in attitudes, Rangoon is unlikely 
to allow foreigners any role greater than 
technical collaboration onshore. 

Better ges pe and €——" of 
equipment and supplies might all^' 
Burmese entrepreneurs to work 
country's plentiful mineral deposits, oi 
add more value to the teak forest ex- 

rts, now sold almost entirely in log 
orm. 

Agricultural production can be im- 

roved over time with the extension of 
irrigation (now covering only 12% of 
tillable land) and more use of fer- 
tiliser, which requires foreign currency. 
High-yielding rice varieties have al- 
ready been introduced. 

Although land was said to have been 
nationalised under U Nu's government, 
state ownership in fact is not so evi- 
dent, as farmers continue to work inher- 
ited plots and can transfer them. Nor is 
price considered the most severe disin- 
centive. Rather, farmers are withhold- 
ing their produce from the market either 
because they fear further demonetising 
or devaluation of the currency, or be- 
cause of transport problems due to poor 
roads and a fuel shortage. 

Apart from a nearly completed hi 
way from Bassein in the Irrawaddy deita 
to Monywa, north of Mandalay, the 
transport system generally has been al- 
lowed to decay. *Rebuilding infrastruc- 
ture must be the first priority of any new 
regime," said a Burmese economist, 
adding that communications were 
also run down, with staff salaries in 
arrears and equipment pilfered or 
neglected. Another foundation for 
economic growth, outside 
economists say, is a settlement of 
the ethnic insurgencies to restore 
physical security in border states 
and reduce military spending, which 
now consumes half the government 
budget. 

Tourism is another foreign cur- 
rency earner that could be expanded 
in the medium term, with joint-ven- 
ture hotels and a more relaxed at- 
titude to visas. But again this is 
something that runs up against Bur- 
mese xenophobia. 

— Review Correspondents 
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‘It’s a tough location but we have the essentials” 
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F fas the eco 


nomy and 


bring back democracy 


By Tyn Myint-U 


Events of recent 
weeks, leading to the 
8-12 August uprising 
in Burma and the 
AIME 9 forced ouster of Presi- 
Uitte a] dent Sein Lwin, have 
pep demonstrated the 
Renee gis existence of a popular 
desire for radical political and economic 
change. 

The government, responding to 
peaceful protests with brutality and an 
almost unthinkable’ disregard for 
human rights, has revealed that, for a 
quarter of a century, socialist rhetoric 
and constitutional one-party rule have 
` *en mere facades for the maintenance 

power by an army elite. 

Burma stands today on the brink of 
economic and political disaster. Unless 
immediate steps are taken to transfer 

ower to a representative and responsi- 

le government and reverse the eco- 
nomic and political situation, present 
conditions will lead to widespread 
famine, total civil war and the under- 
mining of the national security of a 
country which was once one of the rich- 
est and most peaceful in Southeast Asia. 

There must be an immediate and 
complete change of the present political 
system to a genuine democratic system 
based on the eges of freedom and 


How-to 





the a of all people. Such a system 
would restore the two fundamental re- 


uirements for rejuvenating the spirit of 
the people and infusing them with en- 
thusiasm to work for a better future, 
namely human rights and direct partici- 
pation in choosing the rulers. 

It will restore a government respon- 
..Jle to the people and the much needed 
two-way process of communication be- 
tween the people and the government. 
Both of these have been sadly lacking in 
the country for the past 26 years. 

A second and equally urgent need is 
for the immediate implementation of 
policies and programmes for the rapid 
development of the economy. While the 
role of the state will diminish as private 
enterprise, both national and foreign, 
respond to the free-enterprise system, 
the government must assume the re- 
sponsibility for formulating appropriate 
policies and providing the financial and 
physical infrastructure for the develop- 
ment of different sectors. The new pol- 
icy must include: 
> Liberalisation and opening up of all 
non-strategic sectors of the economy to 
the private sector. This implies the dis- 
mantling of the socialist system of pro- 
duction and distribution, which has 
pore a complete failure not only in 

urma but elsewhere too. 
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» Restoration of confidence in the 
country's currency, by implementation 
of a prudent monetary policy to ensure 
domestic price stability, and an ex- 
change-rate policy which takes into ac- 
count the supply and demand condi- 
tions for foreign currencies. The intro- 
duction of free markets for domestically 
produced goods and, with few excep- 
tions, for imported goods would assist 
sound monetary iud foreign-exchange 
policies. At the same time, it would 
eliminate the black-market system 
which has proved to be the bane of the 
country's economy. 

» Asimple and effective fiscal system 
for ensuring revenues for the govern- 
ment's essential administrative and re- 
distributive activities. 

» Opening up of the economy to pri- 
vate foreign investment in a suitable 





Tyn Myint-U: a prescription. 


range of activities through a carefullv 
formulated foreign investment policy, 
directed towards encouraging the flow 
of foreign capital, technology, manage- 
ment skills and marketing know-how 
into industries which can contribute to 
output, employment and above all ex- 
port promotion. The possible negative 
impact of foreign direct investment 
need not be a problem if this is carefully 
monitored and regulated. Many self-re- 
liant countries such as Japan and South 
Korea have used foreign direct invest- 


ment judiciously to assist in the develop- | 
ment of their countries. Burma should | 


take advantage of their experience. 

» Review of all existing and proposed 
foreign aid and loan-funded program- 
mes and projects with a view to ensuring 
maximum productivity, efficiency and 














|. Burman. 








complementarity with the private sec- 
tor's economic activities. Furthermore, 
in this age of economic interdepen- 
dence, Burma should play a more active 
role in regional economic cooperation 
schemes and restructure its economy in 
line with the fundamental changes 
which are taking place in the global eco- 
nomic environment. 

» Acoherent plan or set of guidelines 
for economic development through 
which the private as well as the public 
sectors can be stimulated to undertake 
investment and production in activities 
contributing to the goals of economic 
growth, employment promotion, and 
improvement in the country's interna- 
tional economic position. The country 
should aim for rapid economic develop- 
ment in order to fulfil the basic needs of 
its people. A major element should be 
human-resources development, includ- 
ing enhanced programmes for educa- 
tion in various fields and for the deve- 
lopment of science and technology. 

The disastrous civil war of the past 40 
years must be brought to an immediate 
end. A fair and just solution must be 
found. Federalism must become a cor- 
nerstone of the new constitution. Local 
governments responsible to the local 
people must be granted control over a 
wide range of social and economic 
fields. 

The people themselves, whether 
Mon, Shan, Arakanese, 
Karen, Kachin, Chin or other must all 
fully and together participate in the po- 
litical process. Constitutional guaran- 
tees must exist to protect the legitimate 
interests of minority peoples and there 
must be an end to all forms of discrimi- 


| nation. 


The present government realises 
that it is bankrupt of ideas with which to 
cope with the current state of affairs. It 
must transfer political power, im- 
mediately and completely, to an interim 
government of national reconciliation, 
composed of prominent Burmese out- 
side the Burma Socialist Programme 
Party. 

is interim government will take 
any and all necessary measures to deal 
with the current economic situation and 
ensure that adequate food supplies are 
effectively distributed to prevent à 
famine. It will lay the groundwork for a 
free democratic society, inviting back 
the tens of thousands of Burmese now 
living abroad, creating political stability 
and paving the way for the election of a 
constituent assembly and a ratification 
of a new democratic constitution. It will 
negotiate with all insurgent groups to 
bring about a quick end to the civil war 
and build trust and friendship between 
all the peoples of the country. 


Tyn Myint-U, a Burmese, is a senior 
UN official working on economic issues 
in Asia and the Pacific. He is married to 
Aye Aye Thant, daughter of the late UN 
secretary-general U Thant. 


19 


JAPAN 


The rising world star 


Takeshita leads the country on to the international stage 


By Nigel Holloway in Tokyo 
Ths aaah emergence as an important 
player on the world stage has mir- 
rored the meteoric rise of the yen 
against major international currencies. 
Its foreign-policy initiatives began to be 
taken more seriously in the early 1980s, 
but it has only been in the past few 
months that expectations of Tokyo’s fu- 


ture international role have grown to | 


hyperbolic proportions. 

The zenith was reached at the To- 
ronto summit of the seven main indus- 
trial democracies in June, when the 
media suggested that Japanese Prime 
Minister Noboru Takeshita had stolen 
the show — eclipsing US President 
Reagan and British. Prime Minister 
Margaret Thatcher. 

Takeshita chose the summit to 
launch a broad diplomatic offensive to 
demonstrate that Japan is pulling its 
weight as a full member of the Western 
alliance. He told the summit of Japan's 
plan to spend US$50 billion in foreign 
aid over five years and offered pro- 
posals to ease Third World debt. In ad- 
dition, Takeshita acted as standard- 
bearer for a newly confident East Asia, 
which is demanding to be accepted by 
North America and Europe on more 
equal terms than in the past. 

The prime minister's performance 
capped a flurry of diplomatic activity by 
Tokyo. By the time Takeshita returns 
from a visit to China at the end of Au- 
gust, he will have made eight overseas 
trips to 13 countries since he took office 
last November. 

There have been three diplomatic 
firsts for Japan in recent months: a civi- 





lian Japanese observer was appointed to 
join a UN team monitoring the Soviet 
withdrawal from Afghanistan; the 
Japan Self-Defence Agency secretary- 


| general visited Southeast Asia, and 


Japan's foreign minister visited Israel. 
And for the first time in memory, Tokyo 
seems to have resolved its most pressing 
trade problems with Washington. 

But while these initiatives might be 
expected to provide a new source of na- 


tional pride for Japanese, the mood | 


here is more one of sober self-reflec- 
tion. It is true that policymakers in 
Tokyo are less diffident than before, but 
Japan's new international status has 





 a-— -—A — 
come so quickly that the policymakers 
seem às yet unprepared to deliver what 
may now be asked of them. 

Nowhere are expectations greater 
for Japan than in the US. An exam- 

le is found in the area of defence. 
Vhile it is true that Washington's West 
European allies are being asked to 
shoulder a greater share of their own de- 
fence costs, US attention is focused on 
Japan because the rise of the yen has 
come about at the expense of the US 
dollar. 

This new state of affairs could create 
as many problems as opportunities for 
Japan. There is no question that Japan 
has the economic clout necessary for 
big-power status, but it lacks the mili- 
tary power even to protect itself, let 
alone defend its interests overseas. And 
post-war Japan, unlike the superpow- 
ers, has shown no inclination to export 
its own political creed. 

"Japan is trying to avoid the direct 
exercise of political power," sa 





E 





Prime Minister Noboru Takeshita and wife Naoka depart Tokyo for a visit to Washington. 




















Under Uncle Sam’s shadow 


A unique partnership also has its strains 


ver since the Meiji Restoration, Japan has hitched its 

wagon to somebody else's. First it was Britain's, then 
those of the signitaries to the Four Power treaty in 1921, fol- 
lowed by Hitler's Axis in 1940. But nothing quite compares 
with Japan's post-war relationship with the US. The Ameri- 
can connection is much more intimate than merely a 
strategic pact. The relationship is also that of mentor and 
protégé, consumer and producer. Or rather it was. 

This form of inequality seems increasingly obsolete now 
that Japan is the US’ main creditor, and yet the former de- 
pends completely on the other for its security. The obvious 
answer is to treat each other as equal partners, but that is 
easier said than done. The US wants Japan to recycle more 
of its current-account surplus to needy countries, but is un- 
willing to cede the sort of authority in institutions like the 
World Bank that should go with that effort. Japan may like 


to be more independent of US foreign policy, but has never 
really dared to gainsay the US on major issues. 

The need to readjust the relationship has grown more 
pressing because of the handwringing on both sides of the 
Pacific about the US' relative decline. Even if there is an 
overhaul in relations, there will always be friction because 
the two countries are so close. Saburo Okita, a former for- 
eign minister, thinks there are three reasons for this: the 
trade imbalance, technological rivalry, and sentiment in the 
US that Japan is freeloading in defence. None of these is 
going to be easy to overcome. 

The two countries have an extremely unbalanced bila- 
teral trade. The US deficit with Japan rose from US$39 bil- 
lion in 1985 to US$52 billion last year. The trade gap is start- 
ing to narrow because of the rise in the yen, but it will only 
fall slowly. There will be constant pressure on Japan to en- 
courage more imports and sustain domestic demand. 

The Japanese are deeply wary of the recently passed US 
trade bill. Deputy Foreign Minister Michihiko Kunihiro de- 
scribes it as a “formidable weapon for protectionism if used 
improperly." Japan will be trying harder to ensure a suc- 


—————Í———————— A — MLPUnAXEAnnininninnÍuiLC A A*€ÉCÉ—— 


25 AUGUST 1988 e FAR EASTERN ECONOMIC REVIEW 


economist Saburo Okita, a former Ja- 
panese foreign minister. “Our contribu- 
tion [to the world] should be economic 
— in science, education and aid — but 
should not be too political — partly be- 
cause of the apprehensions of other 
countries, partly because the Japanese 
people themselves are not prepared for 
such a role.” 

It would be difficult to argue with the 
last point. Japanese remain stubbornly 
insular. They view themselves as unique 
and their 2,000 years of history with 
pride. In addition, many other countries 
— especially those such as the two 
Koreas and China, which felt the full 
force of Japanese aggression in the first 
half of this century — question whether 
Japan should exert more than economic 
influence abroad. 

Although Japanese diplomacy has 
shown signs of a new maturity, it still 
tends to be excessively money-oriented 
and is often lacking in finesse. The For- 

gn Ministry found itself in the embar- 
..Ssing position of having to explain 
how Japan, a nominal MESH of 
apartheid, became South Africa's 
largest trading partner last year. It was 
decided, with only a pretence of debate, 
that trade with South Africa would be 
curbed just to the point where Japan 
would no longer occupy the No. 1 spot. 
Thus, Tokyo's image as a foe of apar- 
theid would be preserved. 

However, over the past 10 months 
indications are that Japanese diplomacy 
has become more political, more active 
and more extensive. For example: 

» More political: Foreign Minister 
Sosuke Uno's unprecedented visit to Is- 
rael in June was seen by many as a sign 
that Japan has become less concerned 
about Arab opinion — perhaps because 
of the oil glut. But Japan still imports 
70% of its oil from the Middle East, so it 
can be assumed that there are political 
reasons for appearing to be more even- 

anded in its dealings with the region. 


The yen as diplomat: page 22 
Low key, but effective: page 22 


Memories die hard: page 24 
Looking to Europe: page 24 





Similarly, sending an official to the 
UN peacekeeping mission in Afghanis- 
tan (and promising to send others to the 
Iran-Iraq border) has little immediate 
economic advantage for Japan. And 
Tokyo's support for Cambodian resist- 
ance leader Prince Norodom Sihanouk, 
was clearly given for political reasons. 

» More active: There was no urgent 
need for Japan Self-Defence Agency 
Director-General Tsutomu Kawara to 
visit Singapore and Indonesia to assure 
Asean that Japan would not again be- 
come a military power in the region. 
Japan has in the past been content to 
give such assurances from Tokyo. 

» More extensive: Takeshita visited 


Uno: unprecedented visit. 





Europe twice soon after taking office. 
At a speech in London in May, he said 
he wanted to open "a new era" in rela- 
tions between Japan and Europe's 
capitalist countries, asserting that their 
dealings with the US were much closer 
than they were with Japan. 

Japan has pushed for a more even- 
handed relationship with Western 
Europe before — under prime ministers 
Yoshida in 1954, Ikeda in 1962 and 
Tanaka in 1973 — but all previous at- 
tempts to sway the Europeans failed. 
However, the US' current perceived 
decline might give Takeshita a better 
chance for success this time around. 

The foreign policy of Japan's ever 
cautious government, under the leader- 
ship of the same party for most of the 
post-war era, resembles that of a snail 
slowly emerging from its shell. In a 
forthcoming book, journalist Shiro 
Saito identifies some foreign-policy 
strands running through the past 35 
years. Far from searching for a role, he 
argues, Japan has had one all along. He 
calls it “twin-track” diplomacy, with the 
first track designed to strengthen bonds 
between Japan and the West and, with 
the second, to tie together Japan and 
Asia's Pacific Rim states. 

Saito maintains that the policy re- 
sulted from Japan's feeling that it did 
not fully belong to either East Asia or 
the West. So making the best of this pre- 
dicament, Tokyo has tried to act as a 
bridge between the two. Hence the tra- 
dition at every economic summit since 
1975 of Japan acting as Asia's pa 
man. Its neighbours may not like the 
idea, but the smaller states have come to 
accept it — though China has not. 

If Saito is correct, then former prime 
minister Shigeru Yoshida was remarka- 
bly prescient in stressing three goals of 
his government during a tour of Europe 
and North America in 1954: the rapid 
economic development of Southeast 
Asia; improved trade relations with 





cessful conclusion to the Uruguay Round of trade talks 
under Gatt, partly to tie the US more closely to its multilat- 
eral provisions. 

Technological competition will probably never disappear 
and ill feelings could intensify as the borderline between civi- 
lian and military technology becomes fuzzier. In November 
1983, then prime minister Yasuhiro Nakasone agreed to 
make an exception for the US to the overall ban on exports of 
defence technology. Mitsubishi Heavy Industries is bidding 
for contracts under the US Strategic Defence Initiative. But 
overall, the gains to both sides from this sort of exchange 
have been small and are unlikely to smother the sparks that 
fly over issues like trade in semiconductors. 

It is probably the arguments over defence “burden shar- 
ing” that cause Japanese Foreign Ministry officials most an- 
guish, partly because they have no idea where these de- 
mands from the US might end, Officially, the Pentagon has 
changed its tune on Japan’s defence spending by describing 
it as broadly adequate for holding the fort against attack 
from the Soviet Union until American forces arrive. 

One reason why the US has stopped calling for a lot more 
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Japanese defence expenditure is that there is a growing opin- 
ion in Washington that the country's military development, 
if too rapid, might grow to the point where Japan's defence 
posture could become too independent of the US. 

All the same, the Japanese maintain that the Pentagon is 
privately pressuring them to increase the defence effort, 
pressure which is unlikely to ease in the future. In addition, 
in September 1987, the US Senate passed a resolution calling 
on Japan's combined aid and defence budget to rise to 395 of 
GNP by 1992, a demand Tokyo thinks will be impossible to 
carry out. The two combined currently total 1.3% of GNP. 

Foreign Ministry sources already envisage a time when 
defence spending may reach as much as 2% of GNP in order 
to meet US demands. Anything beyond that would imply the 
development of nuclear weapons, they say, and only the 
most extreme nationalists are advocating that. 

Kunihiro said: “We do not want a military build-up to the 
point where we can protect ourselves." He believes majority 
of Japanese do not view Asia's future in terms of a balance of 
power in which Japan would have to step into any vacuum 
left by a US withdrawal. — Nigel Holloway 


————— —— — AED EEMLLLLLLL...fLjLsirdiésibks.l]!AíLTGÁBóÓoktq i UEbóó—————— — MÓÓ—XÀ 9 MÀMÓMÓÀ 


21 













China, with whom Japan had no dip- 
lomatic relations at the time, and trade 
romotion with the West within the 
ramework of the Gatt. Japanese lead- 
ers returned to similar themes time 
and again as Tokyo’s foreign policy 
evolved. 

The end of what Japan views as its 
post-war period was marked by the re- 
version of Okinawa to Japanese 
sovereignty in 1972. This was heralded 
by then prime minister Eisaku Sato as 
the start of “what can almost be called 
the New Pacific Age,” in which he could 
see the US and Japan cooperating to de- 
velop stability in Asia. 

The idea did not get very far until 
after the withdrawal of American forces 
in Vietnam and the fall of Saigon in 
1975, This event, marking the beginning 
of the end of US domination in Asia, 
i ag Japan strengthen its relations 
with Asean, thus moving Tokyo's for- 
eign policy a step further. 

Another prime minister, Takeo 
Fukuda, said in Manila in August 1977 
that Japan wished to promote a “heart- 
to-heart" understanding with the coun- 
tries of Southeast Asia and to cooperate 
with them in strengthening “their soli- 
darity and resilience." He proposed a 
USSI billion investment scheme to help 
the process along. 






























inks with the West have taken longer 

to forge. As recently as 1979, the 
leaders of the US, West Germany, 
France and Britain met, in Guadaloupe, 
to discuss world affairs. Japan was not 
invited to join them. 

It was not until the Soviet invasion of 
Afghanistan later in the same year and 
the deployment of Soviet SS20 nuclear 
missiles in Asia that the Western indus- 
trial countries recognised the need to in- 
clude Japan in their political decision- 
making and that Tokyo recognised the 
need to participate. Since then, Japan 
dutifully joined the boycott of the Mos- 
cow Olympics and later argued force- 
fully that any negotiated cutback in in- 
termediate-range nuclear forces must 
encompass Asia as well as Europe. 

Nakasone's chief diplomatic 
achievement was to tie Japan's fate 
more closely than before to the West. 
His statement at the June 1983 Wil- 
liamsburg summit in the US, which said 
that "the security of our countries is in- 
divisible and must be approached on a 
global basis," is regarded as an epoch- 
making event in Japan. His predeces- 
sor, Zenko Suzuki, had introduced the 
concept of Japan defending its sealanes 
for up to 1,000 nautical miles from its 
coast, but it was Nakasone who gave the 
government a much clearer political 
commitment to Western solidarity. 

Since Nakasone had breached the 
psychological barrier of limiting Japan's 
defence spending to less than 1% of 
GNP, Takeshita has been able to em- 
phasise the political aspects of Japanese 
diplomacy without stressing defence. J 






















hile protesting much, Japanese 

leaders and officials are sometimes 
relieved when external “shocks” loosen 
the positions of entrenched domestic in- 
terest groups and condition public opin- 
ion to change. From time to time, lead- 
ers have asked foreign counterparts to 
apply the cane even harder. 

Officials such as Deputy Foreign 
Minister Takakazu Kuriyama believe 
Japanese attitudes to foreign-policy is- 
sues have shifted greatly 
over the past two years. 
Undoubtedly, the rise in 
the yen since 1985 has 
been the main cause. 

Unlike earlier 
traumas, such as two oil 
crises and the “Nixon 
shock” of 1971 — when 
the US sought to re- 
establish relations with 
China — this most re- 
cent blow was abetted 
by the Japanese Gov- 
ernment itself, at that 
famous meeting of fi- 
nance ministers in the 
Plaza Hotel in New 
York. The fact that 
business has emerged stronger as a re- 
sult of the yen's ascent, contrary to ear- 
lier dire predictions, has enormously 
boosted Japan's self-confidence. In the 
process, the yen has become a vital tool 
of diplomacy. The US cannot take a big 
decision on monetary policy without 
consulting its main creditor, Japan. The 
same cannot be said for West Germany, 
the other big industrialised country run- 
ning a large current-account surplus. 














By Charles Smith in Tokyo 


rime Minister Noboru Takeshita, a 

former high school teacher of Eng- 
lish who admits he does not speak the 
language, was not cast in the role of a 
diplomat when he took office in late 
1987. Apart from his lack of foreign ex- 
perience, Takeshita was seen as a typi- 
cally Japanese politician — meaning 
one who avoids projecting his own per- 
sonality and who prefers consensus to 
individual leadership. 

Takeshita’s talents appeared modest 
alongside those of his predecessor, 
Yasuhiro Nakasone, whose English 
ability and charisma played a large part 
in forging a new image of Japan during 
his five years in the premiership. Yet 
after less than nine months in office 
Takeshita seems to be emerging as a 




























Tanaka: historic trip. 


Low key, but effective 


Takeshita evolves his own style of personal diplomacy 


The yen as diplomat 


Wise use of currency makes Tokyo an effective player 


According to Yoichi Funabashi, the 
author of a new book on the Plaza ex- 
change-rate agreement: “Japan proved 
itself to be the most effective player in 
coordinating economic policy. By doing 
virtually nothing, West Germany re- 
mains a middle-ranking power, whereas 
Japan's ¥6 trillion [US$44.8 billion] 
emergency budget package helped to 
promote exchange-rate stabilisation 
after the February 1987 Louvre accord." 

Although the pack- 
age was regarded by 
many foreigners as yet 
another example of the 
beneficial results of for- 
eign pressure, a domes- 
tic drive to see faster 
economic X expansion 
was probably a strong 
influence on the goveru- 
ment. Motoo Shiina, 
vice-chairman of the 
ruling Liberal Demo- 
cratic Partys (LDP) 
Policy Affairs Research 
Council and an architect 
of the package, said the 
party had been feeling 
the heat from the vot- 
ers. “People started complaining that 
we are one of the wealthiest countries 
in the world, but when we want 
to construct a bridge, the govern- 
ment says it has no money,” Shiina 
said. 

After such a big change from export- 
led to domestic-led growth, trade issues 
involving items such as beef and oranges, 
and foreign access to the construction 
market seem a bit more manageable. It 





force to be reckoned with in the field of 
foreign affairs. 

His success in resolving — or getting 
his subordinates to resolve — a long list 
of seemingly intractable trade disputes 
with the US and Europe is one reason. 
Observers both inside Japan and abroad 
are also starting to judge Takeshita's un- 
assuming style an asset rather than a lia- 
bility. 

A senior EC official with long ex- 
perience of negotiating with Japan said 
that whereas Nakasone was felt to be an 
"aberration" from the normal run of 
cautious and taciturn Japanese leaders, 
Takeshita was as “Japanese as it is possi- 
ble to be." To find such a man playing 
an active role at gatherings such as the 
Toronto summit “may signal a major 
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is easier to slice a chunk off a 
growing pie and give it to for- 
eigners than to start carving up 
one that is not expanding. It is 
at this point that Prime Minis- 
ter Noboru Takeshita’s skills as 
a domestic negotiator come into 
the picture, for it took months 
of painstaking negotiation to 
persuade groups like the “ag- 
ricultural tribe” within the LDP 
to accept the idea of opening 
up the beef and oranges mar- 
kets to more foreign imports. 

Takeshita has been clever in 
the choice of individuals within 
the party to help him break the 
logjam. The final settlement 
of the construction issue was 
handled by Ichiro Ozawa, 
the deputy chief cabinet secret- 
ary, who has played an im- 
portant role shuttling between 
the government, the LDP, the 

vate sector and overseas 


research council Tsutomu Hata 
and Koichi Kato were instru- 
mental in persuading the LDP to 
agree to more beef and orange im- 
ports. 


s yet, places in the LDP's or parlia- 

ment's foreign affairs committees 
are not eagerly sought, except by those 
LDP men in safe seats who are particu- 
larly interested in diplomacy, because 
these committees have least access to 
the pork barrel. Even foreign aid, which 
is growing rapidly, is now tied less to 
Japanese business. The influence of 
the foreign-affairs committees has not 
grown much either (and that of the par- 
liament as a whole is virtually non-exist- 
ent). Instead, the other committees 









ange in Japan's international be- 
naviour," the official suggested. 

Takeshita's “modesty,” according to 
another foreign diplomat, may have 
provided the perfect foil for the increas- 
ingly evident power and wealth of the 
country he represents. One of the 
reasons why Japan emerged with flying 
colours from the Toronto summit was 
that its leader spoke relatively little 
while unveiling a dazzling series of ini- 
tiatives on foreign aid and debt relief. 

But attempts to explain Takeshita's 
foreign-policy success solely in terms of 
personal style miss the fact that he has 
also proved himself technically adept. 
This applies in particular to his handling 
of relations with Japan's own profes- 
sional diplomats. 

Takeshita is said by Foreign Ministry 
insiders to be a cautious and painstaking 
type who habitually sticks to briefs pre- 
pared for him by the ministry during his 
discussions with foreign leaders. A top 
official added, however, that he had 
been impressed by the prime minister's 
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After the 'Ron-Yasu' era, a more balanced outlook. 


..erests. Two leading lights in the 
agriculture committee of the party's 


have got more involved in international 
relations, because the Japanese econ- 
omy is more vulnerable now than ever 
to what happens overseas. 

The LDP has always had the last 
word over the big decisions, such as 
then prime minister Kakuei Tanaka's 
trip to Peking in 1972 to normalise rela- 
tions or former prime minister Yasuhiro 
Nakasone's decision to resolve a mas- 
sive aid request from South Korea in 
1982. But in more routine affairs, its im- 
portance has been growing. A senior 

estern diplomat said: “Twenty years 
ago we went to the bureaucracy to re- 
solve things. Now the LDP has more of 
a say.” 

The parliamentary vice-minister for 
foreign affairs, Takujiro Hamada, an 
up-and-coming figure in the LDP, has 
been given more responsibility than is 





Takeshita: cautious and painstaking. 





sense of timing and by his grasp of 
facts and figures. Takeshita “habitually 
chooses the right moment to say what he 
is meant to say," the official said. 

This contrasts with Nakasone, whose 
brilliance sometimes included speaking 
out of turn or unpredictably. Na- 
kasone's celebrated comparison of 





usual for the job, because of his 
diplomatic skills. The promi- 
nence in the party of people 
like Shiina and Kazuo Aichi is 
an indication that it is becom- 
ing a bit less insular in its ap- 
proach. 

Try as it may, the Foreign 
Ministry cannot keep other de- 
partments and interest groups 
out of policymaking. Yet it has 
found, in Takeshita, a prime 
minister who believes in what 
he calls tsukasa tsukasa, which 
means that each government 
department should stick to its 
own task. Foreign Ministry of- 
ficials think this has made their 
most senior colleague, Ryohei 
Murata, the administrative 
vice-minister, unusually in- 
fluential. They claim Murata is 
the only vice-minister who reg- 
ularly sees Takeshita once or 
twice a week. One official 
suggests that the prime minister's "in- 
ternational cooperation initiative" with 
its three pillars was actually the “brain- 
child" of Murata. 

Whoever claims the credit for the re- 
sulting policies, it is true that Murata 
has been particularly keen, first, to give 
those policies a more political content 
and, second, to place more emphasis on 
relations with Western Europe. 

Tadashi Yamamoto of the Japan 
Centre for International Exchange 
thinks the time is ripe for more “na- 
tional debates" over foreign affairs. But 
It is difficult to see how these can take 

lace since the obvious forum, the par- 
iament, so far seems incapable of fulfil- 
ling that role. Without greater public 
participation in the formulation of for- 
eign porey, Japan’s world role will lack 
credibility. — Nigel Holloway 





Japan to an “unsinkable aircraft car- 
rier” during an interview with the Wash- 
ington Post in early 1983 delighted 
American defence officials, but upset 
public opinion in Japan, which felt that 
the prime minister was portraying Japan 
simply as a tool of the US defence estab- 
lishment. 

But a measure of native political cun- 
ning seems to have been mixed with the 
caution. Prof. Rei Shiratori, a specialist 
on domestic politics at Tokai Univer- 
sity, believes that the prime minister 
has made a point of differentiating 
his foreign-policy line from that of 
Nakasone. 

The need to seek independence from 
Nakasone arose, Shiratori says, from 
the Nakasone faction’s dominance of 
key foreign-policy posts within the Libe- 
ral Democratic Party (LDP) and from 
Takeshita’s own tactics in the battle for 
succession to the LDP leadership, 
which included a promise to follow 
Nakasone’s lead in foreign affairs. In 
breaking free and establishing a sepa- 
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rate identity in foreign affairs, the prime 
mimister has shown the same patience 
and persistence he earlier displayed in 
establishing control over the LDP’s 
Tanaka faction, according to Shiratori. 

Takeshita’s decision to visit Manila 
instead of Washington on his first over- 
seas trip at the end of 1987 marked a de- 
parture from Nakasone’s “excessively 

ro-US orientation,” Shiratori argues. 

e same purpose may have been 
served by Takeshita’s two European 
trips in May and June 1988. 

Nakasone’s neglect of Europe may 
have been inevitable given the poor 
state of Japan's relations with the US at 
the start of his premiership and the ur- 

ent need for fence mending with Wash- 
ington. At the same time overemphasis 
on the “Ron-Yasu” relationship pro- 
vided Takeshita with a prime opportu- 
nity to correct an apparent lack of ba- 
lance in relations with Western coun- 
tries. 

A final difference between Na- 
kasone and Takeshita, analysts say, 
is the latter's willingness to give 
full credit to senior or even middle- 
level bureaucrats and politicians for 
their contributions to important for- 
eign-policy decisions. Takeshita's “bot- 
tom-up" approach contrasts strongly 
with Nakasone's more authoritarian 
style. 


o far there is no real evidence that 
the Takeshita approach produces 
better decisions in the foreign-policy 
field, but Nakasone's tendency to issue or- 
ders landed him in serious trouble early 
in 1987 when his attempt to force through 
a tax-reform package without adequate 
prior consultation aimost split the LDP. 
Takeshita's critics say that, by put- 
ting himself in the hands of bureaucrats 
and by severing relations with the 
academics who formed an unofficial 
brains trust under Nakasone, he has 
narrowed the base on which foreign pol- 
icy can be evolved. Overdependence on 
rofessional diplomats could be particu- 
arly dangerous in the case of Japan- 
Soviet relations, the argument goes, 
given the rigid conservatism of the For- 
eign Ministry's Soviet experts and their 
coolness towards recent changes in the 
Soviet Union. 

The Japan-Soviet axis, however, ap- 
ears to be one area in which Takeshita 
as chosen not to allow himself to be 

bound solely by bureaucratic advice. In 
late July, Takeshita overruled senior 
Foreign Ministry officials by allowing 
Nakasone to make a private visit to 
Moscow in the hope that this might lead 
to the start of a fruitful dialogue with the 
top Soviet leadership. 

The Moscow trip gave Nakasone à 
chance to step back into the foreign-pol- 
icy limelight. It also seemed to indicate 
that Takeshita has enough confidence 
to allow his predecessor to grab head- 
lines when the national interest requires 


it. Ll 


24 


Memories die hard 


Beyond economic leadership, unease over a regional role 


I: Japan is to play the role of leader, 
the obvious place to do it is in its own 
backyard, East Asia. This is, however, 
precisely where attitudes towards Japan 
are the most ambivalent. Japan is criti- 
cised, on the one hand, for not playing a 
more active international role, but as 
soon as it does, it raises fears of another 
Greater East Asia Co-Prosperity 
Sphere — the driving concept behind 
Japan’s invasion of China and Southeast 
Asia, which engulfed the region in 
World War II. 

Japan's economic leadership in the 
entire area is unquestioned. It already 
dominates the flow of aid there and is 
fast assuming a similar position in in- 
vestment and trade. The question is 
whether it should go beyond that 
and, if so, how. The Foreign 
Ministry is not given to cate- 
gorical statements on many things, 
but on the government's role 
to romote Asian stability, 
Michihiko Kunihiro, deputy for- 
eign minister, said: "We must 
at least be responsible for secur- 
ing regional peace." Kunihiro de- 
fines the region to include Burma 
"sometimes," but not India, which 
is too big. 

Japan will find this difficult, 
partly because it is only one of four 
countries deeply involved in the 
region; the others are the US, 
China and the Soviet Union. 
Japan’s relationship with the US 
remains the cornerstone of its for- 
eign policy, though that may be 
crumbling at the edges. But if the 
US role in the region shrinks, will 
China and the Soviet Union (not to 
mention smaller Asian countries) 
allow Japan to fill the vacuum? Po- 


litical scientist Seizaburo Sato said that 
“as long as Japanese and US defence 
policy is complementary, it will help our 
Asian neighbours.” 

China cannot have been very happy 
with the visit to Indonesia and Singa- 
Fore in July of the director-general of 

apan's Self-Defence Agency, Tsutomu 
Kawara. He was there to reassure 
Asean that Japan had no intention of 
becoming a military power in the re- 
gion, but the mere fact of his visit raises 
the question of what could happen if, 
for example, the US were to lose its 
bases in the Philippines. 


During Kawara’s visit, Indonesian 


Defence Minister Gen. Benny Murdani 
said Japan was already giving technical 





Japanese sailors on parade: a regional role? 


Looking to Europe 


The government views EC as too large to ignore 


rime Minister Noboru Takeshita has aimed, in the words of one middle-ranking 


Foreign Ministry official, at the “evolutionary development" of the foreign 


policies of his predecessor, Yasuhiro Nakasone. By far the most important piece of 


evolution to have occurred so far has been the upgrading of political and cultural re- 


lations with Western Europe. 


Unlike Nakasone, who waited 18 months to visit Western Europe after becoming 
prime minister (apart from obligatory summit meetings), Takeshita made two trips 


to the region in his first six months of office. 
In a speech in London, Takeshita outlined an international cooperation initiative, 


which would involve Japan working more closely with Europe (and, of course, the 
US) in three areas: “cooperation for peace," cultural exchange and coordination of 


foreign-aid policies. 


Takeshita's decision to focus on Europe at an early stage of his premiership is 
thought to be partly the result of personnel changes at the Foreign Ministry. The two 
trips and, above all, the London speech reflected the influence of Ryohei Murata, a 
graduate of the ministry's “German School," who is vice-minister for foreign affairs. 
Murata is known to believe that smooth handling of Japan's relations with the US re- 
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support for the safeguarding of the 
Straits of Malacca, through which 70% 
of Japan’s oil imports pass. Kawara un- 
derlined this by saying that “we need the 
cooperation of the US and the countries 
concerned” to ensure the safe passage 
of its ships beyond a 1,000 nautical-mile 
radius of Japan, which does not include 
Asean. 

For the moment, Asean seems satis- 
fied with Japan's military intentions. In- 
deed, some Japanese observers claim 
that certain retired military figures and 
academics in two Asean countries, 
Thailand and Indonesia, have actually 
said they favoured some kind of a mili- 
tary role for Japan in the region. 

As the generation who grew up be- 
fore or during World War Il is regions 
by people who have no memories of the 
Japanese occupation, Japan’s stature 
can only grow. This is most clearly 
shown in Singapore where the ruling 
People's Action Party has professed 

eat admiration for the way Japan’s 
..beral Democratic Party (LDP) has 
held power for so long, and has said that 
this is a political model worthy of emula- 
tion in Singapore. 


J apan, China and their smaller neigh- 
bours are in the same boat in their 
concern about the US’ future commit- 
ment to Asia. By contrast, the prospect 
of rapprochement between the Soviet 
Union and China puts Japan in a much 
more secure position from most points 
of view. The possibility of better rela- 
tions between Peking and Moscow has 
already produced hope for a settle- 
ment in Cambodia — and Japan has 
seized the opportunity to flex its 
muscle. 

From the time Noboru Takeshita 
took over as prime minister, Japan has 
nailed its colours firmly to the some- 
what wobbly mast of Prince Norodom 
Sihanouk, who is in the forefront of ef- 

rts to settle the Cambodian issue. 





quires a better grasp than the countr 





than bilateral trade problems. 


y has at present of the US-Europe relationship, 
which in turns means Japan should start talking to Europeans about matters other 


~- - 


Japan sees him as the best hope for 
an acceptable solution to the con- 
flict. 

Tokyo has promised to give money 
— but not manpower — towards a 
peace-keeping force which would 
supervise any transition to a new regime 
for Cambodia, the first time it has of- 
fered money for such military purposes. 
In addition, Foreign Minister Sosuke 
Uno invited Sihanouk immediately to 
send personnel to Japan for training in 
various civilian skills Cambodia will 
need for reconstruction. 

Japan was a little over-eager in the 
case of South Korea’s overtures to 
China. When Shintaro Abe, the LDP’s 
secretary-general and a former foreign 
minister, met South Korean President 
Roh Tae Woo last December, Abe told 
the Japanese press that they had dis- 
cussed Japan acting as an intermediary 
between the two countries. This greatly 
annoyed the South Koreans and the 
Foreign Ministry has since played down 
the idea. 

Japan is also seeing how far it can go 
to boost its position as an economic 
leader of Asia. It has set up a US$2 bil- 
lion development fund for Asean and 
advocated closer relations between the 
rich Western countries and Asia’s newly 
industrialised countries (South Korea, 
Taiwan, Hongkong and Singapore). A 
new foreign-investment pact with China 
has been made. 

A lot will depend on how trading pat- 
terns change around the world. If the 
unified market of the EC and the US- 
Canada free trade pact lead to greater 
economic regionalism, Japan may be 
forced to break with tradition and deve- 
lop its own regional market in Asia. At 
the same time, government leaders are 
pondering whether to hold some kind of 
summit meeting of Asia-Pacific nations, 
possibly to discuss the idea of renewing 
a commitment to the multilateral trad- 
ing system. — Nigel Holloway 





CAMBODIA 


Prince on 
the loose 


Sihanouk's independent path 
hinders Asean peace efforts 


By Rodney Tasker in Bangkok 


t looks as though Asean will have to do 

some nifty diplomatic footwork to 
keep international support for the Cam- 
bodian resistance coalition on track dur- 
ing the upcoming UN General Assem- 
bly session. Its first objective will be to 
try to skirt around sometirnes embarrass- 
ing statements by former coalition 
leader Prince Norodom Sihanouk, who 
remains very much at the forefront of 
efforts to find a peace 
settlement. 

In the aftermath of 
last month's Jakarta In- 
formal Meeting (JIM), 
when the three resist- 
ance factions sat down 
for the first time with 
Vietnam and the Heng 
Samrin regime Hanoi 
installed in Phnom 
Penh, Sihanouk has re- 
peatedly harped on the 
need to isolate the 
Khmer Rouge resist- 
ance faction. Sihanouk 
has said the coalition's seat in the UN 
should be declared vacant, and he has 
also indicated that the gap between him 
and the Heng Samrin regime is clos- 
ing. 

Whether Sihanouk likes it or not, the 
Khmer Rouge, whose murderous re- 
gime the Vietnamese ousted in 1979, is 
militarily the most powerful member of 
the coalition, and Asean and China will 





THE SOUTH CHINA MORNING POST 
AND ALAN FARRELLY 


In the issue of 26 March 1987 the 


Sihanouk: forefront. 


Influential members of the Takeshita faction within the ruling Liberal Demo- 
cratic Party (LDP) seem to have been pressing the same or similar arguments on the 
prime minister. Tsutomu Hata, a former minister of agriculture and the party's de 
facto chief whip, told the REVIEW that he had urged Takeshita to give top priority to 
visiting Europe even before he became prime minister in late 1987. Hata sees the 
European Community, with its population of 320 million, as being simply too large 
for Japan to ignore. 

More concretely, Hata and other members of the LDP's farm lobby hope to make 
common cause with Europeans on the vexed issue of farm import liberalisation. 
Hata's idea seems to be borne out by the way the two got together at the Toronto 
em to defeat a US proposal for the abolition of all farm subsidies by the year 

000. 





REVIEW carried a story about the shred- 
ding of pages intended for the 12 March 
issue of the South China Morning Post, 
containing an article about the treat- 
ment of a dismissed police officer, 
Yacub Khan, and the subsequent publi- 
cation of this article after excisions had 
been made. Alan Farrelly, the editor of 
the Post at the time, and the publishers 
of the Post consider that their reputa- 
tion as editor and publishers was im- 
pugned by the suggestion that the 
shredding and subsequent excisions had 
been made following indirect pressure 
which originated from government au- 
thorities. The REVIEW says it was not its 
intention to impugn the reputation of 
Alan Farrelly or the publishers and 
if it gave that impression it apolo- 
gises. 












Apart from shared economic interests vis-à-vis the US, Japan and Europe ought 
to be able to cooperate in stabilising areas like the Middle East and Black Africa, 
Hata believes. Japanese money could be combined with European experience 
to channel aid to Africa more effectively and in larger quantities than at 
present. 

However, EC officials in Tokyo claim that, while this is true in theory, very 
little has been done so far to coordinate activities at a EC-wide level. 

— Charles Smith in Tokyo 
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y to make sure that the UN seat re 


ant seat in the UN?” an Asean official 
asked. “I think Sihanouk will eventually 
keep quiet about this, because he knows 
this will not be supported by his main 
backers, Asean and China.” 
| But there is no lack of sympathy or 
|. respect for the prince, who lost several 
| members of his family to the Khmer 
| Rouge when they took power in 1975. 
| The troops of his faction have been con- 
|| stantly attacked and killed by Khmer 
| -Rouge guerillas in the past few years. 
| Nonetheless, withdrawing the UN seat 
(|. from the coalition would give Vietnam a 
| “new opportunity to demand the seat for 
| the Heng Samrin regime, which they 
|| -have not done so far. 
e When Sihanouk makes such state- 
|> ments as "the Khmer Rouge are worse 
^ than the Vietnamese," as he was re- 
^|. ported to have said while escorting 
| British Prime Minister Margaret 
.] Thatcher around a refugee camp on the 
| Thai border earlier this month, Asean 




















PHILIPPINES 


-By James Clad in Manila 
Preps Vice-President Salvador 
Laurel has completed his political 
‘estrangement from President Corazon 
Aquino, a process that began almost 
‘from the day they assumed power two- 
and-a-half years ago. The complete 
break came in a strongly worded letter 
to her on 13 August, urging that they 
both stand down to enable new elec- 
(tions, and dissociating himself com- 
-pletely from her government. 
ok The move is regarded as unlikely to 


Fo improve Laurel's dwindling political in- 
| fluence, and is expected to have little 
| practical effect. But even by Manila 
standards of pressure-cooker ,. 
rhetoric, his letter was fairly ^ 


V 
REPUBLIC oF OPPORTUNISIA 


| tough. "The nation has gone 
^| from bad to worse while you 
"| choose to stand aside in the 
.| puerile hope that problems 
|. would simply solve them- 
selves," said Laurel, citing 
corruption, communist in- 
| surgency, deteriorating law and 
-| order and “paralysation of the 
political will” as examples. 

The letter’s strongest words 
| touch on alleged corruption. 
^|. The "new moral order" prom- 

-ised by Aquino has become, the 
vice-president wrote, “a haven 
“for assassins and a den of 
- thieves . . . the stench of 'ac- 
~ cumulated garbage’ — to quote w 
from your [Aquino's] own first = 
"cousin, congressman Egmidio 














mains filled. "How can you have a vac- 




























| officials cringe. The Thais and Singapo 
reans in particular feel that while the - 


evil deeds of the Khmer Rouge are un- 
deniable, constantly drawing attention 
to them now, at a time when Vietnam 
has publicly shown willingness to with- 
draw its troops from Cambodia, may 
delay a political settlement. 

The Thais are also known to have 
been none too happy about the way 
their [Indonesian Asean partners con- 
ducted themselves at JIM. They ex- 
pected Vietnamese Foreign Minister 
Nguyen Co Thach to deflect attention 
from Hanoi's occupation of Cambodia 
by focusing on the need for safeguards 
against a return to power by the Khmer 
Rouge. But they were unprepared for 
Indonesian Foreign Minister Ali Alatas’ 
linking a withdrawal of support for the 
Khmer Rouge to a Vietnamese pull- 
out. Alatas even combined a Vietnam- 
ese troop withdrawal with “the preven- 
tion of the recurrence of genocidal 
policies and practices of the Pol Pot re- 
gime...” 


Redundant rhetoric 


Laurel announces complete break with Aquino 


Tanjuatco — rises to high heaven." 

He continued in the same vein: "The 
last years of [ex-president] Marcos are 
now beginning to look no worse than 
your first two years in office," and he 
cited "controversies and scandals in- 
volving your closest relatives." 

Laurel's letter also plays strongly to 
the anti-communist grandstand. He 
claims, unsurprisingly, that communists 
are infiltrating trade unions, schools, 
churches, the media and the govern- 
ment. The military expects the presi- 
dent to lead in the fight against the in- 
surgents, he said, but *you [Aquino] 
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^. Thai delegates 

Asean sources sai 

bodian Premier Hun Sen had accused 
Thailand of giving Khmer Rouge gueril- 
las sanctuary and allowing Chinese mili- 
tary supplies for them to pass though its 
territory. The Thai and Singaporean 
position at JIM was that while the 
Khmer Rouge may be hated by the in- 
ternational community, they and the 
other resistance factions are fighting 
against a foreign invasion of their 
country and this should be the main 
issue. 

Asean will have to resolve the inter- 
nal squabbling at the next regular meet- 
ing of its senior officials in early Sep- 
tember, when UN General Assembly 
strategy will be mapped out. Some 
Asean officials believe the Indonesians 
may want to tone down the resolution 
calling for the withdrawal of "foreign" 
(Vietnamese) troops, which has been 
carried by the UN assembly every year 
since 1979. Others, particularly tl 
Thais, will certainly resist it. € 


at. 


ou 





have chosen instead to behave like an 
innocent bystander." Releasing left- 
wing political prisoners and ordering a 
ceasefire in 1986 was “the biggest boon” 
to the communists. 

Fiery stuff, to be sure, but what does 
Laurel’s latest move mean? The Manila 
press was generally dismissive; the 
Manila Chronicle, for example, de- 
scribed the vice-president’s press con- 
ference of 13 August as “vintage Doy 
Laurel — plenty of bombast but a tired 
recitation of old themes and grievances. 
It is Mr. Laurel, not the nation, who ts 
facing a crisis . . . of political extinction 
and irrelevance.” 

Much of Laurel’s letter recites rather 
well-worn complaints: in a recent inter- 
view with the REVIEW he described a 
betrayal by Aquino of their pre-election 
pact in 1986 (REVIEW, 30 June). At 
portions of his letter take an almost Sen- 

itying tone — he laments “your 
Aquino's] decision to ignore me al- 
together." 

Responding the same day to the let- 
ter, Aquino said that Laurel had himself 
to blame for this low degree of involve- 
ment. “During very critical situations" 
— she cited coup attempts in November 
1986 and in August 1987 — “.. . he was 
not prepared to give [me] support." 
There is little love lost between them; 
she clearly has no intention of resigning 
from the presidency. 

The Chronicle is on target about 
Laurel's dwindling political influence. 
In the longer term, however, the vice- 
president will now side more audibly 
with a bevy of traditional politicians also 
shunned by Aquino's government, in- 
cluding another erstwhile Aquino ally, 
Sen. Juan Ponce Enrile. And Laurel re- 
mains vice-president, elected in his own 
right and, as the Americans say, "only a 
heart-beat away from the presidency." D 
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dates in Johor Baru by-election. 


The Johor Baru test 


Umno's factions slug it out in the run-up to a by-election 


By Suhaini Aznam in Kuala Lumpur 


he cradle of the Malay indepen- 

dence movement 40 years ago, 
Johor Baru, could once again determine 
the future keeper of the Malay political 
will, which was embodied in the United 
Malays National Organisation (Umno), 
the dominant party in the ruling Na- 
tional Front, until it was declared un- 
lawful early this year. 


On 11 August, Tunku Abdul 
Rahman, the country’s first prime 
minister waved to crowds as he led a po- 


litical march. Unlike 40 years ago, how- 
ever, he was now supporting an opposi- 
tion candidate in the run-up to a by- 
election and, at age 85, from the con- 
fines of a wheelchair. Meanwhile, the 
Tunku’s old friend, Deputy Prime 

nister Ghafar Baba, now also deputy 

ad of Umno's successor, Umno 
(Baru), led the National Front candi- 
date in filing his election papers. There 
was no better symbol for the split in 
mainstream Malay politics. 

The Johor Baru by-election, to be 
held on 25 August, will be the first elec- 
toral match between two factions of the 
original Umno which had fought so bit- 
terly for control of the de facto ruling 
party in 1987. That split eventually led 
to a watershed legal wrangle, Umno's 
dissolution in February and the 
emergence of its successor, Umno 
(Baru), led by Prime Minister Datuk 
Seri Mahathir Mohamad’s faction — 
which then denied membership to its 
staunchest Umno rivals. 

The Tunku and a large crowd of 
those very rivals gathered at the Sultan 
Abu Bakar mosque early in the morning 
before making their symbolic march to 
the nomination centre. “I am an old 
man, with blurred vision and a heart 
problem, but when I heard what is hap- 
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pening .. . I had to come and fight to- 
gether with all of you,” the Tunku said 
in a choked voice as he fought back his 
tears, addressing the gathering outside 
the mosque. 

The Johor contestants seek both 
legitimacy and a psychological victory. 
Former welfare minister Datuk Shahrir 
Abdul Samad, a vocal Mahathir critic 
and the first of the old Umno MPs to 
declare himself an independent, had 
risked his seat and resigned just to test 
the electoral wind. 

In many ways, victory is more crucial 
for Mahathir’s rivals than it is for Maha- 
thir himself. A loss in Johor Baru — 
home state of Shahrir's one-time men- 
tor, Datuk Musa Hitam, who had 
brought the Umno rivalry into the open 
when he resigned as deputy prime 
minister in 1986 — could signal the be- 
ginning of the end of a protracted cam- 
paign. It would certainly underscore the 
futility of fighting against the might of 
an incumbent. 

On the other hand, a victory in Johor 
Baru will trigger a chain of by-elections 
as Shahrir's allies resign their seats to 
keep public interest alive and prove 
their popularity. 


owever, the contest is somewhat 
muddied by the entry into the fray of 
Parti Sosialis Rakyat Malaysia (PSRM) 
state chief Abdul Razak Ahmad. A po- 
ular figure with the Johor Baru work- 
ing class, Razak, a lawyer, offers him- 
self as the only real alternative to both 
Umno old and new, and what he claims 
is their corruption, money politics and 
internal bickering. Neither a vote for 
Shahrir nor National Front candidate 
Mas'ud Abdul Rahman, a former 
school teacher, would change the coun- 








try's policies or the way it is run, Razak 
says. 

Mas'ud, who taught in a Chinese 
school, speaks Mandarin, which the Na- 
tional Front hopes will win him some 
Chinese votes. As in other urban seats, 
Johor Baru Chinese predominantly lean 
towards the opposition and the op- 
position Democratic Action Party 
(DAP) tacitly endorsed Shahrir when 
it pulled out of the contest on 9 August 
“to clear the way for a straight 
fight.” 

For Shahrir and his allies, the overid- 
ing issue is Mahathir. “We don't want to 
change the car, just the driver,” former 
foreign minister Datuk Rais Yatim, a 
Shahrir supporter said. His faction 
hopes that voters will realise that the 
real battle is between the Umno rivals 


, and that a vote for Razak is actually an 


endorsement of Mahathir. 

Each group will be addressing differ- 
ent issues. The National Front cam- 
paign is based on development and 
unity, emphasising local bread and but- 
ter issues. In contrast, the thrust of 
Shahrir's campaign will be on national 
issues. Razak's platform is to offer an al- 
ternative, focusing on such local issues 
as squatter and unemployment prob- 
lems and corruption at the national 
level. While Ghafar has urged people to 
vote party rather than candidate — 
Mas'ud is a relative unknown — Shahrir 
has stressed the importance of the indi- 
vidual holding office. 

To lend further legitimacy to 
Shahrir's campaign, his supporters car- 
ried the old Umno flags and posters of 
three former prime ministers (including 
the Tunku), with the tacit claim that 
they are the true champions of the 
Malay race and the nation. A Supreme 
Court decision on 9 August, upholding 
an earlier High Court ruling declaring 
the old Umno unlawful, has made it im- 
possible for Shahrir's allies to call them- 
selves the old Umno. 

Shahrir has a good chance before 
postal votes — which traditionally go to 
the government — are counted, his sup- 

orters say. More than 2,000 of Johor 
aru's total of 60,292 total votes are 
postal ballots, reserved for army and 
police p stationed elsewhere. 

Perhaps to cushion the government 
against defeat, Ghafar played down the 
importance of the by-election, saying 
that *you can't win all the time," while 
reiterating that the National Front's 
"chances are bright." 

While the outcome of the Johor Baru 
by-election may be indicative of urban 
sentiment, it may well not reflect rural 
Malay opinion, supporters of all three 
candidates agree. 

Johor Baru's 40% Chinese voters 
range from hawkers to wealthy busi-, 
nessmen; its 48% Malay voters are 
school teachers, civil servants and pro- 
fessionals. The 8.5% of the electorate , 
made up by Indian voters is traditionally 
pro-government. oO 
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Incomplete integration 


-Peking warnings indicate unease over ethnic unrest 


_ d. By Robert Delfs in Urumqi 
2 Av: of high-level warn- 
Um ings since mid-June 
. | about those who threaten 
- |. the “unity of the motherland” 
. | in Xinjiang may indicate 
_ | Chinese nervousness about 
. | another upsurge of ethnic 
_- | minority unrest erupting on 
..| its western borders, after 
. |] the past year’s turmoil in 
[> Tibet. 
cd The latest warning came 
in a communist party docu- 
ment cited in the regional 
. | newspaper Xinjiang Daily 
= | on 4 August, referring to 
. | "some problems" despite 
_ | "the situation relating to na- 
.. |. tional solidarity [being] very 
good." It said: "Foreign hos- 
tile forces and a small group 
who advocate separatism 
have never stopped their 
Sabotage activity...” 
The Lhasa riots in Sep- 
tember and October of 1987 
and again in March this year have shak- 
en China’s confidence in the degree of 
political integration that has taken place 
in the region since 1949, despite indubit- 
able achievements in economic deve- 
lopment and improvements in the 
health and educational conditions for 
the local populace, and despite the in- 
troduction of more liberal policies to- 
wards Tibetan culture and religion by 
. the national leadership over the past 
. decade. 
. Even so, China's experience in Xin- 
. jiang, its largest and westernmost terri- 
_ | tory, stands in sharp contrast to the dif- 
| ficulties still faced in Tibet. Rapid eco- 
|. nomic growth, the construction of a rail 
| link to China proper, and large-scale 
| Han immigration in Xinjiang has led to 
_ [ a level of political and economic inte- 
| gration far more extensive than was 
. | ever achieved under the pre-1911 impe- 
' rial rule. 

The two regions presented compara- 
ble problems to the Chinese leaders in 
1949. Both were economically back- 
ward even in comparison with the 

_ | Chinese interior. Both were populated 
_ | by minority peoples with marked seces- 
. Sionist tendencies with varying degrees 
. | of hostility to rule by Han Chinese. The 
|». dominant religious establishments of 
4+ both Islam and Lamaist Buddhism 
.| make claims to temporal authority 
| which challenge the authority of the 
secular communist state. 
Both regions were former dependen- 
cies of the Qing dynasty which moved 
outside the realm of Chinese control for 


100. 































28 


THE WILD NOR 


200 300 


" eArtush 
"Kashgar 








| 





miles 


e € 
Aksu Kucha 





TARIM BASIN 


CHINA 
XINJIANG 





nearly four decades during the struggles 
and war in China proper after 1911. 
Tibet explicitly proclaimed itself an in- 
dependent state under the Dalai Lama, 
while Xinjiang — nominally a Chinese 
province since the 1880s — was initially 
an independent warlord kingdom, 
wracked by internal rebellion, and then 
by the late 1930s essentially a Soviet 
satellite. 

Despite comparable episodes of 
harsh treatment and religious repres- 
sion when leftist radicals held sway in 
Peking and far more extensive levels of 
Han immigration in Xinjiang than in the 
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Minorities make up 45% of all cadres in 


the region, up from 29% in 
1978, according to officials 
in Urumqi, and minority 
cadres do appear to domi- 
nate at the county level. 

No comparable figures 
are available for Tibet, but 
the impression of most vis- 
itors is that there are rela- 
tively few Tibetans occupy- 
ing responsible government 
and party positions. 

In light of the continuing 
Tibetan quandary, the re- 
gion's history of rebellion, 
and the powerful influence 
in the region of both pe^- 
Turkic nationalism a 
Soviet expansionism in tne 
first part of this century, the 
integration of Xinjiang has 
been an outstanding success 
for Chinese policy. 


his is not to suggest that 

frictions and serious re- 
sentment do not exist. There 
have been demonstrations and disturb- 
ances in Xinjiang as well. Hundreds of 
Uygurs demonstrated in Kashgar in 
1981 after the killing of a Uygur by a 
Han. In another incident in the early 
1980s near Kashgar, Muslim peasants 
reportedly raided a PLA armoury and 
attacked Han Chinese. 

In 1986, Uygur students in Urumqi 
demonstrated against nuclear testing at 
Lop Nor and the transfer of criminals 
from other parts of China to labour 
camps in Xinjiang. 

Students demonstrated again in Jur `- 
reportedly to protest at the re-int 
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| Han immigration to Xin- 
jiang has been channelled mainly 
through the Production and Construc- 
tion Corp. (PCC). The PCC has played a 
key role in Xinjiang's post-1949 eco- 
nomic development. Today PCC staff 
and their families number about 2 mil- 
lion, nearly half of the total Han popula- 
tion of Xinjiang. Operating largely au- 
tonomously within the region, the quasi- 
military system of farms and factories 
produces half of the region's cotton, a 
quarter of its grain, and accounts for 
about 20% of regional GNP. 

In 1954, former 1st Field Army and 
KMT troops which had been de- 





n corps at work 


Han migrants create boom in farming and industry 









mobilised and assigned to reclamation 
work were reorganised as the PCC, 
under the twin leadership of the Xin- 
jiang Military District and the Ministry 
of Agriculture (MoA). In 1956, the 
MoA’s role was given to the new Minis- 
try of State Farms and Land Reclama- 
tion, then headed by Wang Zhen, who 
had commanded Ist Field Army when it 
entered Xinjiang in October 1949. 

PCC agricultural units reclaimed 
barren land and established new state 
farms and ranches throughout the re- 
gion, while civil-engineering divisions 
built highways, factories, the new city of 
Shihezi, and worked on the Xinjiang- 
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gration of Han and minority students in 
university dormitories. Parts of Xin- 
jiang are still closed to foreign tourists 
and journalists (as is all of Tibet since 
last October except for specially ar- 
ranged trips). 

“There are still peers who oppose 
the Hans and want them to return to the 
interior . . . who say those who oppose 
Hans are heroes and those who unify 
with Hans are traitors . . . who say ‘we 
minority nationalities are still the slaves 
of others'," former provincial leader 
Wang Enmao admitted in a speech in 
Hotan in June. Wang described such 
people “as a few individuals hiding in 
dark corners." 

Recently, travellers reported a 
demonstration by about 600 Uygur uni- 
versity students in Urumqi against hav- 
ing to share dormitories with Han stu- 
dents. Peking sources also suggest that a 
tighter birth-control policy introduced 
in July, restricting minorities to two or 

ree children per family, may have also 
used unrest in Xinjiang. 

But there is a qualitative difference 
to the unrest and dissent in Xinjiang and 
Tibet. The demonstrators in Lhasa were 
marching for Tibetan independence. 
An astonishingly broad cross-section of 
Tibetans opery yearn for the return of 
the Dalai Lama, who remains Rue 
committed to the restoration of Tibetan 
sovereignty, though he has recently 
proposed that China could take respon- 
sibility for Tibet's external affairs under 
an association agreement that guaran- 
teed the region full internal autonomy. 

The link between minority dissatis- 
faction and local nationalism in Xin- 
jiang, on the other hand, has been am- 
biguous. None of the minority incidents 
of this decade are known to have been 
secessionist in nature. However unsettl- 
ing to the Chinese leadership, there is a 
vast difference between the Uygur 
student call for a nuclear-free Xinjiang 

d Tibetan demands for indepen- 


nce, A 





Lanzhou railway. By 1961, the PCC 
farms made up one-third of Xinjiang’s 
farmland. 

Han immigration was designed to ad- 
vance political integration of the region 
with China, strengthen its defence capa- 
bility, and supply skilled manpower for 
economic development. Initially, acting 
as a conduit for Soviet technical assist- 
ance in the region, the PCC provided 
a counter-weight to the Soviet Union. 

The role of the PCC has been similar 
to that of the Manchu military colonists 
sent to Xinjiang during Qing times, but 
its impact has been far greater, accord- 
ing to Tang Yigai, vice-director of the 
Xinjiang Economic Research Centre. 
The PCC camps remain a quasi—military 
world by themselves and have limited 
contact with the locals. — Robert Delfs 
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Peking blows hot and cold 


Minority policies fluctuate with the political winds 


B the early years of communist rule 
in China, the integration of Xinjiang 
and Tibet posed serious problems. In 
the ensuing decades the approach to 
integration alternated between moder- 
ate and leftist policies, depending on 
which line was dominant in Peking at 
any particular time. The moderate ap- 
proach combined the tolerance of 
minority religion and culture — Lamaist 
Buddhism in Tibet and Islam in Xin- 
jiang — as long as these do not threaten 
Peking's rule. 

The leftist p cri has sought to 
eliminate the distinctive elements of 
minority cultures, which are seen as 
manifestations of traditional "feudal" 
class rule. 

Moderate policies were adopted ini- 
tially in both regions. The 1951 agree- 
ment between Peking and the local 
Tibetan government 
pe considera- 

le local autonomy, 
no alteration of the 
existing political sys- 
tem or the status and 
power of  Tibet's 
spiritual and tem- 
oral leader, the 
alai Lama. 

In Xinjiang, 
under Gen. Wang 
Enmao, the party 
also moved cauti- 
ously at first. But 
unlike in Tibet, the 
communists in Xin- 
jiang did not face an 
established govern- 
ment or a single 
charismatic leader, 
and did not need to 
make any conces- 
sions comparable to 
those extended to 
the Dalai Lama. 

The party sought to avoid a direct 
confrontation with Islam, but at the 
same time, it steadily worked to co-opt 
and dilute the authority of the Muslim 
clergy through the new mass organisa- 
tions such as the Chinese Islamic As- 
sociation, shifting judicial functions to 
the civilian People’s Courts, and confis- 
cating some of the property of the mos- 
ques. 

More radical policies designed both 
to undermine the hold of religion and to 
accelerate “socialist transformation” 
were begun in 1956. By the time of the 
Great Leap Forward in 1958-59, assimi- 
lation had become the explicit goal of 
minority policy. The mosques came 
under heavy pressure as their remaining 
land was expropriated and new prohibi- 
tions against ceremonies and religious 
education were enforced. The new 
harsh mood was further intensified by 


Uygur children in kindergarten: frictions and resentment. 


emerging Sino-Soviet rivalry, and some 
minority  pro-Soviet cadres were 
purged. 

A parallel reversal of policy took 
place in Tibet, where the party launched 
attacks on the lamas, culminating in the 
Tibetan revolt and flight of the Dalai 
Lama in March 1959. Serious minority 
uprisings also occurred in Xinjiang in 
1958-60, notably in the Yili city of Yin- 
ing, and in Wusu and Hetian, the latter 
allegedly Soviet supported, though 
none of these incidents were on the 
scale of the Tibetan revolt. 

This phase of harsh repression ended 
in 1960 with the collapse of the Great 
Leap Forward. Assimilation of national 
minorities was redefined as a long-term 
rather than an immediate goal. How- 
ever, serious unrest continued, compli- 
cated by food shortages, particularly in 





Yili and in the early 1960s, the Chinese 
authorities closed the Yili border with 
the Soviet Union to halt a growing wave 
of emigration to the Soviet Union. 
After a riot in Yili, in which 12 persons 
died, large-scale illegal immigration — 
some 62,000 persons in 1962 — across 
the border ensued, apparently with 
Soviet assistance. Chinese troops 
moved to the border and the Soviet con- 
sulates in Yining and Urumqi were 
closed. 

The shift back towards moderate 
minority policies in Xinjiang after 1962 
was undoubtedly accelerated by 
Chinese security concerns and the need 
to counter Soviet propaganda in the re- 
gion. The campaign against religion was 
muted and policy of toleration for 
minority languages restored. 

In contrast, Chinese authorities re- 
sponded to the Dalai Lama’s formation 


of a government-in-exile, US-sup- 
orted incursions by Tibetan guerillas, 

and the 1962 frontier war with India, by 

hardening Chinese policy in Tibet. 

The turmoil of the Cultural Revolu- 
tion in 1966 brought an abrupt halt to 
the moderate policies. Nearly all the 
monasteries and temples in Tibet and 
mosques in Xinjiang were destroyed. 
Red Guards publicly vilified religious 
leaders in both regions, services were 
banned and scriptures burned. In Xin- 
jiang, Wang was able to maintain his 
position, and to a limited extent shield 
the minority population from the radi- 
cal excesses and in early 1967, he suc- 
ceeded in forcing Peking to suspend the 
Cultural Revolution in Xinjiang. How- 
ever violent clashes continued. 


s the chaotic phase of the Cultural 

Revolution drew to a close in 1968, 
Wang was recalled to Peking and re- 
placed by leftist Long Shujin, who 
pushed hardline economic and minority 
policies and in 1970 purged many mino- 
rity cadres suspected of pro-Soviet or 
separatist leanings. Long was replaced 
in the early 1970s by Saifuddin Aziz who 
brought back Wang’s moderate line. 
And by 1981, Wang returned to Xin- 


jiang as Ist party secretary, confirming | 


the continued dominance of the moder- 
ate line. The Kazakh and Kirghiz 
nomadic shepherds were decollec- 
tivised in 1983. Each family was allowed 
to purchase sheep from the collective 
over a three-to-five years payment 
cst The Kashgar bazaar near the id 

ah Mosque was reopened in 1976, 
after a hiatus of 10 years. 

Decollectivisation of agriculture had 
the same stimulative effect in Xinjiang 
as elsewhere in China. Xinjiang now 
has a grain surplus. Per capita industrial 
output in Xinjiang last year was Rmb 
675 (US$181). 

Conditions in Tibet have been far 
worse; it has been a traditionally 
grain-deficit region requiring costly im- 
ports from other parts of China. There 
was no industrial or agricultural deve- 
lopment in mountainous Tibet compar- 
able to Xinjiang's under Wang. Al- 
though food shortages were experi- 
enced in both regions, the famines in 
Tibet in the early 1960s and from 1968- 
73 were apparently far more severe. 

The post-Cultural Revolution eco- 
nomic recovery and the return to mod- 
erate policies towards minorities pro- 
seeded nines rapidly in Xinjiang than in 
Tibet, particularly with the return of 
Wang to the top regional party post 
from 1981 to 1985. 

In contrast, the dominance of “er- 
roneous leftist ideology” persisted in 
Tibet for 20 years, until 1986, the Pan- 
chen Lama stated in Lhasa in February. 
Decollectivisation did not take place 
until the mid-1980s in Tibet, and the 
process of “righting of wrongs” from the 
Cultural Revolution has still not been 
completed. 
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Restoration period 


A’ but three Muslim holy places in 
the Kashgar area — the Id Kah 
Mosque, the tomb of Abakh Hoja near 
Kashgar and the tomb of Sultan Sutuk 
Burahan, near Artush — were de- 
stroyed during the Cultural Revolution. 

Harum Kan was made imam (Mus- 
lim preacher, the head of a mosque) of 
the Id Kah Mosque in 1948 at the age of 
20 after the death of his father, the 
former imam, in Mecca. The Id Kah 
Mosque was closed in 1966, and the 
imam sent to the countryside to work as 
a labourer. After a few months, he and 
other Kashgar mullahs (Muslim 
preachers) were returned to the city and 
assigned to a workshop, where he was 
employed until December 1978. 

Private worship was confined to 
homes throughout the Cultural Revolu- 
tion. But since 1978, more than 100 
mosques have been rebuilt or restored 
in Kashgar City, 24 of which hold regu- 
lar Friday services, and 8,600 mosques 
have been re-established in the entire 
prefecture. There are now 24,000 mos- 

ues in Xinjiang Autonomous Region. 
rabic and Uygur editions of the Koran 
were re-printed in 1982, making it possi- 


Mosaic of minorities 


) Gur. and Tibet 
are China's most 


politically important n 
minority regions. Un- eel 4 
like the Manchus, ost A. 


Zhuang and Mongol 
minorities, the predo- 
minantly Muslim peo- 
ples of Xinjiang and 
Lamaist Tibetans have 
resisted Sinicisation. 

The peoples of Xin- 
jiang are a mosaic of 
ethnic minorities, 
whose complex distri- 
bution — across the 
oases, grasslands and 
mountains of the re- 
gion reflect successive 
invasions and migra- 
tions over centuries, as 
Chinese, Arab, Rus- 
sian, Tibetan, Turkic and Mongol em- 
pires collided in the centre of Asia. 

The Uygurs are the largest single 
ethnic group in the region, numbering 
about 6 million, or 46% of the region's 
total population. Farmers and traders, 
the Muslim Uygurs inhabit the oases of 
the Tarim basin, Turfan and the urban 
areas and lowlands of the Yili Valley. 

Large-scale immigration since 1949 
has raised the proportion of Han 
Chinese in Xinjiang from about 6% to 
36%. The Han dominate the regional 
capital of Urumqi and the nearby new 
city of Shihezi. About 42% of the Han 


*Sinicised minorities 
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ble to replace books 
burned during the 
Cultural Revolution. 

Six hundred Xin- 
jiang Muslims are 
making the pilgrim- 
age to Mecca this 
year, of which about 
50 are from Kashgar 
prefecture. Every county in the region 
has a quota. Each pilgrim is allowed to 
exchange renminbi for up to US$1,750 
in foreign currency for the trip's ex- 
enses. 

The Id Kah Mosque receives about 
Rmb 250,000 (US$67,000) in financial 
assistance from the government each 
year, but most of its income is generated 
by shops which it owns. 

The imam says that his greatest con- 
cern today is the lack of young mullahs. 
Training stopped for a decade duri 
the Cultural Revolution and only 1 
sumed in 1978 — and then, on a small 
scale. Most of the mullahs in Xinjiang — 
are between 50 and 80 years old, and 
less than 100 students graduate from the 
Islamic College at Urumqi each year. 

— Robert Delfs 


Kashgar imam. 


population live on Pro- 
duction and Construc- 
tion Corps farms scat- 
tered throughout the 
region. 

Kazakh and Kir- 
ghiz pastoralists are 
the next largest 
groups. Both are Tur- 
kic-speaking and at 
least superficially Is- 
lamised. In the nor 
the Kazakhs, numb« 
ing about 1 million, fol- 
low a nomadic life 
along the northern 
slopes of the Tianshan 
mountains, the high- 
lands of the Yili Valley 
and the southern Altai 
mountains. The Kir- 
ghiz, totalling perhaps 
120,000, follow a similar life on the 
southern slopes of the Tianshan moun- 
tains near Kashgar. 

The Hui, or ethnic Chinese Muslims, 
number about 633,000 and are to be 
found in northern Zungaria and the 
eastern oases settlement of Kumul near 
Gansu province. 

Xinjiang's other Muslim minorities 
include the Persian-speaking  Tajiks 
(265,000) in the Pamir mountain border 
region; Uzbeks (12,000), primarily liv- 
ing in the oasis towns of the Tarim, and a 
small number of Tatars (4,000) in the 
north. — Robert Delfs 
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THAILAND 


A new look at old enemies 


Chatichai is easing tough stance towards Vietnam 


By Paisal Sricharatchanya in Bangkok 
hailand has limited its contacts with 
Indochina over the past several 

years to putting pressure on Vietnam to 

withdraw its occupation forces from 

Cambodia. But Bangkok is now set to 


adjust its policy, as the new administra- | 


tion of Prime Minister Chatichai 
Choonhavan advocates a more flexible 
approach — particularly in trade deal- 
ings — towards his country’s communist 
neighbours, 

The speed and shape of any resolu- 
tion to the Cambodian conflict will de- 
termine just how flexible Bangkok will 
be. On another level, flexibility will de- 

nd on how the new Thai leadershi 
..-Onciles its economic interests wit 
security concerns. Chatichai is regarded 
as business-oriented, whereas Foreign 
Minister Siddhi Savetsila, returning to 
serve his ninth year in office, is viewed 
as more security-conscious. Friction be- 
tween the two over priorities could re- 
sult in foreign-policy clashes. However. 
the two could complement each other if 
some middle ground is struck. 








One of Chatichai's publicly stated 
priorities is to turn Indochina "from a 
battleground into a trading market." A 
few days later, Siddhi said Thailand 
could trade freely with Indochina but 
only after the Cambodian problem was 
resolved. Siddhi was quick to add that 
he was not challenging Chatichai's 
statement but saw no large market 
opening until "foreign forces" were 
withdrawn from Cambodia. 

Such seemingly conflicting views 
have prompted concern over what re- 
spected Chulalongkorn University 
academic Sukhumbhand Paribatra has 
described as the potential for a “dual- 
track” foreign a ae Siddhi enjoyed a 
free hand under the previous regime. 
He had been a high school classmate 
and trusted colleague of former prime 
minister Prem Tinsulanond. 

Although Siddhi and Chatichai are 
also old acquaintances, some analysts 
expect the new prime minister to assert 
himself in foreign-policy matters. A dip- 
lomat himself for 15 years, Chatichai 





takes pride in the part he played in nor- 
malising Thailand's relations with Pe- 
king in 1975 when he was serving as for- 
eign minister. 

Foreign Ministry officials dismiss 
concern that conflicts will arise between 
Chatichai and Siddhi over foreign pol- 
icy. "Chatichai's statement was off-the- 
cuff," a source said, referring to the 
prime minister's comments on the po- 
tential for expanded Thai-Indochina 
trade. "Nobody disagrees with this kind 
of sentiment. The crucial question is 
how to reach the objective," he said. 

Some analysts say Chatichai's state- 
ment might have arisen out of a desire to 

romote trade with Indochina quickly 
or fear that Thailand may "miss the 
train" once calm is restored in the re- 
gion and Indochina opens up. 

Despite Bangkok's past cautious 
stance on economic ties with Indochina 
— trade with Cambodia is banned in the 
absence of diplomatic relations, while 
trade with Vietnam is not encouraged 
— an illicit Thai-Indochina trade has 
been thriving for years. Across its east- 
ern border with Cambodia and across 
the Gulf of Thailand, Thailand has been 
supplying Cambodia as well as Vietnam 
with a large assortment of consumer 
goods and such low-grade manufactures 
as textiles and footwear. 

But despite potential growth in In- 
dochina trade and increased lobbying 
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by Thai businessmen against the ban on 
trade with Cambodia and against the 
generally negative official stance on 
trade with Vietnam, government po 
has to date remained unchanged. The 
government believes that any liberalisa- 
tion of trade could help strengthen Viet- 
nam’s economy which, in turn, would 
ive Hanoi that much more support for 
its continuing occupation of Cambodia. 
While Siddhi maintains that the new 
regime’s overall foreign policy will con- 
tinue basically unchanged from that of 
the previous government, he also 
suggests that it will be somewhat more 
flexible and occasionally modified to 
cope with changing circumstances. 
Official sources said a paper pre- 
pared by the Foreign Ministry, w ich 
will be coreo into the new gov- 
ernment’s policy statement to be deliv- 





SOUTH KOREA 


ered to parliament in late August, calls 
for greater efforts in expanding trade 
cooperation and mutually beneficial 
economic arrangements. This policy 
would apply to Thailand’s neighbours, 
the sources said. 

The draft also proposes a more ba- 
lanced relationship with all the major 
powers, a policy reflecting Siddhi's pre- 
election campaign pledge to improve 
Thai-Soviet relations. 

Recent developments suggest that 
Bangkok is already beginning to ease its 
tough stance towards Vietnam, amid a 
more relaxed atmosphere in the region. 
After a three-year breakdown in direct 
communications, Siddhi has met his 
Vietnamese counterpart, Nguyen Co 
Thach, in Bangkok twice since June. He 
has also indicated his willingness to visit 
Hanoi within the next six to eight 


Freedom's frontier 


Government prevents North-South student meeting 


By John McBeth in Imjingak 


olice outnumbered tourists at this 

museum and memorial site on the 
already fortified south bank of the Imjin 
River, and American troops had with- 
drawn across the single wooden bridge, 
leaving behind a locked gate and a 
roadblock of razorwire entanglements 
and ready-to-light oil drums. On such a 
blazing hot day, the guardians of what is 
known as “freedom’s frontier" probably 
should not have bothered. 

The precautions had been taken to 
prevent South Korean students meeting 
their northern counterparts at the truce 
village of Panmunjom beyond the 
bridge — a — enough task any- 
way. In the end only 15 activists made it 
as far as Munsan, the nearest town, 
while in Seoul riot police firing volleys 
of teargas blocked thousands of stu- 
dents from a planned pilgrimage to the 
demilitarised zone. 

Coming on 14 August, the 43rd an- 
niversary of Korea’s liberation from Ja- 
panese rule, the demonstration was the 
second symbolic attempt to defy Seoul's 
ban on a North-South student meeting 
to discuss the emotional, but problema- 
tic issue of reunification on the divided 
peninsula. The North Korean delega- 
tion apparently waited more than an 
hour at Panmunjom before returning to 
Pyongyang. 

Police established six checkpoints 
and fielded more than 3,400 men along 
the 56-km rail and road link to Imjingak 
— the site of a sombre memorial to 
three cabinet ministers and 14 other 
South Koreans who died when North 
Korean agents bombed then president 
Chun Doo Hwan’s delegation to Ran- 
goon in 1983. 
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Radical students attack a riot policeman. 
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Authorities fear that if they allow a 
student meeting to take place, it will 
only serve to oil Pyongyang's prop- 
aganda machinery and undermine their 
own efforts for constructive talks with 
the North, which have been stalled since 
late 1985. Student leaders complain that 
Seoul is not doing enough to bring the 
two sides together and, by switching 
their emphasis from democratisation to 
reunification, have justified, to them- 
selves at least, that pressure must be 
maintained on the streets. 

For President Roh Tae Woo, it is 
clearly a frustrating time (REVIEW, 21 
July). In the six months since he came to 
nie he has been anxious to portray 

imself as a conciliator and reformist — 
a role that became even more crucial 










months if there are concrete develop- 
ments towards a resolution of the Cam- 
bodia conflict. 

Thai officials said these moves were 
in response to Vietnam's recent pledge 
to withdraw 50,000 troops from Cam- 
bodia this year and all its remaining 
troops before 1990. However, they 
cautioned that the diplomatic process 
from now on would entail some “hard- 
nosed bargaining." 

Bangkok is expected to continue its 
strong support for the deployment of an 
international peace-keeping force in 
post-settlement Cambodia. Thai offi- 
cials believe that such a force would be 
the only effective means of keeping in 
check the dreaded Khmer Rouge, 
which has the largest and most effective 
military force in the Cambodian resist- 
ance coalition. Oo 





following the opposition’s upset victory 
in the April cana ea electior 
But with the Olympic Games now lcs» 
than a month away and the students 
seemingly determined to press their 
case, his patience is running out. 

Shortly before the latest violence, 
Roh delivered what has probably been 
the sternest warning of his 
troubled administration. 
“We can no longer tolerate 
activities which deny free 
democracy,” he said. “The 
people and the government 
will not forgive anyone who 
spoils the Mp quy through 
mob action or the throwing 
of firebombs, no matter 
how justified the cause. 
Breaking the law and dis- 
turbing the peace to impose 
one's views on others must 
be brought under control." 

Although the opposition 
has agreed to a politic?! 
truce during the games, t 
activists appear divided on 
what to do despite state- 
ments by some top student 
leaders several weeks ago 
that they would go along 
with public sentiment. 
Seoul municipal authorities, for their 
part, designated almost the entire city a 
demonstration-free zone from 17 Au- 
gust, saying only cultural and academic 
events will be permitted until the end of 
the games on 2 October. 

e president has apparently been 
encouraged to take a tougher line 
because of signs that the middle class 
is opposed to the students’ actions 
and indications as well that the number 
of dissident students has begun to dwin- 
dle. 

During his address, Roh repeated 
calls made by his predecessors for a 
meeting with North Korean President 
Kim Il Sung “at the earliest feasible 
date” to work out practical ways of 
bringing about national integration. LI 
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€ AS this new resident in Australia 
has quickly learned, politics Down 
Under are played rough. Leadership 
coups are a commonplace; the smear, 
the privileged accusation (often without 
very much evidence to support it) from 


the floor of parliament; the deliberate, | 


calculated and often damaging press 
leak. These are all familiar. 
But if there is a politician in recent 


times who has suffered from the dirty | 


end of the stick and retained his dignity 
and high standards of office it is Foreign 
Minister Bill Hayden. Unceremoni- 
ously dumped as leader by the Austra- 
lian Labor Party (ALP) just before the 
1983 election in favour of the more cer- 
tain vote-getter Bob Hawke, after years 
of hard work pulling the ALP back into 
credibility after the debacle of 1975 
when then governor-general Sir John 

err sacked Gough Whitlam's ALP 


government, Hayden has served loyally | 


in Hawke's government ever since. 
It seems doubly unfair, then, that it is 






ie gentle and gentlemanly Hayden 
who has been forced into a painful, Per 
sonal examination of his private life by a 
ruthless and, one can only say, cruel po- 
litical opponent. 
In a nutshell, at a time when the 
press was buzzing with the news that 


Hayden was asked by Hawke to become | 


the next governor-general — virtually 
head of state in the role of the represen- 
tative of Queen Elizabeth, still Austra- 
lias sovereign — rightwing National 
Party leader Ian Sinclair chose to chal- 
lenge the putative appointment, not on 
the grounds that Hayden has in the past 
shown republican tendencies, but on 
the question of the suitability of 
Hayden's wife, Dallas, to play a public 
role. 

€ FOR those who did not know the 
background it was a mysterious remark, 
but on 26 July Hayden decided to en- 
lighten the nation. In an extraordinarily 
frank TV interview, he openly discussed 
the fact that last year Dallas Hayden 
was detained briefly on a shoplifting 
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Hayden: decency triumphs over muck-raking. 











charge, which was not proceeded with. 
Hayden spelled out the fact that medical 
evidence that Mrs Hayden was going 
through menopause had been accepted 
as explaining her lapse. 

He then proceeded to say: "I think 
we men don't properly understand 
women at certain difficult periods of 
their life. Menopause is one . . . I think 
we men have to understand much better 
. ., the crises they go through, under- 
stand the support they need." 

Describing his wife's action as a sort 
of cry for attention, Hayden added: “I 
think in its own way it is a pretty severe 
indictment of me." From a Nixon or 
many other politicians it might have 
sounded glib and cheap drama. From 
Hayden it was transparently and deeply 
sincere and honestly humble. 

Hayden added that he had made no 
final decision about taking the job, but 
that he believed it might be a suitable re- 
ward for his wife and family for a boy 
from the wrong side of the tracks — a 
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former Queensland policeman who 
earned his economics degree studying 
part-time, entering parliament in 196] 

— to be thus honoured. 

Perhaps not surprisingly, opinion 
polls show that a majority of Australians 
favour the appointment, while a major- 
ity of National Party supporters have 
doubts about Sinclair's leadership qual- 
ities. Nice one for decency. 

e IF Hayden does take the job, many 
in Canberra are sincerely hoping he 
drops into the various “By Vice-Regal 
Appointment" clothing shops, and 
takes a hard look at some old favourites 
in his wardrobe. One particular suit, à 
check number, was notoriously hard on 
the eye as Hayden got his money's 
worth from it. 

It is told that when Hayden was or- 
ganising one of his typically ee 
foreign tours, staff were puzzled at his 
insistence that Mongolia be included. 
At last light dawned for one staffer, who 
exclaimed: “Bill, I get it: you want to 
visit your tailor!” 


@ A SURPRISING press release ar- 
rived last month from the Returned Ser- 
vices League (RSL), the once-powerful 
war veterans’ lobby. “Australia 
Surrenders to the Japanese,” it was 
headed. “The Nation bows to midget 
submariners." The fuss, which got a lot 
of airplay from the more bigoted radio 
talkshow hosts, was about the plans of 
the Royal Australian Navy (RAN) to 
put up a small plaque next month in its 
Garden Island base in Sydney Harbour 
dedicated to the six Imperial Japanese 
Navy crewmen who steered three 
midget submarines into the harbour on 
the night of 31 May-1 June 1942. 

One was sunk, the crew of another 
blew themselves up after their craft be- 
came entangled with a boom across the 


| harbour entrance. and the third sub 


never made it back to the mother-sub- 
marine at sea and has never been dis- 
covered. During the attack, one sub- 
marine loosed a torpedo at the cruiser 
USS Chicago berthed at Garden Island. 
It missed, and struck an old harbour 
ferry, the Kuttabul, being used as a dor- 
mitory, killing 21 RAN sailors. 

The president of the New South 
Wales branch of the RSL, Sir Colin 
Hines, while conceding that the Japan- 
ese submariners were "as brave as the 
brave," and as a military feat the raid 
would be hard to excel, accused the 
Australian Government of deliberately 
keeping the Japanese plaque a secret, 
though the money for it was presented 
by the Japanese Midget Submariners 
Association to the Australian ambas- 
sador in Tokyo months ago. While be- 
lieving that Australia and Japan must 
and will become friendly allies in the fu- 
ture, as far as his generation were con- 
cerned, "we can forgive but never 
forget" Japanese wartime atrocities, 
Hines told the Review. 

Surely no one is asking anyone to 
forget atrocities, but why cannot an act 
of great skill and courage be commemo- 
rated as well? REVIEW colleague 
Hamish McDonald, one of the few Aus- 
tralian civilians to have visited the Ja- 
panese Naval Academy at Etajima, re- 
calls that the raid, and the RAN’s burial 
with full military honours of the four 
crewmen whose bodies were recovered, 
gets a special corner in the college's 
museum. 

He suggests that instead of a small 
laque hidden away in Garden Island, a 
itting monument be placed on the har- 
bour foreshores dedicated both to the 
six Imperial Navy submariners and the 
21 RAN sailors who died on the Kut- 
tabul that night. Bradley’s Head, close 
to where one sub was cornered and 
sunk, would be a fitting place. As it is 
now, few of the young Japanese who 
flock to Sydney for their working holi- 
days and honeymoons have any idea 
that Australia once fought Japan. 
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ARTS & SOCIETY CINEMA 


Making films all in the 
name of making friends 


By Jeffrey R. Sipe in Tokyo 
t took Japanese publishing magnate 
Yasuyoshi Tokuma 15 years to realise 
a long-cherished ambition: turning 
Yasushi Inoue's 1957 novel of specula- 


tive history Dun Huang into a cinematic | 


epic. When he made his intentions pub- 
lic at that time, he did not know it would 
be Japan's most expensive screen co- 
production, involving not only his com- 
any, Daiei Studios, but also China's 
eople's Liberation Army, China Film 
Import and Export Co. and seven Ja- 
panese firms. 
While international co-productions 





are not new to the Japanese film indus- | 


try, involvement of major companies in 
projects designed to attract mass audi- 
ences is certainly a modern phenome- 
non. In 1975, Akira Kurosawa garnered 
support from the Soviet Union's Mos- 
film to make Dersu Uzala, and in 1976, 
director Nagisa Oshima, whose esoteric 
and off-beat films left him with few 
domestic backers, attracted French in- 
vestors for Jn the Realm of the Senses. 
Current co-productions, however, 
seem to be more a result of logistic 
rather than financial necessity. Indeed, 
with the current boom in Japan's econ- 
omy, Japanese investment is being vig- 
orously courted by both Hollywood and 
European film-makers. CST Communi- 





cations, a joint venture of C. Itoh, Sun- 
tory and the Tokyo Broadcasting Sys- 
tem, last year set up shop in Los 
Angeles with an agreement to invest in 
three MGM/United Artists pictures. 

Shochiku, Japan's oldest production 
company, announced at the Cannes 
Film Festival in May that it would be ac- 
tively reviewing scripts for international 
co-productions. US films, in particular, 
are attractive because of their high 
budgets and huge returns due to 
worldwide distribution. 

Daiei’s Dun Huang was originally 
conceived as a Japanese production to 
be filmed in China. But China was just 
beginning to open up in 1973 and its 
long-standing enmity with Japan left the 
idea of cooperation between the two 
neighbours a distant possibility at best. 

But with the gradual liberalisation of 
China came an agreement by the PLA's 
August Ist Studios in Peking to lend its 
support to the project, and the China 
Film Import and Export Co. joined in 
with an investment of X3 billion (US$ 
22.53 million). 

A number of Japanese companies 
also hopped on the bandwagon. Den- 
tsu, Japan's largest advertising com- 
pany, came up with US$3 million be- 
cause, a spokesman from its accounting 


The ‘gaijin’ way to glory 
is with blood and gore 


By Dan Furstin Kyoto 


foreign film actor trying to pursue 

a career in Japanese movies could 
be a working model of pure masochism. 
Imagine an earnest, ambitious young 
star, who, inspired by the masterpieces 
of Akira Kurosawa, Yasujiro Ozu and 
Kenji Mizoguchi, comes to Japan in this 
heady decade of kokusaika (inter- 
nationalism) dreaming of parts in Ja- 
panese epics that may build bridges of 
understanding with the world. 

Instead, what he finds is a Japanese 
film industry that produces virtually no- 
thing beyond basic stock scenarios: 
handsome yakuza (gangster) beats up a 
girlfriend or two in anger, then com- 


promises the honour of his gang; a naive | 


buriko (cutie pie), separated from her 
schoolfriends while on holiday, ends up 
with smiling Adonis; “wayward hus- 
band” has flings with sexy girls then re- 
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An early version of Nikutai no Mon. 


turns to his forgiving wife and kids. 

If there are roles for foreigners in 
these standard vehicles — and there 
rarely are — they are either those of 
women showing off enticing combina- 


department explained: “As an advertis- 
ing company, it can only be to our ad- 
vantage to form good relations with 
China." Imagica, the big film hardware 
concern, provided the high-definition 
video equipment with which the picture 
was recorded. 

Marubeni, Japan's giant trading com- 
pany, also got involved when “Tokuma 
realised that getting 1,000 horses and the 
material to build a castle in the middle of 
the desert required a company with 
logistical know-how, and since we do an 
enormous amount of business with China, 
we were the logical choice," said Yoshio 
Isoda of Marubeni's corporate develop- 
ment department. 

Dun Huang began shooting at the 
August Ist Studios in Peking on 21 May 
last year. The final cut was ready 240 
days later. 

Set in the 11th century in Chin: 
northwestern desert where the old Sux 
Road begins its winding route through 
China, the film follows a would-be 
bureaucrat who, after failing his civil 
exam, sets off to the mysterious land of 
Xixia where a new civilisation is 
rumoured to be blossoming. His trek is 
halted by the officials in Xixia who force 
him into military service. Eventually, he 
goes into battle, falls in love with a 
princess and looks on as she commits 
suicide to escape a forced marriage with 
a general from Xixia. The film is named 
after the town outside the Mukow 
Caves where the hero hides a vast col- 
lection of Buddhist scrolls and arti- 
facts to save them from the warring par- 
ties. 


tions of breasts, thighs and sequins or 
men as Mafia hitmen or US soldiers, 
evil enough to make even the most v'i- 
cious vakuza look like a cub scout. 

Why are foreigners virtually ignor 
by Japanese film in this era of inter- 
nationalisation? Why is the movie 
image of the US male 
in today's Japan still 
as frightening as it was 
in war-time prop- 
aganda films almost 
half a century ago? 
Why does a nation as 
wealthy as Japan with 
a recent history of 
magnificent achieve- 
ment in film now 
spend so much to 
create so little? These 
are questions the Ja- 
panese rarely think 
about and which most 
foreign film-goers and 
journalists in Japan tend to answer only 
with glib comments. 

Perhaps I can address these ques- 
tions from a perspective that is modest, 
but unique. I arrived in Kyoto four 
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The film’s 
main attractions 
are its scenery 


and battle scenes, zx _ § 
both of which di- 
rector Junya Sato 
had roblems 
with. he heat 


was stifling, and i 
directing 1,000 Á 
mounted PLA i 
horsemen proved p 
to be difficult 


both because of 
their initial reluctance to take orders 
from a Japanese and their ignorance of 
the film-making process. 

Sato used a two-pronged approach 
to tackle the problems: each night pre- 
ceding the shooting of a battle scene, he 
gathered the commanders of each army 
division involved and explained the next 
day’s shooting activity, then he made 
Sure the men watched the first daily 

shes which came back from the labs in 


.-pan — as the soldiers saw themselves | 


in action, they became excited and more 
committed to the project. 


noue: film company, Toei Co., 
the architect of director Shohei Ima- 
mura's Cannes Palm d'Or winner, Bal- 
lad of Narayama, is currently wrapping 
up Under Aurora, a co-production with 
Mosfilm. The idea for this project, 
brainchild of Toei president Shigeru 
Okada, was mooted eight years ago. 
From the beginning, the Soviet 
Union appeared the logical partner for 
this film, Toei says, though the novel by 
Yukio Togawa on which it is based takes 
place in Alaska. His need for a number 
of wild and tamed Siberian wolves in 





years ago to learn kyogen, the classical 
comedy of Japan, and, since then I have 
been working in stage and TV produc- 

ms, narrations, industrial videos and 

mmercials. I may also be the first 
American living in Japan to turn down a 
major role in a Japanese movie; or more 
accurately, I may be the only gaijin (for- 
eigner) to make Toei Films an offer they 
had to reject. 

I got a call in late January from my 
friend Setsuko Tsukimoto, who recruits 
foreign extras for TV and movie com- 

anies in Kyoto who told me Toei 
Films was looking for someone to play 
the role of a US sergeant. 

Two other Americans were already 
in the taxi when Tsukimoto picked me 
up the next morning. As we rode out to 
the Toei Studio in the Uzumasa Movie 
Village, the man next to me explained 
that the movie was actually a remake of 
one the studio had made some time ago 
about the Tokyo underworld and US 
Occupation forces in the years just after 
the war. One of the pivotal characters 
was that of the sergeant, whose person- 
ality we knew nothing about. All we 
knew was that Toei Films did not want 
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Scenes from Dun Huang. 
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this drama of survival, along with the 
need for a crew capable of shooting in 
extreme climatic conditions, egged 
Okada on in his delicate negotiations 


| with the Soviets. 


The effect of co-productions on the 
quality of contemporary Japanese 
cinema is yet to be seen. Marubeni has 
had problems raising serious interna- 








to recast the British teacher who had 
played the sergeant in the first version. 

My group was the last to arrive for 
the casting call. Then, as a young assis- 
tant began taking polaroid shots of all 
the gaijin, the casting director said that 
all of us could work in the film as extras. 
but what Toei was looking for was 
someone who could play Sgt Roberts — 
apparently a mean piece of work, vile 
enough to hes a lovely young Japanese 
girl without the slightest hesitation. 


he first cut was made. All of the 

tall, dark, handsome, young and 
generally beneficent-looking men were 
typed out. I was one of four middle- 
aged, balding men who were taken to 
the studio "ae shooting was in pro- 
gress and where I learned that the direc- 
tor's name was Hideo Gosha. 

We were asked to wait near the door 
until the scene they were shooting was 
done. No one told us which of the men 
was Gosha. But I knew that the man sit- 
ting on a kind of barrel in the spread- 
legged posture of a Muromachi warlord 
had to be Gosha. His eyes met mine. I 


visualised myself hitting him on the | 







er ciat eÀ 








tional buying interest in Dun 
Huang because, as some say, 
"it is too Oriental," or "it is 
not very good." 

Ironically, the one Japan- 
ese director who has a con- 
temporary following outside 
Japan, Juzo Itami, refuses to 
deal with foreign investors as 
he believes it would cost him 
creative control over his 
work. Some Toei officials 
have expressed similar opin- 
ions, apparently in response 
to the company’s last co-pro- 
duction with the Soviets in 
1980: The Way to the Gold, in 
which friction arose when 
each side tried to impose its 
view. 

Not all Japanese co-pro- 
ductions get past the agree- 
ment stage. Shochiku an- 
nounced that it had con- 
cluded successful negotia- 
tions with the Chinese for 

a project to be set during 

the Japanese occupation. 
Although no one is talk- 
ing on the record, word is that 
the picture is “pending” be- 
cause the Chinese have be- 
come uncomfortable with the 
idea of showing a Japanese 
soldier displaying kindness to a Chinese 
captive. 

The result of such ventures may be 
what the film-going public has known 
for years: a good film is the product of 
intelligence, thoughtfulness, insight and 
more than just a little bit of talent. Many 
Japanese film-makers have all of these. 
They only have to use them. 


head with a hammer. I got the part. 

As we walked to the casting room, 
the casting director, whose name was 
Hayashi, told us that Sgt Roberts was 
even worse than I had imagined. The 
character I had been typecast to play not 
only rapes a sweet young girl, but also 
kills a kindly old lady and is iced in the 
end by a noble vakuza! 

We then sat down with the assistant 
director to work out a shooting 
schedule. I would be needed for three 
days: one day each for rape, murder and 
retribution. I was given a copy of the 
script, titled Nikutai no Mon (The Gate 
of the Flesh). 

Finally, it was was time to talk about 
my "guarantee," which Hayashi ap- 

roached with an indirectness so ineffa- 
ble that it cannot be conveyed in concise 
English. Then our conversation con- 
tinued: 

Furst: I would consider doing this 
picture for ¥1 million (US$7,471). 

Hayashi: Oh, that is a little difficult. 
We can pay only ¥ 150,000. 

Furst: In that case, my guarantee will 
be at least ¥2 million. 

Hayashi: Perhaps you did not under- 
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stand me. I said that we 
can pay only ¥ 150,000. 

urst: Yes, I under- 
stand completely. So my 
guarantee will be Y3 mil- 
lion. 

Hayashi: I see. 

Furst: Plus a 10% 
agent's commission for 
Tsukimoto. 

Hayashi: Of course. 

Furst: And cab fare. 

Hayashi: Naturally. 
We will call you if we 
need you. 

They never called. 
Some weeks later, I heard 
that Toei had cast as Sgt 
Roberts the very man they 
had been determined to 
replace, Dick Butter- 
worth, starofthe Nikutai no Mon remake. 

The film was released in April, and 
in early May the reviews began to ap- 
pear in Japan's English-language news- | 
papers. The Asahi Evening News review | 
was, like long-time residents of Japan 
who accept things they cannot change, 
graceful and elegant though satirical. 





Gosha's latest version of Niku 








minute." 


A war story not ready 
for prime-time playing 


By lan Buruma 


here is nothing like the Japanese war record to fire up a 

Filipino intellectual. Two days after the anniversary of the 
Hiroshima bombing, novelist F. Sionil Jose wrote a trenchant 
column in the International Herald Tribune. Among other 
things, he said that “we must also continually remind the Ja- 
panese of what they did during the war and should not be de- 
luded about their weeping over Hiroshima." 

Jose would have been pleased to hear that the National Ja- 
panese Broadcasting Co. (NHK) was preparing a documen- 
tary film on the personal experience of a 63-year-old Filipina, 
whose baby was killed by Japanese troops during their bloody 
retreat from Manila in 1945. But his pleasure soon would have 
turned to rage had he read a report in The Asahi Shimbun 
about the sad fate of this film. 

The film was to be part of a series that started four years 
ago, entitled: A Message to Children: Do You Know about the 
War? An interview with the lady in question, a former actress 
called Corazon Noble, was taped and the film was pretty much 
in the can, when programme production division deputy chief 
Seiji Oki issued an order to stop filming. 

The reasons given were that one programme about a mas- 
sacre would not be in harmony with the other documentaries 
in the series, which had not dealt with massacres; that the sub- 
ject matter was unsuitable for children, and that it would take 
time to check Noble's testimony. 

Admittedly, Noble's was a harrowing story. It is well 
known in the Philippines, though sadly not in Japan, that the 


Japanese troops went berserk as they were pushed out of | 


Manila by the Americans. They massacred thousands of civi- 
lians, attacked hospitals, charged into crowds with bayonets, 
raped women, and so forth. After being subjected to endless 
films, books and even comics about the horrible suffering of 
Japanese people bombed by the Americans, the average Ja- 
panese child should have a strong enough stomach for this sort 
of thing. 





tai no Mon. 





"Gosha's potboilers," it said, "offer 
otherwise unobtainable Thespian ex- 
periences to fat foreign residents and, 
to the rest of us, at least a laugh a 


But the Japan Times found Gosha's 
“reactionary” and “blatantly racist" 
film no laughing matter. The review | again. ü 








called the story of 
Nikutai no Mon a 
“xenophobic rampage 


that panders overtly to 
die-hard prejudice.” 

This will not change 
soon, though voices of 
change are active in Ja- 
panese film. The brilliant 
director Juzo Itami, 
whose film Marusa no 
Onna (Tax Woman) is a 
truly revolutionary work 
of art, has said he intends 
to make genuine interna- 
tional films in which Ja- 
panese and foreign ac- 
tors will work together. 
Itami and the young film 
actors and directors who 
ts, Lee ees admire him may actually 
succeed in creating a progressive alter- 
native to the mainstream of Japanese 
film. 

This mainstream will, however, cc 
tinue to flow dark and strong for a loug 
time. There will be yet another remake 
of Nikutai no Mon. I may audition for it 





Normally the programme would have been shelved and 
that would have been that, but, for once, a number of Japan- 
ese decided to put up a fight. The people who actually made 
the programme were especially incensed and the matter was 
raised in the journal of the Japanese Broadcasting Union, the 
in-house NHK union. According to this article, Oki privately 
stressed different reasons for stopping the programme. 

He was afraid, he said, that the testimony about a massacre 
would provoke an international reaction; that there were 
people in Japan who felt that the massacre was unavoidable, 
and that in any case it was “difficult” to have non-Japanese 
Asians talk about their war experiences. He wanted the pro- 
gramme-makers to replace Noble with a Japanese 
woman. And so, in due course, Japanese viewers were shown 
a safer testimony by a Japanese woman with a Filipina 
mother. 

This was, however, unacceptable to the union, which °- 
pealed for the original programme to be shown. The unio 
chief secretary declared that this clearly was a case of self-cen- 
sorship. Oki reiterated that the programme was not suitable 
for children, that foreigners would make a fuss, etc. Finally, 
Oki's superior, programme production division chief 
Yoichiro Imanishi, stated that the decision to shelve Noble's 
testimony was “not necessarily the right move," and that he 
hoped to “investigate Corazon-san's grave experience further 
and present it in another programme in the future." 

This whole sorry affair, so familiar to anyone who has dealt 
with Japanese bureaucrats in or out of NHK, gives reason for 
both hope and despair. Despair because it is so typical; hope 
because some Japanese themselves, and not foreigners, de- 
cided to stick their necks out. NHK has always been wary of 
controversy. There is even a kind of in-house lexicon for any- 
thing deemed to be sensitive, from invalids to burakumin, the 
traditional Japanese outcasts. 

It is the Victorian fear of calling a spade by its proper 
name, more than rightwing revisionism or a racial hatred of 
Asians, that leads to the hypocrisy exemplified by Oki's ac- 
tion. If NHK's own union succeeds in reversing his decision — 
which is by no means certain — it will be like a gust of fresh air 
in one of Japan's stuffiest institutions. This would be good 
news for Filipino intellectuals, to be sure, but even more so for 
the millions of Japanese for whom TV is the main link to the 
outside world. 
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Waiting for the end 


War in Afghanistan by Mark Urban. Macmillan Press. £9.95 (US$16.80). 


ooks on the Afghan war have recent- 

ly proliferated, especially with the 
beginning of the withdrawal of Soviet 
oes from the country. However, 
Mark Urban's War in Afghanistan is the 
first detailed military study of the actual 
war. 

Urban, who as defence correspon- 
dent for a British newspaper first dis- 
closed the British sale of Blow D anti- 
aircraft missiles through the c to the 
Afghan mujahideen, has provided in his 
book a concise year-by-year account of 
the actual fighting and tactics on both 

les. 

This was no mean feat; for the 
Soviets, Kabul and the mujahideen 
have often resorted to boisterous 
rhetoric in a bid to boost their individual 
victories. In War in Afghanistan, Urban 
attempts to convey a realistic picture of 
the conflict by referring to numerous 
maps and by giving details of major bat- 
tles as well as of the war's three main 
im io 

rban's is a useful survey of the an- 
tagonists, particularly of the mujahi- 
deen, as the withdrawal of Soviet troops 
under the terms of the Geneva accord 
throws into question Afghanistan’s 
future. This month, for instance, 
mujahideen units have stepped up their 
attacks in and around Kabul forcing 
Soviet troops to play a greater role in 
the capital’s defence. Now most of the 
speculation about Afghanistan's future 
revolves around whether the mujahi- 


HISTORY 


deen can topple Afghan President 
Najibullah's government and which 
mujahideen group will dominate. 

Urban writes about the Afghan 
army — à major factor, crucial for the 
future survival of Najibullah — its de- 
ployment and the pivotal role its Cen- 
tral Corps had in bringing about the 
coup in Kabul in 1978 and in boosting 
the Soviet-backed regime's efforts to 
rein in the mujahideen before the 1979 
Soviet invasion. 


T. A LANSNER 


Mujahideen fighter: which faction is in control? 


A fall-out of silence 


The Atomic Bomb Suppressed (American Censorship in Japan 1945-1949) 
by Monica Braw. Liber Forlag, Malmo, Sweden. No price given. 


(2r: runs counter to the prin- 
ciples of freedom of speech and ex- 
pression espoused by capitalist demo- 
cracies like the US, Britain, Japan and 
these days the Philippines. Yet, these 
democracies suppress sensitive military 
or political information in the name of 
national security and diplomacy. 
Socialist states, as well as politically un- 
stable "new" ones, for their part, regu- 
late the content of mass media and the 
arts to advance their version of respon- 
sible freedom. 

Monica Braw, a Swedish journalist 
and writer based in Japan, is aware of all 
this and much more. She has used pri- 
mary and living sources from both the 
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capitalist and socialist camps in her ob- 
jective study of US censorship of infor- 
mation on the effects of the atomic 
bombs it dropped on Hiroshima and 
Nagasaki in August 1945. 
or her book, originally a doctoral 
dissertation at Lund Universtiy, Braw 
delved into US archives on the occupa- 
tion of Japan and the records of the Su- 
reme Commander for the Allied 
orces, open to the public since 1977. 
She also interviewed Japanese and US 
witnesses as well as experts on occupa- 
tion censorship. 
The first half of the book is a general 
discussion of the bureaucratic and 
policy aspects of censorship of the 





His most valuable research in this 
area, however, is on the government's 
build-up of tribal militias and other 
Deramilttary units, which have pro- 
vided more support for the regime than 
the regular army in some parts of the 
rugged mountainous country. Urban 
here follows the growth of Afghanis- 
tan's famous paramilitary intelligence 
service, Khad, which by 1982 had at 
least 18,000 members. Khad was said to 
be responsible for the split within 
mujahideen forces in their stronghold of 
Peshawar and a recent series of bomb 
blasts in neighbouring Pakistan, which 
supports the Muslim rebels. 

Urban also gives first-hand informa- 
tion on the deployment tactics and 
battlefield experiences of the Soviet 
army and war tips it may have learned in 
Afghanistan and could perhaps apply in 
any future battle with Western Europe. 
These include manoeuvres for greater 
mobility, the use of commandos and the 
decentralisation of the command struc- 
ture. In this respect, Urban describes 
major battles with the authority of a mi- 
litary historian. 

In his book, Urban says that the 
mujahideen's weaknesses lay in their 
tribal make-up and political structure, 
which have affected their battle strategy 
and so far ere them from gaining 
the upper hand. 

Urban’s book, though suffering from 
hasty writing and editing, is extremely 
useful as a reference to this conflict. Its 
appendixes on the deployment of So- 
viet and Afghan forces, the military 
strengths of the various guerilla groups 
and lists of cabinet reshuffles in Kabul 
all enhance its role as a tool for studying 
a war that may continue for many years 
to come. — Ahmed Rashid 


occupations of Germany and Japan. 

Japanese publishers were, in gen- 
eral, allowed to stay in business and the 
onus of S tieni fell on the people 
themselves, though under the ambigu- 
ous guidance of the Civil Censorship 
Detachment, which in the summer of 
1946 employed 8,734 people. 

For the Soviet representatives on the 
Allied Council, “the censorship ques- 
tion became an example of the lack of 
real democracy the Americans were fos- 
tering" because, in their view, "the cen- 
sorship was not harsh enough." It was, 
however, strict on matters related to 
atomic bomb information. 

Braw sees a gap here. Several of her 
Japanese informants claimed they had 
not been allowed to write about the 
atomic bombings. But some books on 
Hiroshima and Nagasaki were pub- 
lished during the occupation, which 
made Braw wonder whether those she 
interviewed were wrong. 

Despite the ambiguities of the cen- 


sorship policies carried out by the 
under-staffed local offices of Japan’s 
Press, Pictorial and Broadcast Section, 
she says views on the atomic bombings 
were censored when authorities judged 
the content would “disturb public tran- 


quillity" needed to instil democratic 
ideals like freedom to criticise the gov- 
ernment. 

Braw concludes that Washington 
censored material on the atomic bombs 
for security reasons, and also "to instil 
war guilt in the Japanese [who] had to 
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be made to understand that there were 
no excuses for defeat and that they had 
brought the atomic bombings on them- 
selves." 

Inside Japan, "material suggesting 
that the US had committed barbarous 
acts and crimes against humanity were 
also suppressed, for fear of public reac- 
tions." Elsewhere, especially within the 
Washington bureaucracy, attitudes to- 
wards censoring such information were 
confused and mixed and the result was 
that “for several years the world did not 





World Bank, go home 


Unequal Alliance: The World Bank, the International Monetary Fund and the 
Philippines by Robin Broad. University of California Press. No price given. 


I: this cleverly argued attack on the 
development orthodoxy espoused by 
the World Bank and the International 
Monetary Fund (IMF), US economist 
Robin Broad shows how their pre- 
scribed strategy of export-led develop- 
ment has soured the economic pros- 
pects of the Philippines. 

Broad says that the Bretton Woods 
twins’ single-minded belief in boosting 
non-traditional exports and opening up 
the market to a flood of foreign pro- 
ducts has, in the short run, sctuslly rein- 
forced the degrading poverty faced by 
most Filipinos. Not only that, says 
Broad, it is a dubious prospect that the 
model will yield more fruitful results in 
the future. 

Unfortunately, Broad, a former US 
Treasury official soon to become a resi- 
dent scholar at the University of the 
Philippines, stops short of offering a de- 
tailed alternative to the free-market 
gospel of these powerful institutions. 
Instead, she suggests that income redis- 
tribution and equity ought to replace 
growth as the primary aim of economic 
adjustment. And, she contends that 
poor countries should look towards di- 
versification based on their own re- 
sources rather than slavishly follow 
Washington's orders. 

The idea here, Broad argues, is to 
negotiate a middle road between boost- 
ing non-traditional exports and falling 
prey to the economic distortions con- 
nected with import-substitution. This is 
much easier said than done; after cas- 
tigating the Washington institutions and 
their policies in 230 pages, the author 
devotes exactly six to "rethinking deve- 
lopment." This portion of the book con- 
sists of a call for creativity in develop- 
ment thinking and a rejection of the do- 
minant paradigm of export-led develop- 
ment. 

These are all noble thoughts, but it is 
regrettable Broad did not use her 
analytical skills to provide the govern- 
ment of President Corazon Aquino with 
some concrete suggestions on how it 
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could best deploy limited resources. 

Nonetheless, this is a valuable work. 
To date, there is little informed criticism 
of the long-term impact of the policies 
of the World Bank and the IMF in de- 
veloping nations, and of how they mani- 
pulate national bureaucracies to make 
sure their allies rise to the top. 

Broad focuses on a 1979-83 series of 
World Bank structural adjustment loans 
and IMF stand-by agreements, among 
the first cooperative efforts by the sister 
institutions to redirect a Third World 
economy. In exchange for disbursement 
of more than US$4 billion of these 
multilateral loans, the former govern- 
ment of Ferdinand Marcos agreed to a 
substantial devaluation of the peso, 
tariff reform, import liberalisation and 
restructuring of both the industrial and 
financial sectors of the economy. 

Broad skilfully analyses the bureau- 
cratic politicking that led to — and, in 
certain cases, thwarted — the im- 
plementation of these recommenda- 
tions. She also illustrates the World 
Bank's role in reinforcing favoured 
technocrats like former prime minister 
Cesar Virata and former minister of 
trade and industry Roberto Ongpin 
while undermining others that did not 
share its vision. 


know what ha pens when nuclear 
weapons are used," she says. 
raw is a cautious writer who 
explores her subject from every angle 
and refuses to reduce it to a black-and- 
white proposition. Although she sym- 
pathises with the atomic bomb sur- 
vivors, she is careful not to accept out- 
right their claims against the US. She 
also urges further research into many is- 
sues that ideological writers consider al- 
ready tackled or taboo. 
— William Wetherall 


The near-collapse of the Filipino 
banking sector could also be traced to 
the drive for more efficient support for 
export-led development, she says. "The 
tragedy is that this particular brand of 
structural adjustment worked for the 
benefit of the few," Broad writes. "[It] 
has retarded development in the 
broader, participatory and sustainir^ 
sense of the term." 

Further, the author claims that this 
"two-decade blueprint for guaranteed 
economist disaster" foisted on the 
Philippines by the World Bank, the IMF 
and like-minded technocrats in the Mar- 
cos government is not unique: as long as 
global trade hangs slack, export-led in- 
dustrialisation, based around labour-in- 
tensive assembly of garments and elec- 
tronic items, is not a viable path towards 
prosperity for any developing country. 

Broad carefully documents how the 
World Bank bases its policy advice on 
over-optimistic assumptions about the 
growth of world trade. She found that 
throughout the late 1970s and early 
1980s the World Bank projected vibrant 
markets for the semiconductors and 
sweaters it was urging the Philippines to 
produce. 

In reality, demand was contracting 
under the weight of heightened com- 
etition, increased protectionism an” 
uge debt burdens. Multi-million doll: 
investments in the Bataan Export Pro- 
cessing Zone (EPZ) by the Marcos gov- 
ernment and revenues lost from the 
duty-free import of inputs for EPZ fac- 
tories quickly ey ary whatever domes- 
tic value added that might have come 
about, she says. The human cost of this 
policy thrust was manifest as well: real 
wages were held down to keep the 
Philippines competitive, labour unions 
were ruthlessly crushed and anticipated 
mace growth never material- 

ise 


The lesson to be learned here, Broad 
argues, is that the path to successful 
growth followed by Singapore and 
South Korea can no longer be success- 
fully replicated. But rather than only 
blame Western corporations and con- 
sumers, Broad might be better off argu- 
ing that the real failing of the World 
Bank's and IMF's orthodoxy is that, in 
the Philippines’ case, it played directly 
into the hands of a corrupt but smoothly 
reassuring elite. — — Jonathan Friedland 
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Asian attachments 


By Philip Bowring in Hongkong 

A year ago, stockmarkets mostly ignored a 
steady climb in interest rates until reality 

caught up with them on 19 October. This 

time around they are proving more sensitive. 

Equities have not dropped as they might have done, given 
the likelihood of further interest-rate rises and evidence that 
inflation is knocking at the door. Attachment to equities lives 
on, particularly in some East Asian markets. 

But the world at large has been trading in a volatile but 
narrow range for the past four months. The Morgan Stanley 
Capital International Index has been stuck around 450. With 
the exception of Japan and Taiwan, turnovers have been mod- 
est, reflecting uncertainty. 

If the 1987 bull market ended with a bang, the 1988 version 
looks like ending with a whimper. Those looking for market 
action could find more thrills and spills in currencies, com- 
modities and even bonds. 

Star of the month was the US dollar, particularly against 
European currencies. Against the Deutschemark, it 
gained 4% in as many weeks and 12% over the past 12 
weeks. While the dollar could be knocked badly by one 


set of trade figures, the market now believes, particularly 





US will push rates high enough to ease inflation pressures. 

This scenario suggests the US Federal Reserve is laying 
the groundwork for recession early in the next presidency — 
a necessary ingredient for a continuing re- 
duction in the trade deficit. 

If so, Treasury bonds yielding more 
than 9% may be looking attractive on a 
medium-term view. Despite protests to the 
contrary, US worries about inflation and concern not to see 
too strong a dollar are likely to result in further rate increases 
elsewhere. 

The dollar’s recovery may yet be spiked by a deteriora- 
ting trade deficit or political concerns. But apart from the 
US dollar and trade deficit, inflation remains an uncertain- 
ty. 

The US drought-induced food-commodity boom burst in 
mid-July but that cannot disguise a strong underlying cycli- 
cal swing in non-oil commodity prices which will push up 
price indices everywhere, even if it does not ignite other in- 
flationary pressures. 

The only stockmarket to shine unequivocally has b: 
Taiwan which, largely oblivious to more sceptical foreigners, 
moved from up to 7,180.41 on 13 August, a gain of 206.7% 
since the beginning of the year. (However, premiums on for- 
eign funds invested in Taiwan fell sharply, an indication 
perhaps that Taiwan is into a speculative stratosphere where 


after an early August rise in the discount rate, that the | plateaus do not exist.) 





. By James Bartholomew in London 


B anks shares have performed badly in the 1980s and with 
| good reason. Massive lending to South America has led 
|. to bad debts on an enormous scale among most major inter- 
national banks. 

In the US, this blunder was compounded by extravagant 
lending to oil companies, which were left high and dry by the 
fall in the price of oil. In Britain, the banks scored an own- 
goal by moving into the securities business at fancy prices just 
in time for the crash. The ability of banks to get it wrong 
again and again has only been matched by their gall in going 
back to shareholders to ask for further funds to make yet 
more mistakes. 

Investors have become so fed up with banks, especially in 
Britain and the US, that the share ratings of banks have fallen 
to extraordinarily low levels. Some banks are selling on pros- 
pective price-earnings (p/e) ratios of 6, 5 or even 4. Although 
the management of banks generally leaves something to be 
desired, these ratings look too tempting to resist. 

The ratings of bank shares around the world are ex- 
tremely varied. They reflect, in caricature, the past perform- 
ance of the banks and local sharemarkets. Hence, British 
banks, after their South American lending, are on prospec- 
tive p/e ratios of as little as 4. Not far above come the US 
and Australian banks — the Americans having lent even 
more to their geographical neighbours and the Austra- 
lian counters being in a generally depressed local share- 
market. : 

The Hongkong banks are rated a little higher, reflecting 
their strong deposit growth tempered by the overall cau- 
tion about the future of the territory. Then there is a jump to 
the banks of Singapore and Switzerland, which generally 
managed to avoid the worst of the South American disaster. 
West Germany has some banks rated even higher, with 
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Undervalued banks offer tempting opportunities 


Something to be desired 


Deutsche Bank on a prospective p/e of 30. And at the top, of 
course, come the Japanese banks with p/e ratios in the 
stratosphere. 

It must be admitted that the Japanese banks have done re- 
markably well. They now account for eight of the world’s 10 
biggest banks (ranked by assets according to /BCA Banking 
Analysis. They have done well for several reasons. First, t^^ 
vast majority of their assets are denominated in what t 
been the world’s strongest currency. Second, they keep a 
large part of their equity in Japanese shares, which have per- 
formed outstandingly. Third, they are highly geared and, 
last, they generally avoid bad debts. 

But the Japanese banks did succumb, like the British and 
the Americans, to the excitement of pouring money into 
South America. The only country with major international 
banks which wisely kept down its exposure was Switzerland. 
Other banks, in Hongkong, Singapore and Australia, also 
kept their exposure down for the less glorious reason that 
they were not players on the world stage. 

The strength of a country’s currency is very important for 
banks. Most of their assets are in their national currency, not 
in plant or stocks or property, which can often rise in value to 
compensate for the fall of a currency. Since national curren- 
cies matter, the higher ratings of the West German, Swiss 
and Japanese banks have some justification. But surely they 
are not the best buys. 

Looking at seven individual banks from around the globe, 
Dai-Ichi Kangyo, with astonishing gross assets of over 
US$300 billion, surely cannot show the growth needed to jus- 
tify a prospective p/e ratio of 60. Hoare Govett remarks that 
the outlook for the bank in 1989 is “pedestrian” and that de- 
regulation of financial services in Japan could make the 
bank’s life more difficult. 





THE US DOLLAR RECOVERS 


Tokyo reached an- 
other new high but again 
retreated in the face of 
interest-rate rises and 
weak yen pressures. Op- 
timists note its strength 
in adversity, pessimists 
the inability of the Nik- 
kei average to break out 
much above 28,000 de- 
spite double-digit money 
growth and the well- 
heeled optimism of the 
big brokers. 

London took fright 


(USS/West German Dm exchange rate, 
weekly figure, 2 May-11 August) 


earlier at interest- 
rate increases, while 
West Germany could 
not decide whether 2 81623308 12 2027 4111825 1 8 11 
the benefits of a md June | uy August 
weaker mark outweighed 

her interest rates. '" ^ WonAmby moy Ha 


Elsewhere in Asia, Singapore and Malaysia were big gain- 
ers, thanks to a realisation that the spin-off from higher com- 
modity prices was igniting growth in all sectors. 

But Hongkong's immobility and declining turnover 
appeared unlikely to change in the near future despite re- 
latively low p/e ratios. Capital outflow and strong consumer 





Swiss Bank Corp. (SBC) is one of only five banks given 
triple "A" ratings by three rating agencies, according to 
Citicorp Scrimgeour Vickers. It is the international bank for 
those who do not want any worries about South America. 
SBC's loans to least-developed countries (LDCs) account for 
only 13% of the bank's equity after a 60% write-down. The 
company is solid and yields 3.3% in Swiss francs. Safe but not 
exciting. 

Development Bank of Singapore (DBS) is part of a faster- 
growing economy and still has an interest in property. These 
factors, and the underlying strength of the Singapore dollar 
provide justification for the bank's prospective p/e ratio of 
21.8. But DBS is a lot more expensive than another domestic 
Asian bank. 

Hang Seng Bank of Hongkong is on a prospective p/e of 

y 11.4. It has no South American problems and it has good 
profit prospects for 1989 and beyond. Hoare Govett expects 
its loan portfolio to continue growing in Hongkong and its 
margins to improve. The Hongkong dollar, meanwhile, is 
more likely to be revalued than devalued. That only leaves 
1997 to worry about. 

Descending still deeper into the bargain basement, we 
find National Bank of Australia. This is on a prospective p/e 
ratio of only 7.7 and 
profits are expected to 
continue rising into 1989 
on the back of con- 
tinued rationalisation, 
both in Australia and in 
the bank’s British oper- 
ations purchased in 
1987. 

But National Bank's 
ambitions to expand are 
a little worrying, given 
the record of expansion- 
minded banks world- 
wide paying too much 
and then asking share- 
holders to foot the 
bill. Some think Na- 


National Bank of 
Australia 
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Sources: Citicorp Scrimgeour Vickers, Hoare Govett, Salomon Bros, Shearson Lehman Hutton. 
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(Dow Jones 20-year bond index 
2 May-10 August) 
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demand have pushed interest rates up to US dollar levels. 

Thailand's market was only slightly affected by the sur- 
prise end of the Prem era and remains relatively cheap by re- 
gional standards, though it could be very vulnerable to a sud- 
den loss of the foreign confidence which has been boosting 


prices. Oo 


tional Bank has already paid too much for its British opera- 
tions. 

Citicorp used to be the biggest bank in the world before 
Dai-Ichi Kangyo took over. As Citicorp was overtaken by 
the Japanese, it tried to hold onto some of its pride by pre- 
tending that its lending to South America did not hurt at all. 
But last year the bank bit the bullet and started writing off a 
large minority of the amounts due and transforming some of 
the rest into equity. 

Now Citicorp's LDC debt accounts for “only” 105% of its 
equity (as at June 1988) and the figure is quickly falling. The 
prospective p/e ratio of 6.1 takes account of LDC write-offs, 
which are more conservative than those made by the Japan- 
ese banks. On the other hand, there must be some doubt over 
whether the national currency can sustain its recent strength. 

Last, comes Barclays Bank. This bank has done better in 
its entrance into the securities markets than other British 
banks and its LDC loans now account (after write-downs) for 
only 39% of the equity. While losses have been sustained 
abroad, the bank has enjoyed high profitability at home. 

Further gargantuan write-offs of South American debt 
are now unlikely, especially given the improvement in the 
situation in Brazil and Mexico. So the earnings and dividends 

look set to improve 
from now on. Barclays’ 
prospective p/e ratio is à 
i mere 5.1. The dividend 
3 yield is a generous 
= 7.7%. There is, unfortu- 
3 nately, a question mark 
= over the pound. But the 
;shares are still worth 
buying. Prospective earn- 
ings could rise by as 
much as 25% in the next 
two years and the p/e 
ratio could easily rise to 
7. If those two factors 
came together, the share 
rice would rise 71%. 
l'empting indeed. o 
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WHERE TO PUT YOUR MONEY 


A stake in Japan 
for the long term 


By Nigel Holloway in Tokyo 


J apan has so many good, strong companies that individual 
investors should think seriously about purchasing shares 
in a few of the best to be held as part of a long-term portfolio, 
which in this case means for a period of five years. 

The somewhat arbitrary time-scale of five years has been 
chosen, because for most investors — big as well as small — it 
is difficult to see further ahead than that. The Japanese econ- 
omy may slow down and the Tokyo stockmarket may decline 
some ofthe time, but the risk-return ratio in major currencies 
is favourable towards Japan. 

Our stocks have been chosen by Peter Tasker, general 
manager of the research department of Kleinwort Benson In- 
ternational in Tokyo. After seven years in Japan, Tasker has 
a fine understanding of the market as a whole as well as of the 
good and bad points of many individual stocks. 

He says there are five themes that will dominate the Ja- 
panese economy for at least the 
next five years: a surge in domes- 
tic consumption; that ugly word 
"globalisation"; hi-tech (nothing 
new there, of course); infrastruc- 
ture investment, and Japan's 
status as a financial superpower. 
Two stocks were selected from 
each category on the basis of their 
high quality and low risk. 

Under the first category, 
Tasker has chosen a chain store, 
Ito- Yokado, the Japanese equiva- 
lent of Marks & Spencer in terms 
of the quality of management and 
profit margins. The company, 
which sells everything from 
clothes to food, has been quickest 
to take advantage of new technol- 
ogy — such as point-of-sale sys- 
tems — which helps to cut costs 
deeply. It has also responded best 
to the growing demand for convenience stores, thanks to a 
5196 stake in (quoted) Seven-Eleven Japan, the largest such 
operator in the country, and in Denny's restaurant chain 
(also listed). 

The other consumption-related stock is an advertising 
agency, Asatsu, which is quoted on the second section of the 
Tokyo Stock Exchange. Despite the size of the industry, 
there are no ad agencies on the Big Board, a glaring omission 
because the advertising market is growing rapidly as con- 
sumption in Japan expands and matures. 

Imported goods, like foreign cigarettes and cars, are try- 
ing harder than ever to penetrate Japan, and so they have to 
establish their brand names quickly through heavy advertis- 
ing. Supposedly *mature" markets are being shaken up, too, 
by products like Asahi Super Dry Beer, forcing rivals to ad- 
vertise to hold consumers' attention. Tasker says Asatsu, the 
fifth-largest agency in Japan by billings, is well run and is ex- 
pected to raise profits by half this year. 

As for the second category, globalisation, Japanese 
manufacturers are investing heavily abroad to offset the high 
yen. Honda Motor and Matsushita Electric Industrial have 
done better than most. Honda's hold over the world 
motorbike market has reached the stage where its name 
is almost the equivalent of Hoover for vacuum clean- 
ers. It has moved up market in cars faster and more suc- 
cessfully than its bigger rivals, Nissan and Toyota, and 
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has a classier product image in the vital US auto market. 

Matsushita, the tortoise, is less exciting but a safer invest- 
ment than hare-like Sony. The former's marketing power on 
home base is unrivalled, with 25,000 outlets selling only Mat- 
sushita's products. It is rarely the first company to introduce 
a new-fangled electrical gadget in J span, but it catches up fast 
by means of its distribution network. The group is planning 
to increase the proportion of its output made overseas from 
12% to a quarter over the next three years. Consolidated cur- 
rent assets of ¥2.8 trillion (US$20.92 billion) make cash re- 
serves of GEC of Britain, for example, look like a molehill. 

Among hi-tech stocks, the pillmaker Yamanouchi is one 
of the two in this category to take the laurels. Japan has not 
been a world leader in pharmaceuticals, but this is changing 
as demand in Japan for new, more expensive medicines be- 
nefits firms with the best R & D. Yamanouchi was the third 
company in the world to launch an anti-ulcer drug. Its brand 
name is Gasta and it will soon be sold in the US. Tasker ex- 
pects Yamanouchi to introduce at least eight new drugs in the 
next two years. 

The other hi-tech candidate is NEC, one of the world’s 
largest producers of semiconductors. Actually, Tasker does 
not expect NEC's stock to perform too well over the m 
couple of years, partly because its share price (and that 
others like Hitachi and Toshiba) 
has surged recently and partly be- 
cause competition will be fierce 
in two NEC mainstays, memory 
chips and computers. But as the 
largest equipment supplier to fast- 
investing Nippon Telegraph & 
Telephone, NEC looks a worth- 
while investment. 

One of the main themes for 
Japan over the next five years and 
beyond is the improvement of the 
country's woefully inadequate in- 
frastructure. Shimizu, the third- 
largest Japanese construction 
firm, has a good chance of profit- 
ing more than its rivals, because of 
its particularly strong technical 
prowess in building below ground 
and in earthquake proofing. Less 
committed to overseas projects 
than some others, it is nonetheless 
involved in a big hotel complex in Darling Harbour, Sydn 
Shimizu has a cleaner reputation than some in a notably cor- 
rupt industry. 

The other share to buy is Osaka-based Kinki Nippon Rail- 
way, one of the biggest such private operators in Japan, with 
more than 160 subsidiaries, including Kintetsu Department 
Store. It is building a big resort east of Osaka. The group's 
23% -owned travel agency is the second largest in a country 
where tourism is booming. A mooted deregulation of rail 
fares could lead to massive growth in Kinki's profits, says 
Kleinwort's man. 

Last come the financial institutions, of which by far 
the firmest choice is Nomura Securities, Japan's biggest 
stockbroker, as well as the best run, the most aggressive and 
the most internationalised. Although Nomura faces increas- 
ing competition from the banks (particularly Japanese ones), 
it is in an almost unassailable position because of its "placing 
power," that is, its ability to distribute newly issued securi- 
ties to rich institutions. 

The final choice is Industrial Bank of Japan, the Mer- 
cedes-Benz of world investment banking. It has prepared 
well for the day when the wall separating banks from sec- 
urities firms is dismantled in Japan and the US. It owns a pri- 
mary dealer in New York and has close links with no fewer 
than three medium-sized Japanese brokers. It has the best 
corporate contacts in Japan. ü 
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Malaysian art for 
money's sake 


By Nick Seaward in Kuala Lumpur 


W ith no established art dealers 
in Kuala Lumpur and precious 
few galleries to boot, an investment 
in Malaysian contemporary paint- 
ings may seem a risky undertaking. 
However, this obscure section of 
the Asian art market has shown à 
healthy rate of appreciation over 
the past few years. Paintings can be 
resold to realise a profit — pro- 
vided you know the informal chan- 
nels through which the Malaysian 
cognoscenti operate. 

The market is also poised to 

laden. The first exhibition of 
waalaysian painting in the US was 
recently opened at Pasadena, 
California, and additional exhibi- 
tions are expected to be staged in 
London in 1989 and in Perth the fol- 
lowing year. “We are beginning to 
move, | think,” artist and one-time 
gallery owner Redza Piyadasa told 
the REVIEW. 

So far, only one Malaysian artist has broken into the inter- 
national art scene — Ibrahim Hussein — and his prices re- 
flect that fact. About 10 years ago, one of his large, abstract 
acrylics could have been bought for M$20,000 (US$7,567). 
But since an exhibition in Kuwait in 1977 with Andy Warhol, 
Ibrahim’s.works have risen in price to the M$80-100,000 
level. 

Ibrahim has also been the catalyst for the growth of a re- 
sale market. The curator of Malaysia’s national art gallery, 
Sharifah Fatimah Syed Zubir, said that a five-year-old Ib- 
rahim was sold recently at 300% its original price and there 
are signs that more people are trying to obtain his works for 
their investment potential. 

There are only two or three galleries in Malaysia featuring 

al contemporary paintings and all of them sell new works 
vu Consignment from the artists. Unlike the established art 
markets of Europe or North America, Malaysian collectors 
dislike being seen openly selling older works back into 


brahim Hussein's lipples.. 


the market. “They are very 
squeamish," said gallery owner 
Wong Mei Wan. 


Nevertheless, a resale market 
is evolving. Frequently an artist 
himself will act as a go-between, 
or the national art gallery will 
be asked to help. When the na- 
tional gallery organised a major 
retrospective of Ibrahim's works 


in 1986, it was found that at 
least 10 major canvasses had 
been sold-on by the original 
buyers. 


The market for new works is 
also improving — especially in 
Malaysia itself, where it has 
virtually become de rigeur for 
every self-respecting bank or 
large corporation to display ori- 
ginal pieces in its boardroom. 
Ibrahim estimates that there 
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are about eight serious private-collectors in Malaysia. The 
others are all institutions, led by the central bank, Bank 
Negara, which has been a heavy buyer for the past two 
years. 

Based on discussions with gallery owners, curators and 
some of the artists themselves, the 10 artists with the greatest 
potential for appreciation are: 

» Ibrahim: the colossus of the 
Malaysian art scene. His intricate 
abstracts are available only direct- 
ly from him. Larger canvasses sell 
for as much as M$100,000. He is 
very choosey about his custom- 
ers, 
» Tan Choon Ghee: Penang- 
based water-colourist. Prices for his 
landscapes have been improving 
every year. A small water-colour 
will sell for between M$800 and 
M$2,000. 
» Khalil Ibrahim: East Coast- 
based painter specialising in small 
water-colours and much larger ac- 
lics. Prices have been increasing 
slowly but steadily. His large can- 
vasses are much in demand by in- 
stitutions. Small water-colours sell 
for M$450-500 each. 
> Abdul Latiff Mohidin: produc- 
es very abstract works. Probably 
the best value available locally. 
Prices start at M$1,200. 
> Lye Yau Fatt: water-colourist, very much in demand. 
Prices for his works have risen by nearly 70% over the past 
two years. 
» Sharifah Fatimah Syed Zubir: curator of the national art 
gallery and a painter in her own right. Her abstracts in oils 
sell for about M$6-8,000. 
» Lim Joo Sun: prolific painter of rural kampung scenes in 
oils and acrylic. Prices for his works have been increasing at 
30-50% a year. 
» Chew Teng Beng: uses unique medium of home-made 
paper to create abstract landscapes. Popular in the US, 
where he lived for some years. Prices start at about M$1,000 
for his smaller works. 
» Chang Fee Ming: water colourist from the East Coast, 
specialising in rural kampung scenes. Had his first solo exhib- 
ition last year and is selling very well. Prices are 40% up on 
1987. 
» Yong Mun Sun: Penang-based artist, no longer living. 
His water-colour landscapes are 
very difficult to get hold of, 
but beware — his family is try- 
ing to sell its large collection en 
bloc, which could flood the mar- 
ket. 

This list should not be taken 
as an indication of artistic 
merit. There are other, more es- 
tablished artists whose  paint- 
ings are probably better but 
have less potential for apprecia- 
tion. 

There is also some downside 
risk. Some works are undoubted- 
ly over-priced when compared 
with works of similar quality in 
other countries. They have 
reached their current price levels 
because competently executed 
Malaysian art still has novelty 
value. Oo 
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Amsterdam Stock Exchange: bullish presumption. 


WHERE IU PUL TOUR MUNLI f: 


Time to re-rate 
the Dutch market 


By Anthony Rowley in Amsterdam 
he Netherlands, says an official brochure published 


by the Amsterdam Stock Exchange, has "always been an | 


ideal country for the investor in stocks and shares." An ex- 
change which can trace its origins back well over 300 years 
can perhaps be forgiven such bullish presumption. But the 
outlook does support the notion that Amsterdam will con- 
tinue to be attractive to investors in the future. 

Economic prospects for Holland in 1988 are solid if not 
wildly exciting and the corporate-earnings picture is quite 
promising. Tax reforms will have a positive effect on the cor- 
porate sector and what looks like being a period of relative 
strength for the US dollar will benefit many Dutch com- 
panies with operations overseas. 

Beyond these short-term considerations, the prospect of 
Amsterdam becoming a more internationalised stockmarket 
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in the run-up to the EC's single market in 1992 is a bull factor 
for overseas investors. So too is the fact that some of the 
many defences protecting Dutch companies against takeover 
bids are likely to be dismantled. This should lead to a general 
upward re-rating of the market. 

In the days immediately following last October crash, the 
Amsterdam market remained relatively liquid compared to 
other markets. The Amsterdam Stock Exchange, or Effec- 
tenbeurs, would claim that this was partly thanks to its floor- 
based, rather than screen-based, auction system. 

Whatever the reason, it is a fact that the Amsterdam mar- 
ket — most popularly measured by the ANP-CBS Index — 
has recovered more since October than many other markets. 
Overseas investors have been targeting Amsterdam in pre- 
ference to the larger West German stockmarket this year. 

The Dutch market might have risen a good deal further 
than it has in general index terms in recent months were it not 
for the highly international character of leading Netherlands 
pegs such as Royal Dutch (part of the Royal Dutch- 
Shell oil major), food group Unilever, electronics giant Phil- 
lips, and chemical combine AKZO. 

Because these stocks are traded actively in New York and 
London (where stockmarkets this year have been subdued in 
tone) as they are in Amsterdam, they have tended to act as a 
drag on the progress of the Dutch market. Royal Dutch alone 
represents something like 37% of the entire capitalisation of 
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the Amsterdam market and, if Unilever is added, the ratio 
rises to over 50% . With Phillips, AKZO and national airline 
KLM included, some 70% of the market is spoken for. 

The earnings outlook is felt by analysts to be generally 
good for Dutch companies, especially with the economy 
picking up steam in neighbouring West Germany. Dutch 
companies are sensitive to exchange-rate shifts by virtue of 
their international orientation and to shifts in the guilder-US 
dollar parity in particular. 

A stronger US dollar boosts Royal Dutch earnings, for in- 
stance, not only through sales to the US, but also through the 
benefits accruing from a dollar-denominated oil price. 

Industrial groups such as steelmaker Hoogovens also find 
the US market more receptive to Dutch exports when the 
dollar strengthens. (Unilever, with production localised in 
the Far East and elsewhere, tends not to benefit so much. ) 

These companies have benefited from the relative firm- 
ness of the dollar in recent months. This is expected to con- 
tinue until the US peecon election in November. A 
proposed cut in Dutch corporation tax (offset by a removal of 
investment-tax allowances) can be expected to boost cor- 
porate earnings of domestically oriented companies. 

An average p/e ratio of just above 10, based on 1987 ea 
ings, plus average equity yields approaching 5% do not lc... 
over-demanding. 

Given the extent to which the half dozen or so major 
Dutch companies are affected by movements (or lack of 
them) on London and Wall Street, there are arguments for 
buying the shares of banks or insurance companies. Their 
profile is not so international and they stand to gain from re- 
duced taxes and a drop in employers’ social-security con- 
tributions. Service companies in general should benefit. 

Dutch financial institutions — insurance companies and 
pension funds — which are major buyers of equities have 
traditionally stuck to the big companies, though the arrival of 
overseas analysts in the market (now that foreign banks and 
securities houses are free to buy into Dutch brokerages) 
means that smaller companies are being monitored and 
targeted. 

There is no shortage of listings from which to choose. At 
the end of 1987, there were 223 Dutch shares listed on the ex- 
change and 265 foreign shares. (Outside of London, Amster- 
dam has the most active and modern system of trading for- 
eign stocks within Europe.) 

For the longer term, the excitement in the Dutch market 
will be provided by what happens in the battle to dismantle 
corporate defence mechanisms. Dutch companies have tr. 
itionally built these into their articles of association to p.~ 
vent hostile takeovers. 

These range from the ability to issue voting preference 
stock to friendly holders or to swap voting ordinary shares for 
non-voting certificates to being able to restrict a shareholder 
to 120 votes irrespective of the size of his holding. 

Some of these restraints will not survive the proposed re- 
forms of EC capital markets which are scheduled before 
1992. The Amsterdam exchange itself is trying to compel 
companies to dismantle the more obvious takeover blocks. 

if these go, then a host of Dutch companies such as 
Nedlloyd shipping group (recently the object of Norwegian 
magnate Torstein Hagen’s attention), publisher Elsevier 
(said to be being courted by the British Reed group) and 
International Mueller (whose share price has risen sharply 
recently) would become immediate objects of investor in- 
terest. 

There are no exchange-control restraints on investment in 
the Amsterdam market and no capital-gains tax. A 25% di- 
vidend tax is levied, though double taxation treaties with a 
host of countries, including principal Far Eastern centres, 
obviates this impost for many foreign investors. Brokers’ 
commissions are on a sliding scale and there is a transaction 
tax of 0.12% , though with a ceiling of G 1,200 (US$555.60) 
for any one transaction. Oo 
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MARKET INDICATORS 


Asian stocks and unit trusts 
defy bearish pessimists 


By Christopher Marchand in Hongkong 


n à sharp reversal on last year, the 

Southeast and East Asian equity mar- 
kets have so far been this year's top in- 
vestment performers. By contrast, con- 
servative fund managers, such as those 
at Jardine Fleming and Wardley who 
opted for cash or bond holdings, are 
having a poor 1988. 

As ever, the question boils down to a 
matter of reading the macro-economic 
picture correctly. Conservative fund 
managers who thought that deflation 
and a global economic slump were the 
legacy of the stockmarket crash have 
been proved wrong. The world econ- 
omy's avoidance of an inflationary vor- 
tex has also been bad for the gold funds. 

“Its not 1930 all over again," says 
Thornton's Kevin Grant, “the resilience 
of world economies this year will lead to 
the strongest growth in OECD coun- 
tries since 1984." 

Indeed, Asian stockmarkets, geared 
as they are to high economic growth, 
have been among the world's best per- 
forming this year. Reflecting this, most 
Hongkong-based fund managers rec- 
ommend holding Southeast and East 
Asian equity unit trusts. Singapore and 
Malaysia are the favourites, but Hong- 
kong is seen as cheap. 

esilient economic growth, low and 
controlled inflation, and the probability 
that interest rates will not rise sharply 
this year from present levels (most man- 
agers think that US rates are already too 
high) could add up to a good second half- 
year for equities, the managers reckon. 

The exception, Wardleys’ Stephen 
Swift, accepts that bond and cash unit 
trusts could continue to show losses this 
year. But he believes this strategy in- 
sures the investor against the downside, 
should Asian stockmarkets suddenly 
crash again. 

The majority view is also that the US 
dollar's decline has bottomed out. Fears 
that the dollar has not fallen enough A 
acp adjust the US trade deficit and 
sible political turbulence ahead o the 
US presidential election are largely dis- 
counted. 

Fidelity managing director Norman 
Day suggests a dip in US equities. Ris- 
ing interest rates and inflation have, 
however, made British equities a poor 
buy. “Once people perceive that UK in- 
terest rates will move down rather than 
up, British equities will again come back 
into fashion," says Gartmore's James 
Filmer Wilson, whose company thought 
British equities would be strong per- 
formers this year. 

Enthusiasm for Japan, however, is 


diminishing. Managers cite the greater- 
risk profile in the boi of a weakening 
en, stockmarket vulnerability to 
igher interest rates and high earnings 
multiples, even by Japanese standards. 
Fund managers have also improved 
their returns when measured against 
market averages. Of the Asian markets, 
eight out of 14 funds in Hongkong beat 
the Hang Seng Index in the first half of 
this year. (As compared with three out 
of 10 in 1987.) 
In Singapore/Malaysia, four out of 
seven beat the index and all 14 Asean 
unit trusts beat the index. That reflected 


the commodity price boom in rubber 
and palm-oil prices. Plantation stocks 
have been among the unit trusts’ favour- 
ite choices. 
Apart 
Thornton’s Grant favours Australian 
equities. Positive economic fundamen- 


from Asian stocks, 


tals, a stronger currency and plans to 
change Australian tax laws, which were 
announced in May, will encourage more 
Australian institutions to invest in local 
stocks, Grant believes. 

Schroder Asia's Stewart Aldcroft 
recommends energy stocks. Schroders’ 
energy fund gained 22% in the first half 
of this year. The fund is invested in a 
mix of US and British energy stocks, 
Continental European oil companies, 
Japanese gas companies and Australian 
and Canadian mining stocks. Aldcroft 
thinks that the Gulf War will end oil 
dumping, which will prompt prices to 
firm, while the world energy industry is 
still a focus for more takeover activity. 

The fund managers’ optimism could 
be right. The question, however, is 
whether they will know when to call the 
current rally, and switch into cash in ad- 
vance of an economic downturn. 
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Construction stocks 
from go to whoa 


By Review Correspondents 


Cl has made — and broken — many an Asian 
investor over past decades. Topping the volatility stakes 
in the sector at present are South Korean construction 
stocks, the darlings of speculators on the Seoul bourse. This 
year construction stocks have risen 10576, three times the 
gain of the market index, which is up 30.276. Last year, they 
advanced 123% compared with 92.6% for the market. 

Construction shares dance on rumours of rapprochement 
with China, the Soviet Union and North Korea, with 
speculators bidding up prices in the far-fetched hope that 
construction firms will start signing contracts for lucrative 
work in socialist countries. 

But the stocks really sizzle on hopes for peace between 
Iran and Iraq, where South Ko- 
rean contactors began doing ex- 
tensive work in the 1970s. 

Hyundai Engineering and 
Construction (HEC) will be the 
biggest beneficiary of peace in 
the Gulf. HEC is owed about 
US$1.4 billion worldwide, in- 
cluding about US$525 million 
from Iraq alone. “The ceasefire is 
a blessing from heaven for HEC," 
says Citicorp Scrimgeour Vickers 
analyst Y. W. Kim. Daewoo Con- 
struction, Daelim Construction 
and Samsung Construction also 
have contracts in Iran or Iraq. 

Kwon Young Gun, senior 
economist of Ssangyong Eco- 
nomic Research Institute, says 
"investors are buying these 
stocks because they remember 
when stock prices increased more 
than 10-fold between 1975 and 
1978." Investors reckon that con- 
struction shares are cheap com- 

ared with others, conveniently 
ignoring that these firms are also 
more highly geared and less pro- 
fitable than other shares. 

But some analysts claim that profitability is improving, 
that domestic demand will rise because of heavy infrastruc- 
ture spending, and that South Korean firms abroad are well 
placed to take advantage of a revitalised Middle East market 
and to extend their reach to the US, China and Japan. 
Daewoo Construction and Samhwan Construction have be- 
come the first Korean firms to receive licences in Japan. 

But investing in construction shares is not for the faint 
hearted — these stocks move on market rumour and hype. “I 
don't know if the fundamentals matter," says Lee Won Ki of 
W. I. Carr. The speculators' interest in ramping construction 
shares prompted government watchdogs to put 11 of the 
more speculative issues under surveillance at the end of July. 

In Malaysia, meanwhile, most construction-based stocks 
on the Kuala Lumpur Stock Exchange are considered by 
brokers to be over-priced. Pilecon Engineering made a loss 
last year and is not popular, and the availability of its shares is 
limited. YTL Corp., the listed arm of well-known Yeoh 
Tiong Lay, is not much of a bargain either, selling at a price/ 
earnings ratio (p/e) of nearly 150 times. 

Probably the best buy at the moment is recently re-listed 
United Engineers (Malaysia) (UEM). It is still trading at a 
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p/e of 36 times, but this is based on 1987's results. UEM, 
which holds the concession to build and operate the 
rivatised North-South FOSSE. has just announced interim 


igures of M$22.4 million (US$8.5 million) for the first half. 
It is forecasting a year-end profit of M$47.4 million, com- 
pared with an earlier forecast of M$33 million, giving UEM a 
prospective p/e of 7 times. 

Peripheral construction plays includes Maruichi Steel 
Tube, which produces steel pipe and is trading at 18 times 
earnings, and the construction materials firm Hume Indus- 
a considered to be over-priced, trading at a multiple of 

Singapore’s property market is showing marked improve- 
ment, though the construction sector is not viewed favoura- 
bly by brokers. Most major civil construction projects are 
now winding down and the $$2.2 billion (US$1.1 billion) ex- 
tension to the Mass Rapid Transit (MRT) is not expected to 
be put to contract for another year. The Housing Develop- 
ment Board is building fewer blocks. 

Lum Chang Holdings is attracting some interest, though 
mainly because it is diversifying out of construction. It has in- 
terests in property and has ` 
cently branched into finan: 
services by acquiring City Sec- 
urities. L&M Group Investments 
has also ventured into property. 
It specialises in pre-stressed 
structures, and is expected to do 
well when the MRT extension is 
started. 

Lim Kah Ngam made a loss 
last year and is not much fancied, 
while Lee Kim Tah is considered 
by brokers to be too heavily de- 
pendent on the public housing 
construction sector, which has 
few growth prospects. 

The outlook for Hongkong's 
construction sector appears posi- 
tive, save any substantial in- 
crease in interest rates. The gov- 
ernment's capital works reserve 
is expected to increase by 3276 
this fiscal year and 22% in the 
next. James Capel analyst Chris- 
topher Chong predicts priv^** 
construction budgets will gi 
19% in 1988, before slowing to 
11% next year. 

 REVIEWTABLE Among listed construction 
companies, Hsin Chong Holdings looks the safest. Controlled 
by the Yeh family, it has substantial property holdings and 
benefits from a high degree of secure recurrent income. A 
sizeable portion of its outstanding contracts are government 


jobs. Last year, Hsin Chong earned net profits of HK$93.4 


million (US$11.9 million) on turnover of HK$900.9 million. 

Another sensible play is Li Ka-shing's Green Island Ce- 
ment, which has a virtual monopoly over Hongkong's ready 
mix market and which has benefited from increased demand 
stemming from high steel prices. An added fundamental 
bonus of the company is Bank of China's (BoC) 1076 hold- 
ing. A number of institutional holders, such as Chin Tung 
Securities, count Green Island among their current favour- 
ites. Its net profits in 1987 were HK$80.5 million on turnover 
of HK$554 million. 

A more interesting play is Shui On which is to hive off its 
construction and contracting divisions into a separately listed 
vehicle. The divisions earned HK$25.2 million on turnover 
of HK$1.9 billion for the year ending 31 March. 

More mysterious are the prospects of Kumagai HK, a lo- 
cally listed subsidiary of Japan's giant Kumagai Gumi. While 
it has picked up some big jobs, its reputation — and next 
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year’s earnings — remain hostage to the cost over- 
runs of the new BoC building. Kumagai HK posted pro- 
fits of HK$76 million last year on turnover of HK$1.75 
billion, 

Thailand’s construction materials companies have been 
the big winners in the country’s current economic boom. 
With builders working flat out, and a long list of public and 
private development projects ahead, the future is bright. 

Plays on the Securities Exchange of Thailand (SET) in- 
clude the three big cement firms, Siam Cement (SCC), Siam 
City Cement (SCCC) and Jalaprathan Cement. They are at 
or near full capacity and are bringing on more capacity next 
year. 

SCC turned in a 124% rise in first-half earnings on a small- 
er climb in gross, stemming from a concerted efficency cam- 
paign in the past year. SCC's consolidated earnings also re- 
flect the earnings of subsidiaries in asbestos-cement pro- 
ducts, PVC pipes, ceramic tiles and sanitary fittings, and 
plywood and particle boards. 

SCCC's first-half earnings disappointed investors, with 
earnings a share falling from Baht 42 to Baht 35. Improve- 
—^nt is expected in the second half. SCCC has subsidiaries in 

ncrete products, tiles, pipes, sanitary ware, and fine 
ecramics. 

Cement earnings have skyrocketed; earnings in other sec- 
tors have grown less fast, while the prices of constuction 
steel, PVC papos and wood sheets have climbed rapidly, up 
an average 20%. 

One of the most popular counters, and the one with the 
SET’s highest price-book value ratio (10.96), is American 
Standard. AS in 1986-87 had a 58% share of the rapidly grow- 
ing local sanitaryware market. Exports have also performed 
strongly, though hit by US protectionist measures. Prospec- 
tive return on equity this year is nearly 40% , and an attrac- 
tion of AS is its high payout ratio, averaging above 70% for 
Six years. 

in Taiwan, construction shares have made solid gains as a 
result of the booming real estate market. Property values 
have soared in the past year, some by as much as 80% , setting 
off a surge in new buildings. The boom is cooling down, how- 
ever, as government measures to tighten credit have suc- 
ceeded in dampening rampant property speculation. In the 
first half of 1988, construction stocks have been the third best 
performing sector, after banks and plastics. 

Taiwan’s best construction counter is Cathay Construc- 
tien. A reliable company with stable earnings and strong 

inagement, its membership of the Lin Yuan Group, which 
includes Cathay Life Insurance, has allowed it to take advan- 
tage of Cathay Life's financial expertise and ability to finance 
land acquisitions. The company is forecasting profits this 
year of NT$1.1 billion (US$38.5 million), up 67.5% from in 
1987, on revenues of NT$5.8 billion. 

Pao Ku Construction is mainly a civil engineering com- 
pany with steady contracts with state-run power, rail and 
telephone monopolies. Founded in 1972, it was only listed 
early this month and is considered a good buy during its 
"honeymoon period" — the stock is selling for a low NT$25 a 
share. The company recently merged with a computer sub- 
sidiary which will provide 35% of its revenue this year. Earn- 
ings per share are projected to rise 18.7% to NT$1.46. 

Pacific Construction's solid reputation as a house builder 
has helped it obtain government building contracts. Pacific's 
investments include a 7096 stake in Taiwan's leading real es- 
tate firm, Pacific Rehouse, and a partnership in Taipei's new 
Sogo Department Store. From a three-year Joint-venture de- 
velopment project in Indonesia, the company expects to 
bring in NT$200 million profit. 

The company earned NT$635 million last year, on rev- 
enues of NT$3.6 billion, but profits will be squeezed in 1988 
because it had to buy land at the market's peak. As a result, 
earnings per share are expected to fall 9.8% . Pacific's shares 
are a frequent target of stock manipulators. Oo 
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Beware the touch 
in London dealing 


By Leah Charles in London 


|o seems to be the place to buy and sell shares, if 
you are a big investor. But if you are small — that usually 
means someone dealing with less than £10,000 (US$16,800) — 
then think twice before parting with your cash. 

Commissions on small deals have increased substantially 
since Big Bang on 26 October 1986, the day when London 
threw out fixed minimum-commission scales and allowed 
stock exchange member firms to trade both as principals and 
agents. For bigger, mainly institutional clients, the picture isa 
lot rosier. But even they are beginning to grumble. 

While commissions are now negotiable between brokers 
and clients, the majority of brokers still charge the former 
fixed-commission rate of 1.65% for the first £7,000 considera- 
tion in British stocks. In many cases, minimum commissions 
have increased from about £10 during the fixed minimum- 
commission days, to around £20 or £25 now. 

It is on the larger, institutional deals that savings in com- 
mission can be obtained. After Big Bang. many institutional 
investors chose to deal directly with market makers, thus av- 
oiding brokers’ commissions. Many have since returned to 
using a broker. 

The main ra- 
tionale seems to be 
that the research and 
advice offered by 
some brokers are 
well worth the com- 
mission. On deals 
over £100,000, com- 
mission rates aver- 
age 0.25% com- 
pared to 0.31% in 
the past, and some- 
what lower than the 
fixed-commission 
rate of 0.58%. 

Commissions attract value-added tax (VAT) at 15% of the 
commission paid if the deal is transacted by a broker acting as 
agent. A rather anomalous situation exists where, if you buy 
or sell from a firm which deals in its principal capacity — that 
is, from its own book — then no VAT is chargeable. The sav- 
ing is not large — less than £40 on a £100,000 deal. On top of 
the commission, investors pay 0.5% stamp-duty tax on stocks 
registered in Britain. 

Another transaction cost which is significant is the price- 
spread, or “touch” — the smallest difference between market 
makers’ price-spreads in a stock. Because the London trading 
system is based on market makers quoting a two-way price in 
stocks (bid and offer prices), the size of their price-spread is 
effectively a transaction cost in that it indicates the amount a 
stock has to rise for you to break-even (assuming there are no 
other transaction costs, which unfortunately there are). 

On the larger, more actively traded British stocks, touches 
are about 1.2% of the mid-price, some 50% higher than be- 
fore the crash. On smaller issues, touches are currently 3-6% , 
almost double their pre-crash levels. 

The London exchange's own quarterly review of market 
activity, The Quality of Markets Quarterly: Spring 1988 
suggests that market makers' competitive-pricing strategy 
during the euphoric bull-market period following Big Bang 
was rather over-zealous. 

What is more worrying is that, now that volatility is back 
down to pre-crash levels, spreads remain so much higher than 
before the crash, and even before Big Bang. o 
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Malaysian financier pays his debts with money to spare 


Khoo’s bloodless coup 


By Jonathan Friedland 


fter 20 months of palace intrigue, 

globe-spanning lawsuits, and a 
dramatic court trial, fugitive Malaysian 
financier Tan Sri Khoo Teck Puat and 
his now-defunct National Bank of 
Brunei (NBB) turned out to be a good 
— if rather tardy — credit risk. 

Nonetheless, the repayment in full 
on 11 August of US$280 million in debts 
owed to various creditors by NBB will 
not be enough to win the 71-year-old 
businessman a return l 
ticket to Singapore, 
home of his family and 
his once widely ranging 
business interests. Thus 
Khoo, who has twice be- 
fore returned phoenix- 
like from the maw of 
scandal, and who still has 
substantial personal as- 
sets — including a 7.6% 
stake in Standard Char- 
tered Bank and valuable 
Singapore property 
holdings — is unlikely to 
rise again as a first-rank 
regional tycoon. 

Khoo still faces five 
unanswered criminal 
charges in Brunei result- 
ing from a 1987 investi- 
gation which found that his family had 
channelled B$1.33 billion (US$653.6 
million) in loans from their 98% -owned 
NBB to a complex web of related com- 
panies. 

A well-placed lawyer in Bandar Seri 
Begawan told the REVIEW that while 
the Brunei Government is unlikely to 
press vigorously its warrant for Khoo's 
arrest and has cancelled a slew of civil 
claims now that the debts have been re- 
paid, the Sultanate “doesn’t appear in- 
clined to drop the criminal charges." To 
do so would be unfair to Khoo's eldest 
son, former NBB chairman Khoo Ban 
Hock, and two other bank officials who 
were jailed following a lengthy investi- 
gation and trial. 

While Ban Hock will likely be freed 
from Brunei's Jerudong prison in Nov- 
ember with time off for good behaviour, 
sources in Bandar say that the Sultan, 
Sir Hassanal Bolkiah, remains angry at 
Khoo senior for bringing scandal to the 
palace doorstep. (The sultan's brother 
was president of NBB until two months 
before it was closed.) 

As such, the sale for A$540 million 
(US$440 million) of the crown jewel of 
Khoo's holdings, the Australian-based 
Southern Pacific Hotel Corp., will not 
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confer upon the financier the mobility 
he badly wants. If Khoo were to set foot 
in Malaysia or Singapore, he would au- 
tomatically be liable to be extradited be- 
cause of a triangular agreement with 
Brunei on fugitives. 

Despite being denied entry to the 
scene of his earlier triumphs (as well as 
disasters, like his humiliating 1967 ous- 
ter as managing director of Malayan 
Banking Corp. after allegations similar 
to those which he stands 
accused of in Brunei), 


quoted John Young, à 
retiring Southern Pacific 
director, as saying the 
financier had "honoured 
his often stated inten- 
tion" to repay the debts 
and as a result of the set- 
tlement has “a very sub- 
stantial surplus of assets 
in Singapore, Australia 
and elsewhere." 

Indeed, an analysis of 
the sale of Southern 
Pacific to a unit of Hong- 
kong-based William Hunt Holdings, 
shows that Khoo has not lost his knack 
for making the most of a bad situation. 
William Hunt's 67% -owned Hale Inter- 
national paid A$490 million cash for the 
48-hotel chain, a payment reflecting the 


MARKETS 


net value of Southern Pacific less its 
liabilities. More than 30 international 
banks, as well as the Brunei Govern- 
ment, were automatically credited with 
US$280 million of the sale proceeds. 
This was the quid pro quo for Brunei's 
release for sale of all but four of South- 
ern Pacific's 100,000 issued shares 
seized when NBB was closed. 

Some US$112 million, however, 
went right back to Khoo-controlled 
companies. The family's Singapore 
erg: listed vehicles, Goodwood 

otel Group and Central Properti 
and its listed Hongkong arm, Equity 
nance, appear to have received S$158.8 
million (US$79.4 million) from the 
Southern Pacific sale. This was ostensi- 
bly to cover deposits seized when the 
Brunei Government closed NBB in 
November 1986, plus interest to the pre- 
sent date. 


D rosecutors said during the 1987 trial 
that these deposits were made im- 
mediately before NBB's closure when 
Khoo was alleged to have been desper- 
ately trying to shore up the bank's neg- 
ligible capital base. The remaining 

$$32.6 million, before Brunei's legal 
costs of an estimated US$5 million is 
subtracted, is understood to have gone 
to Khoo himself. 

The settlement leaves Khoo with his 
majority stakes in Goodwood, Central 
and Equity Finance substantially en- 
riched. And, perhaps more impor- 
tantly, it leaves untouched his stake 


Value-added tacks 


Singapore companies start to hive off assets 


sset stripping, a tried and true 

method in more advanced equity 
markets for realising value, has come to 
Singapore. Over the past month, three 
major local firms have announced their 
intention to spin off and publicly list a 
substantial chunk of their existing oper- 
ations. Two other local counters are ex- 
pected to follow. 

The first company to announce a 
spin-off, Cold Storage Holdings plc, is 
aiming to win market sanction for the 
pricing of its property holdings at S$240 
million (US$117.9 million). The separate 
listing of its C. S. Properties (CSP), hol- 
der of the Centrepoint and Jelita shop- 


ping centres as well as two potential 
downtown development sites, is being 
carried out through a bonus issue to 
existing shareholders. 

The big winners in the deal, accord- 
ing to analysts, will be two companies 
which bought 50% of the supermarket 
chain shortly after the October crash — 
local counter Fraser & Neave and the 
Asian subsidiary of Australian-based 
food-processing giant, Goodman, Field- 
er and Wattie. 

Even if the remaining 17% of CSP 
shares not held by the parent com- 
pany or its shareholders were, in an 
unlikely event, to fall flat on their faces, 


25 AUGUST 1988 e FAR EASTERN ECONOMIC REVIEW 









| substantial. property | holdings 


throughout Southeast Asia and 
Australia. 

NBB was closed after Brunei 
officials discovered that more 
than 9876 of its loans were going 
to Khoo-related companies in 
Brunei, We and and Hong- 
kong, albeit far less substan- 
tive ones than the Goodwood 
Group, Central Properties and 
Equity Finance. Loans to these 
companies, the prosecution al- 
leged, dwarfed deposits on 
hand. Instead, the lending oper- 
ation — which picked up when- 
ever Khoo was on the acquisi- 
tion trail — was funded out of in- 
terbank borrowings, they claim- 
ed. In chasing after the funds 
owed to NBB, Brunei sued 11 of 
Khoo's shell companies and 16 
related guarantors. Most had lit- 

' or no tangible assets. 

[t is a tribute to Khoo that his 
creditors are also quite happy 
with the sale of Southern Pacific 
arranged in Australia. Especially | 
grateful are the large number of 
banks that b provided. | 
NBB with completely unsecured 
interbank credit lines. 

The international banks — 
many of whom saw their Singa- 
pore business fall virtually 
moribund over the two years — 
were paid the principal sum owed 
plus interest backdated to the 
time when the loans were made, 
an amount totalling US$210 mil- 
lion. Since most of them had 
made provisions against their loans to 
NBB, and some of the term lenders, in- 
cluding one major US bank, had sold 
outstanding claims to collection agen- 
cies, the repayment in full was, in the 
words of one Singapore-based European 
"o ker, “an unexpectedly happy ending." 





Fraser & Neave alone stands to add a 
cool S$17 million to its portfolio 
through the one-for-two bonus issue. A 
successful launch of CSP is expected to 
prompt the Oversea-Chinese Banking 
Corp. (OCBC) to hive off its property 
arm. 


M Par is adopting a different ap- 
proach in the separation of its phar- 
maceutical division from the parent 
company. The company will offer 18.75 
million shares of the new listing, 
to be known as Tiger Balm after its 
most famous and lucrative product, to 
the public at a price of S$1.70 a 
share. 

If the flotation is successful, this will 
allow Haw Par to realise a value of $$127.5 
million for Tiger Balm, an amount 15 
times the division's current contribution 
to the bottom line. The attraction of 
Tiger Balm, however, does not rest with 
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This was especially the case for Stan- 
dard Chartered, which had lent NBB an 
estimated S$80 million — most of that 
after Khoo had acquired his stake in the 
bank — and had as a result faced a Bank 
of England (BoE) investigation. (In the 
end, it was cleared of any wrongdoing.) 


its current earnings. In 1991, an un- 
favourable joint-venture agreement for 
the production and marketing of Tiger 
Balm in Southeast Asia will expire, leav- 
ing the new firm — which will also incor- 
porate Haw Par's ethical drugs sub- 
sidiary, Drug Houses of Australia 
(Asia) — with strong future profit poten- 
tial of at least three times current in- 
come. 

Far less is known about the approach 
to be adopted by Singapore Press Hold- 
ings in its planned spin-off of Times Pub- 
lishing (TP), other than the fact that a 
bonus-issue scheme will be used. TP, one 
of SPH’s four operating divisions, is en- 
gaged in commercial printing, publish- 
ing and retailing. Unlike the parent com- 
pany, whose growth potential is stymied 
by its total monopoly on print media in 
Singapore, TP is expected to look abroad 
for publishing acquisitions. 

— Jonathan Friedland 
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For its part, the Brunei Gov- : 
ernment received US$70 mil- 
lion, the amount it had paid out 
to local depositors when NBB 
was closed. Just to make sure, in 
fact, that none of its citizens still 
had grievances against the bank 
— once the second biggestinthe | 
tiny Sultanate — authorities ear- | 


vertisement in the Borneo Bulle- 
tin asking those with remaining 


_ | ff claims against NBB to notify the 


(d Finance Ministry. 





writes 
from London: Just as Khoo has 
"i 1 cleared up his financial prob- 

-§ lems in Brunei, his stake in Stan- 
dard Chartered may be coming 
under pressure. The BoE ap- 

ears to want some or all of 
standard Chartered’s three 
major shareholders to disinvest. 
Along with Khoo these are 
Hongkong tycoon Sir Y. K., Pao 
and Australia’s Bell Group. 
They built up their stakes when 
helping Standard Chartered 
fight off a bid from Lloyds Bank 
in 1986. 

The BoE is believed to sup- 
port the wish of Standard Char- 
tered to have these holdings re- 
duced. The Observer reported 
that the BoE had given an un- i. 
dertaking to Alan Bond, the i|. 
new controller of the Bell 
Group, to find buyers for its 
stake. 

Observers believe the BoE 


REVICWTABLE w ancy Tang Wishes to re-establish Standard 


Chartered as a strong, independent in- - 
stitution and may well prefer Standard 
Chartered to have a wide spread of in- 
stitutional shareholders rather than sev- 
eral powerful individual shareholders. 
The bank certainly wants Standard - 
Chartered to go ahead with its much- 
awaited rights issue to bring its capital 
ratios back up to a more conservative 
level. 

It would be costly for Khoo, who 
holds 7.676 of the Standard Chartered 
equity, as well as Pao and the Bell 
Group, each with 14.9%, to take up 
their full entitlements. On the terms of 
the issue being suggested in the London 
market, Khoo would face a payment of 
£15-23 million (US$25.7-39.5 mil- 
lion). 

While Bond has already hinted that 
he is willing to sell Bell Group's 
stake — Australia’s Adsteam group has 
been suggested as one possible buyer — 
Khoo and Pao may be less keen. They 
are believed to — have paid 
an average of around 750-800p a share, 
against the recent market price of 
500p. They might not like to take a 
big loss so publicly. But Khoo’s ability 
to hold on has certainly been im- 


proved by the settlement of the NBB 


debts. 








lier this month took out an ad- |. 


ECONOMIES 


Freedom to fail 


Tight credit pushes New Zealand into recession 


By Ron Richardson in Auckland 


fter four years of radical restructur- 

ing, the New Zealand economy is 
mired in recession. Production is stag- 
nating, ruralyndustry is contracting and 
unemployment is at a record level and 
rising. The only surprise is that the 
slump was so long in coming as business 
struggled to cope with a squeeze that 
saw short-term interest rates last year 
top 26%. 

Businessmen and analysts say the 
bull market in property and equities 
through 1986 and much of 1987 
cushioned the earlier im- 
pact of the credit squeeze 
which was implemented 
after the Labour Party 


came to power in July 1984. Qus m 
Since the government 

led by David Lange took 

office, outside attention 


has been focused on ef- 
forts by Finance Minister 
Roger Douglas to re- 
vitalise an — economy 
choked by controls and 
burdened with heavy for- 
eign and domestic debt. 
But Douglas' top priority 
has always been to curb in- 
flation which had been 
running at a double-digit 
level for more than 15 
years. 

The latest consumer 

rice index figures suggest 
» is winning that battle at 73 '74 
least. Inflation in the first 
half of the year was down 
to an annual rate of 5.276. 
However, the price paid 
has been continuing puni- 
tive interest rates and the 
elimination of tens of thousands of 
jobs. 

Douglas agrees that it is government 
policy which has caused the recession. 
“The economy is at the low point that 
we knew was inevitable, but the seeds of 
recovery are there," Douglas told the 
REVIEW. Recession is the short-term 
price that New Zealand must pay to be- 
come internationally competitive, while 
living within its means. 

Inflation is beaten, Douglas be- 
lieves. The Reserve Bank (the central 
bank) is predicting an inflation rate of 
3% by the end ot next year. But, mean- 
while, the central bank is continuing its 
"firm" monetary policy because it be- 
lieves inflationary expectations are 
widespread. Real long-term interest 
rates are still currently around 7.5% and 
short-term rates hover at 8.5% , causing 
businessmen to ask how they can afford 
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(i) A price freeze was in place from June 1982 to Feb. 1984. 
(ii) Includes 6-796 due to imposition of a 10% value added tax in Oct. 1986. 
(iii) Annualised half-year rate. 
(iv) Annualised quarterly rate. 
(v) Five-year government stock. 


the investment needed to take advan- 
tage of the new economic freedoms 
Douglas has opened to them. 

No one is forecasting that the econ- 
omy will pick up In the national 
budget presented on 28 July (REVIEW, 
11 Aug.), Douglas made no concessions 
to short-term stimulation. A just-pub- 
lished forecast by the Reserve Bank 
sees the economy remaining stagnant 
for the rest of the year, with modest 
growth resuming some time next year. 

Douglas himself believes the down- 


NEW ZEALAND'S CHRONIC INFLATION 


(Annual consumer price index movement) 
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New jobs a top priority 


turn will not be as deep or as long as pa 
vious New Zealand recessions. One 
reason is that manufacturers had been 
careful not to build up excessive stocks 
because of high carrying-costs. There 
has not been a sharp build-up of inven- 
tory as sales have slowed, with manufac- 
turers’ stocks at the end of March up 
only 11% from a year earlier. The tur- 
naround, when it comes, should flow 
though to new production fairly quickly. 
However, recovery may not see a 
uick improvement in unemployment. 
e number of jobless has risen by 35% 
over the past year to stand at a post-war 
record 5% of the workforce, using inter- 
national definitions, or 8.5% using La- 
bour Department criteria. The Reserve 
Bank says suggestions that the number 
of unemployed will rise from the current 
113,000 to about 150,000 by the end of 
the year are “not unrealistic,” while 
some private analysts fore- 
cast a total nearer 180,000. 
According to Dougl 
much of the unempk 
ment has been a result of 
structural reform "that 
should have happened 10 
or 20 years ago" rather 
than the current recession. 
In some rural areas which 
have been severely hit 
by the removal of sub- 
sidies and price-support 
schemes, unemployment 
rates exceed 20%. The 
growing number of people 
who have seen their jobs 
go as a result of official 
p is a serious political 
e 


dies m for a government 
acked by the trade 
unions. 


The finance minister 
has so far been able to 
carry with him the major- 
ity of the Labour cabinet 
as he has introduc — 
sweeping policy reforr 
But in return he has had to 








Tourism, private sector the keys to recovery 


f New Zealand is to recover quickly 

from its recession, the four years of 
economic restructuring will have to pay 
off with new jobs, investment and for- 
eign earnings. Where will they come 
from? 

Douglas, along with many others, 
sees tourism as the best bet for rapid 
growth once the Japanese now flocking 
to Australia begin to look further afield. 
The finance minister also sees promise in 
some areas of horticulture and meat- 
production, along with financial ser- 
vices. 

In the longer term, the timber indus- 
try will have enormous numbers of trees 





maturing in the mid- to late 1990s offer- 
ing the raw materials for expanded pro- 
cessing. But in the laissez faire world of 
Roger Douglas “it’s not the govern- 
ment's business to say where the jobs 
will be." 

Lion Corp.'s John Fernyhough sees 
tourism as “the refrigeration of the 
1980s." He explained that a century ago 
New Zealand was in dire straits as it 
struggled to find competitive products to 
sell to Britain. It was saved by the advent 
of refrigerated shipping, which enabled 
New Zealand to deliver fresh meat to the 
British market. 

Fernyhough, a former deputy chair- 
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leave largely untouched 
government spending on 
social welfare ^ areas 
Sy tea on education, 
which is overseen by 
Lange, is up 11.6% in the 
budget) while turning 
government commercial 
operations like forestry or 
coal mining into self- 
funding corporations. 

But the sharp rise in 
unemployment has set off 
a groundswell of opposi- 
tion within the Labour 
Party to Douglas' latest 
restructuring plans an- 
nounced in the budget. 
He wants to sell off all or part of more 
than a dozen state-run corporations. 
Proceeds would be used to pay off some 
of the public debt, which stands at 
around NZ$39 billion (US$26.2 billion) 
— NZSI7 billion of it in foreign cur- 

cy. 


ouglas’ strategy in managing the 
LJ public sector has been to cut back 
the budget deficit — which was running 
at 8% of GDP when he became finance 
minister — in part by abolishing support 
payments to various industries. This 
was justified as being both fiscally 
rudent and a step towards making 
industry, and especially agriculture, 
face the true costs of the international 
market, with the survivors being com- 
petitive. 

Analysts say New Zealand’s present 
economic problems began when, for po- 
litical reasons, it failed to adjust to the 
loss of the preferential market it had for 
its pastoral products in Britain when 
Britain joined the European Economic 
Community in 1973: 

Rather than accepting change, suc- 
cessive governments attempted to ae 
port uncompetitive industries with sub- 
“es and high protective barriers. New 

iland became a “cost plus" society, 
according to John Fernyhough, a direc- 


man of the Securities Commission, is op- 
timistic that the private sector will take 
the initiative in creating new growth. 
"There is a huge amount of energy that 
has been unleashed among businessmen 
[by deregulation],” he said. 

One source of growth often over- 
looked is New Zealand's unrestricted 
company takeover rules. The same lax 
regulations which has allowed Ron 
Brierly and Bruce Judge to trade cor- 
porate assets with unrestrained en- 
thusiasm, also saw the entrenched old 
school tie boardrooms of major man- 
ufacturing companies of a decade ago 
completely replaced by younger, well- 
trained executives during the takeover 
fever of the bull market. 

“This is a very strong basis for the fu- 
ture," said Fernyhough. 

— Ron Richardson 
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tor of brewing group Lion 
Corp., with the govern- 
ment stepping in to un- 
derwrite the survival of 
uneconomic sectors. 
Even exports of some 
products were made pos- 
sible only with generous 
government financial 
support. 

n à bid to break away 
from its dependence on 
agriculture, the then Na- 
tional Party government 
led by Robert Muldoon in 
the early 1980s adopted a 
so-called "Think Big" 
programme to develop in- 
dustrial projects based on high-cost 
domestic energy resources. The pro- 

ramme, financed with foreign borrow- 
ing, proved ill-timed as Opec lost con- 
trol of the world oil market and prices 
began to fall, leaving New Zealand with 
a portfolio of uneconomic industries 
which ultimately accounted for US$5.7 
billion of public foreign debt. 

When the Labour Party came to 
power, Douglas moved quickly to scrap 
the subsidies which were a major source 
of inflation, sell off the Think Big pro- 


jects and abolish restrictive regulations 


in an attempt to raise overall economic 
efficiency. The New Zealand dollar was 
devalued by 20% (and paces eie al- 
lowed to float), export subsidies scrap- 
ped and interest-rate controls abolished 
(wiping out 72 different categories of 
rates administered by the Reserve 
Bank). 

One of the main complaints of busi- 
ness, which in general has supported the 
Douglas reform gone: is that the 
combination of high interest rates and 
the floating dollar have artificially 
bolstered the exchange rate by attract- 
ing a high inflow of foreign capital. The 
currency has floated up from 
NZ$1:US$0.44 after the devaluation to 
around NZ$1:US$0.66 today. 

Critics argue that the government is 
keeping the exchange rate strong to 
help with the repayment of foreign 
debt, a charge that is denied by Douglas 
and by the Reserve Bank. Peter 
Nicholl, assistant governor of the bank, 
said that as long as the bank targets in- 
flation in its monetary policy, interest 
rates will continue to be high. The capi- 
tal inflow and strong exchange rate are a 
side effect of this, rather than a goal. 

The need to bring inflation under 
control has been such à peta that the 
high interest rate policy has been inevit- 
able, Nicholl said. But with inflation 
coming down, an alternative policy may 
soon be possible, he added. 

While this would likely see a turn- 
around in the capital inflow which has 
been helping to offset a current-account 
deficit running at NZ$2 billion a year in 
recent months, it would give a timely 
boost to an economy looking for a 
reason to climb off the floor. 
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business 


New Thai cabinet 
lineup causes concern 

























































By Paul Handley in Bangkok 


Ta cabinet line-up of Prime Minister 

Chatichai Choonhavan, Thailand’s 

first elected head of government in 12 
ears, inspires little confidence among 
usiness leaders or economists. 

There are widespread fears that, 
after several years of conservative eco- 
nomic management by technocrats, 
Thailand could witness a resurgence of 
corruption, cronyism and high spending 
under a new cabinet of politicians-cum- 
businessmen. 

Businessmen are pinning their hopes 
for the future on the pro-business stance 
of Chatichai’s government, the policy 
checks and balances provided by the 
Thai bureaucracy, and the greater mar- 
P for error afforded by the country's 

ooming economy. The prime minis- 
ter's appointment of a personal advisory 
team of respected academics on 16 Au- 
gust should help bolster confidence. 

On most policy questions, the gov- 
ernment is expected to fall into line with 
the administration of outgoing prime 
minister Prem Tinsulanond. However, 
it will not press ahead with the contro- 
versial sale of state-owned industries, 
according to Korn Dabbaransi, Chati- 
chai's senior counsellor. 

The role of the National Economic 
and Social Development Board 
(NESDB), the state planning agency, 
will also be reduced, Korn. told the 
REVIEW. Under Prem the agency had a 
powerful say in economic policy and 
often came into sharp conflict with 
cabinet ministers. 

Ideologically, Chatichai, Korn and 
the cabinet are supporters of private en- 
terprise. The business community, how- 
ever, is worried by the doubts surround- 
ing the competence of the cabinet and 
its ability to see issues in terms of the na- 
tional interest. 

The six-party coalition government 
was involved in intense negotiations and 
horsetrading over key cabinet portfolios 
as the parties’ business backers, who 
funded a multi-billion baht vote-buying 
spree during the election, pushed hard 
for the top jobs. Prem's technocrats bat- 
tled tooth and nail with many of the new 
ministers, especially those from the do- 
minant Chart Thai party, which is 
headed by Chatichai. 

The key post of minister of transport 
and communications has gone to Mon- 
tree Pongpanich, the highly controver- 
sial, and often ineffective, minister of 
commerce in the previous govern- 


ment. His predecessor at Transport and 
Communications, the equally controv- 
ersial Banharn Silpa-archa, has moved 
to the Industry Ministry. 

They inherit relatively healthy na- 
tional finances, the product of a two- 
year-long investment and export boom. 
The last 18 months of Prem’s govern- 
ment saw GDP growth hit 7% and then 
accelerate to the current 8%-plus pace. 

The challenge facing the new team 
of ministers is to maintain the fine ba- 
lance between promoting growth, con- 
taining inflation and the need to press 
ahead with urgently needed infrastruc- 
ture investment to remove bottlenecks 
which threaten to restrict economic 
growth. 

The appointment of Chart Thai 
member Pramual Sabhavasu as finance 
minister has so far caused the most pub- 
lic concern. Pramual, the former indus- 
try minister, is said to have little experi- 
ence in banking and finance. At the In- 
dustry Ministry, he is reported to have 
leaned heavily on subordinates to deal 
with complex issues. His two deputies at 
the Finance Ministry are 
considered inexperienced 
rural trader-politicians. 

Local bankers are 
worried about his ap- 

yintment and Pramual 

as already been forced 
to defend himself against 
an aggressively critical 
local press. 

But the good news, 
suggested one senior 
Asian diplomat, is that 
the central bank and the 
Finance Ministry's con- 
servative civil servants, 
should be free of ministe- 
rial interference. Senior 
government sources have also said that 
BoT governor Kamchorn Sathirakul 
will remain in his Job. 


p ramus! has indicated that he will 
continue the previous government's 
policies on the management of the cur- 
rency and on improving the tax system. 
But the departure of former deputy 
minister Supachai Panichpakdi will 
leave the ministry without a keen sup- 
porter of capital-market development. 

The decision to halt the NESDB- 
backed privatisation schemes is seen as a 
reaction to the unexpected show of force 
by public-sector unions, often support- 
ed by management, during the election. 

The sell-off plans were aimed at 
shaking up loss-making and ineffective 
state enterprises; accelerating invest- 
ment in infrastructure development, and 
limiting state borrowing for what are 
considered non-productive enterprises. 

According to Korn, the granting of 
concessions in, or the franchising of, 
new projects will continue. This will 
cover such projects as Bangkok's sec- 
ond-stage expressway and elevated 
mass transit system. 
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Two other controversial projects, 
the private management of the southern 
ports of Songkhla and Phuket, and the 
private management of the industrial 
water supply project for the Bangkok 
industrial suburb of Samut Prakarn, will 
be pushed through against strong union 
or However, in both cases, say 
observers, the Chart Thai Party has a 
close relationship with the private con- 
tractor. 

The decision to abandon major 
facets of the privatisation programme 
leaves the government with less scope 
for financing much-needed infrastruc- 
ture projects. Even with concession-de- 
velopment programmes, the govern- 
ment is under pressure to borrow more. 
This should not be difficult, for the 
country’s credit rating is good and Ja- 
panese officials have said that increased 
borrowing by Thailand is “no problem.” 

But that will mean that the current 
US$1 billion a year ceiling on govern- 
ment borrowing will have to be revised 
— a move which nm in the finance 
technocracy will probably resist. Those 
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in favour raising the ceiling are pressing 
for a US$1.5-2 billion cap for two years. 

Another priority is rural develop- 
ment. Through coordination between 
private business, the Industry Ministry 
and various development agencies, the 
government wants to shift industry 
away from the Central Plains. Such a 
programme was started under Prem. 

Korn, who was a deputy minister of 
industry, will serve as minister in the 
Prime Minister's Office in charge of oil 
end energy affairs. His main policy 
goals include pushing through the revi- 
sion to the petroleum law, which was 
stalled by the dissolution of parliament: 
rationalising and possibly floating oil 
and oil products prices; reducing the 
size of the Petroleum Authority of Thai- 
land, and establishing a permanent na- 
tional energy policy board. All are pol- 
icy targets which were set under Korn's 
predecessor, Suli Mahasantana. 

Korn will also oversee tourism and 
investment policy. Few changes are in 
line, but Korn says he would eventually 
like to see investors attracted by Thai- 
land's labour skills, good infrastructure 
and its minimal red tape. u 


Planning body 
down graded 


OQ" of the most worrying changes 
planned by the Chatichai govern- 
ment is its decision to reduce the powers 
of the state's planning agency, the 
NESBD. It is feared that by neutering 
the NESDB, the cabinet will be able to 
push ahead with expensive, wasteful 
projects and award contracts to unqual- 
ified, but well-connected, firms. 

Under Prem, Snoh Unakul, the head 
of NESDB, was elevated to a quasi- 
cabinet rank and could in effect veto big- 
spending projects which were more 
likely to benefit their partisan cabinet 
backers than the country as a whole. 
Snoh sat in on cabinet meetings and was 
secretary of the economic cabinet. In this 
role, he managed to anger many senior 
Chart Thai leaders. 

The most celebrated skirmish t« 
place earlier this year when Snoh fought 
with then commu- 
nications minister 
Banharn Silpa-archa 
over a crane mono- 


poly at Bangkok’s 
port. 
The monopoly, 


which was partly 
owned by Chart Thai 
supporters, was un- 
able to cope with de- 
mand. There were 
fears that the port 
might seize up and 
threaten the country's 
export boom 
(REVIEW, 16 June). 

Chatichai's cabinet 
is packed with supporters of the 
monopoly: Banharn has moved to the in- 
dustry ministry; Sanan Kachornprasart, 
formerly in charge of ports as Banhar ` 
deputy is now agriculture minist 
Tavich Klinprathum, the director of the 
crane monopoly, is minister of univer- 
sity affairs; Pramarn Adireksarn, a 
Chart Thai faction leader who is close to 
Sanan and Tavich, is interior minister. 

Montree Pongpanich, formerly com- 
merce minister and now minister of 
transport and communications, is also 
counted among the anti-NESDB ranks. 

The board is likely to be consigned to 
its official role as a planning and consul- 
tative bureau. “They are not supposed to 
be decision-makers," said senior govern- 
ment adviser Korn Dabbaransi. 

This will leave the conventional 
bureaucracy as the only check on ill-ad- 
vised cabinet decisions. Snoh, who is 
likely to keep his job, has been working 
steadily to strengthen his support within 
the civil service. 

Another senior board official predicted 
Chatichai would find the agency useful, 
as Prem did, if only to help say “no” to 
other cabinet members. — Paul Handley 
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LABOUR 


Back to school 
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Job-hopping Singaporeans need more education and training 


By Ellen Salem 
ingapore’s present tight labour mar- 
ket is manageable, though frustrat- 

ing and costly for business, But unless 
an overhaul of the education system is 
launched now, say many Singaporean 
businessmen, its competitiveness could 
erode before long. 

The strain of a tight labour market is 
reflected most acutely in the unpre- 
cedented levels of job-hopping, particu- 
larly in the manufacturing sector. As a 
result, productivity has fallen sharply. 

In the first half of this year, GDP 
grew 11%, led by a 21.4% gain in the 
m^nufacturing sector. However, pro- 

avity in manufacuring only grew by 
~. / , compared with a 4% overall pro- 
ductivity gain. 

Electronics has been particularly 
hard hit by job-hopping and loss of 
productivity. In the first quarter of 
1988, manufacturing registered a 1.3% 
growth in productivity, but the elec- 
tronics sector's only grew by 0.3%. A 
recent survey has shown that three out 
of every four new workers quit within 
the month that they are hired. 

Darren Oh, personnel director of 
Compaq Asia, said at a seminar last 
month in Singapore that of the 3,200 
people recruited in March by 38 large 
electronic companies, nearly 2,300 had 
resigned by the end of the month. Yet 
another survey indicated that the typical 
electronics company experiences staff 
turnover of 100% a year. 

Moves to retain workers can be 
costly. One company offers stock op- 
nons to all employees. Another com- 

' has just installed air-conditioning 
vu ule plant floor. 

Most hard hit are the smaller Sin- 
gaporean firms which cannot afford to 
increase wages at the same rate as the 
multinational firms. One local elec- 
tronics firm, for example, lost all 
eight engineers just back from a 
year's training in the US within a 
month of their return. All joined 
large multinationals which offered 
better salaries. 

Whether the job-hopper is an 
executive or a production-line 
worker, many employers believe 
the absence of any qualifying 

eriod for eligibility for Central 
rovident Funds (CPF) benefits is 
the root of the problem. As one em- 
ployer noted: “I've losi line operat- 
ors because the guy across the street 

has offered them five dollars more a 

month. If CPF benefits were some- 

how withheld until the worker had 
completed a probationary period, 
this problem would not be so bad.” 
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SINGAPORE'S 
EDUCATION PROFILE 


Source: Research & Statistics Department, Ministry of Labour. 


REVIEWDIAGRAMS by Bamy Lee 


There is, however, little chance that 
the government will sanction such a 
move. Rather, most businessmen ex- 
pect that as the economy slows down, 


| Job-hopping will become less of a prob- 


lem. Indeed, the government's top- 
level Economic Committee has said that 
a long-term growth rate of 4-6% a year 
was realistic for Singapore. But should 
this slow-down come later rather than 
sooner, the stop-gap measures used by 
many firms — including the hiring of 
foreign workers or the relocation of la- 
bour-intensive operations to Thai- 
land or Malaysia — will not solve the 
problem of Singapore's small labour 
pool. 

Businessmen think that the only way 
Singapore can retain its competitiveness 
is to move into higher value-added in- 
dustrial production, phase out most la- 


SINGAPORE'S DISAPPEARING 
YOUNGSTERS 


(Projected population of 15-29 years old. 1990-2030) 


Index 1985 — 100 








bour-intensive manufacturing opera- 
tions and increase productivity. 

But this, they say, is easier said than 
done. Even a huge skills development 
and educational programme will do lit- 
tle to enlarge the pool of skilled labour 
suitable for manufacturing jobs or posts 
in the services sector in the near future. 
About half of the workforce 
has primary-level education or 
less. 

In time this problem will di- 
minish. Between 1979 and 1984, 
for example, entrants to the work- 
force who had only primary-level 
or less declined from 43% to 26%. 
Nonetheless, the workforce as a 
whole is less educated than that of 
the US, Japan and Taiwan. Only 
5% of the workforce have univer- 
sity education, compared with 
19% in the US and Japan and 6% 
in Taiwan. Also, 11% of Singa- 
pore's workforce has received 
post-secondary schooling outside 
universities compared with 46% 
in Japan, 23% in Taiwan and 16% 
in the US. But, say businessmen, 
even those with university-level 
education are better at following a 
manual than dealing with con- 
cepts. 

Changes in the structure of the popu- 
lation has made the upgrading of the la- 
bour force crucial. By the end of the 
century, the labour market will be even 
tighter than now. According to the 
population planning unit of the Ministry 
of Health, the 15-29 age group will de- 
cline 25% from 816,000 in 1985 to 
619,000 in the year 2000. 

Particularly hard hit will be the cleri- 
cal, production, sales and services sec- 
tors. In 1986, six in 10 clerks were under 
30 years of age as were four out of 10 
production workers. A third of all ser- 
vice workers were also under 30. 

An economist commented that these 
population features made it imperative 
for Singapore to restructure its econ- 
omy and upgrade the educational level 
of its workforce. Only then can Singa- 
pore move away from labour-intensive 
industries and redeploy its work- 
force to those jobs that cannot 
be automated, the economist said. 
What is at issue is how long it 
will take for Singapore to trans- 
form itself into a “technopolis.” 
This cannot be accomplished over- 
night and there is a danger that 
Singapore will outprice itself 
from the low-tech market in the 
interim. 

But most important, he stress- 
ed, is that Singpore heed its own ad- 
vice contained in a 1986 report of 
the Economic Committee. It 
warned that the educational system 
will continue to turn out graduates 
who are not sufficiently creative or 
inventive to staff the envisaged 
technopolis, unless the system is re- 
oriented. 


INVESTMENT 


European attractions 


East Asian manufacturers set up factories in Britain 


By Dick Wilson in London 


ast Asia’s newly industrialised coun- 

tries, all heavily reliant on exports 
to the EC, are stepping up their invest- 
ment in Europe. 

The Four Little Tigers — Hongkong, 
Taiwan, South Korea and Singapore — 
like Japan, fear a steady rise in Euro- 
pean protectionism in the run-up to 
1992 and are keen to set up manufactur- 
ing bases within the community. 

Much of the investment has gone to 
Britain. So far there are about 15 fac- 
tories here owned and operated by East 
Asian manufacturers. 
They represent an in- 
vestment of about £70 
million (US$120.1 mil- 
lion) and employ more 


than 3,000 British 
workers. 
The figures are 


small when set against 
the — much-publicised 
torrent of funds that 
has flooded in from 
Japan over the past 10 
years. It is estimated to 
have reached £1 billion. 

But when combined: 


with the growing 
amount invested in 
British property, 


banks, retailing, urban 
development and en- 
tertainment, East 
Asia's commitments in 
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Managing director 


Britain are thought to have reached £2 
billion. 

Roughly half of East Asia's direct in- 
vestment in Britain is by Hongkong tex- 
tile interests. The other half is mainly 
from electronics firms in South Korea 
and Taiwan. 

Asian manufacturers say that it is 


only natural to think of setting up a local | 


plant when serving a market as big as 
the EC. Taiwan's Tatung opened a TV 


| factory in Britain in order to ensure ef- 
fective sales, servicing and technical | 
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back-up. In the case of garments, a 
plant in Britain allows the company to 
respond more rapidly to fashion 
changes. 

But trade barriers have been the 
main factor persuading East Asian 
manufacturers to make their goods in 
Europe. “We came here because of pro- 
tectionism,” said Young M. Kwon, the 
managing director of Samsung Elec- 
tronics British unit which makes VTRs 
and microwave ovens at a factory in Bil- 
lingham, northeast England. Several 
Hongkong garment makers set up 
plants in Britain in order to avoid quota 
restrictions. 

Kwang Fuh-lee of the Taiwan elec- 
tronics manufacturer believes there are 
three reasons behind the wave of 
Taiwan companies now beating a path 
to British shores. 

"First, the companies want to estab- 

lish a good name. They 
have the image of ^^- 
ing cheap and nas 
Manufacturing in 
tain helps improve that 
image. 

Second,  Taiwan's 
currency is strong and 
many companies are 
sitting on cash moun- 
tains. Third, companies 
"want to avoid barriers 
that may be imposed by 
the EC after 1992 when 
European markets are 
unified." 

In fact, 1992 is the 
new rallying cry of sev- 
eral East Asian invest- 
ors. South  Korea's 
Lucky Goldstar group 
for one has proposed 
investing £8 million to 
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signal to the world that Pertamina “can be run in a mo 


New hand on the pump 
Civilian boss for Indonesia's state oil company 


By Michael Vatikiotis in Jakarta 


I" an unprecedented move, President Suharto has ap- 
pointed the first non-military president-director of In- 
donesia's state-owned oil company, Pertamina. The new 
president-director will be Faisal Abda'oe, who has been with 
Pertamina since it was established 20 years ago, and is the 
company's current director of finance. The company's 
present chief, retired major-general A. R. Ramly, will 
— go to Washington as Jakarta's ambassador to 
e US. 

Sources in the oil industry here regard Abda'oe's ap- 
pointment as significant as he is a company insider and a 
civilian. Armed forces involvement in Indonesia's oil indus- 
try dates back to the nationalisation of the Dutch Shell Oil 
company in the mid-1950s. Since then, the oil industry has 
been regarded virtually as a military fiefdom. 

According to a senior foreign oil company executive, the 
appointment of a civilian president-director is an intentional 
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business-like fashion, demonstrably under a man who is not 
military, and more to the point an accountant." 

Not that the outgoing military man is leaving under a 
cloud. Ramly is generally credited with having presided over 
efforts to put Pertamina's books in order for the first time 
since the free-wheeling days of Ibnu Sutowo's directorship 
in the mid-1970s. Sutowo's reckless expansion schemes 
landed both Pertamina and the country in a sea of debts 
from which it had only begun to recover before the collapse 
in oil prices in the mid-1980s. 

Sources say that while Pertamina's accountability was 
achieved under Ramly, he himself attributes much of the au- 
diting success to Abda'oe. When Pertamina declared itself 
accountable in 1986, Abda'oe had been director of finance 
for five years. 

Industry sources say that Pertamina was anxious to pro- 
ject Abda'oe as a finance man who will run the company as 
a business." Appointing an insider should boost morale 
within Pertamina. The company is also expected to become 
less involved in the political aspects of the oil business and 
confine itself more to marketing activities. A foreign oil-com- 
pany executive told the REVIEW that he would expect Per- 
tamina officials to appear less frequently at Opec meetings, 
leaving this more to the Ministry of Mines and Energy (MME). 
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set up a microwave oven plant in Britain 
because it fears that 1992 will herald 
tighter restrictions on “outside manu- 
facturers.” 

But France’s refusal to allow the im- 

ort of Nissan cars made in Sunderland, 

ritain, and its curbs on Japanese TV 
sets made within the EC have sent shiv- 
ers down Asian spines. They hope it is 
just part of the skirmishing over how 
much local content will be needed in the 
goods manufactured by foreign com- 
panies investing in the EC. 

Most Asian companies which have 
invested in Britain chose it because it 
was already their largest market within 
the EC. But they also cite the language, 
and the transport, communications, and 
banking networks as additional reasons. 


j F range of official grants and sub- 
sidies which were available in desig- 
nated development areas was another 
attraction. Although they are now being 

uced, they helped entice Taiwan and 
...8nese manufacturers to Telford, 
Shropshire; China's only direct manu- 
facturing investment, — TV-maker 
Huanyu, to Corby, Northamptonshire, 
and a Hongkong textile firm to North- 
ern Ireland. 

Most Asian manufacturers also 
economised on factory premises. They 
have tended to take over existing plants 
rather than make huge outlays on new 
sites. Tatung, for instance, squeezed it- 
self into the old disused Decca plant in 
Telford. Expansion, however, has 
forced it to relocate in another second- 
hand building, just 10 miles away. . 

Hongkong's Universal Toys bought 
its Matchbox Toys plant in Rochford, 
Essex, from the receivers of the bank- 
rupt Lesney group in 1982. Young C. 
Kim acquired the Panther Cars Co. in 


Some see Abda'oe accession and other 
-..anges within both Pertamina and the MME 
as a sign that the newly appointed minister, 
Ginandjar Kartasasmita, is consolidating his 


control. *The ministry will have more 
than before," said a specialist on the oil 


The armed forces apparently attempted to 
counter this incipient civilianisation. Soon 
after Abda'oe was rumoured to have been 
selected for the job in June, the name of the 
ambassador to Malaysia, Lieut-Gen. Hima- 
wan Soetanto, was circulated as an alternative 
candidate. The delay in announcing Ramly's 
successor, attributed by Ginandjar to the slow 
processing of Ramly's papers in Washington, was almost 
certainly also a consequence of pressure from within the 


military. 


Inevitably, some observers will see Abda'oe's appoint- 
ment as a setback for the military at a time of intense com- 
petition between a military and civilian power group below 
the executive. On the other hand, the increasing complexity 
of the economic difficulties facing the country means an in- 
creasing number of technocrats can be expec 
important sectors. The fact that this has occurred in the 


FAR EASTERN ECONOMIC REVIEW e 25 AUGUST 1988 


dus- 


iX. rT. 


Harlow, Essex, seven years ago by the 
same method. It has since been bought 
d the Ssangyong Group of South 

orea. Huanyu is installed in an old 
Corby warehouse. 

Most of the Asian manufacturers in 
Britain retain 100% ownership of their 
operations. Only Hongkong-controlled 
Cosmopolitan Textiles, which has been 
making non-woven greycloth at Win- 
ford, Cheshire, for the past 18 years, has 
a British minority stake. The Huanyu 
Ee however, is jointly controlled by 

ritish distributor, Treatlink. 

The results of East Asian investment 
have been mixed. Tatung claims to be 
the fastest-growing TV manufacturer in 
Britain. It expects to turn out 300,000 
colour TV sets this year. Cosmopolitan's 
turnover has reached £40 million a year. 

But there have been failures, espe- 
cially in the case of Hongkong. 
Welltone, a garment maker based in 
Northampton, folded after only a year. 
A polythene manufacturer in the north- 
east was another casualty. 

Easey Garments of Hongkong re- 
cently gave up the idea of manufactur- 
ing in Britain. “Overheads are high,” 
Vp sare its managing director. “It 
needs a high volume to get the most out 
of the quota freedom." 

A difficult problem for Asian invest- 
ors has been Britain's labour relations. 
The best results have been achieved 
where man management and the pro- 
duction process have been left in the 
hands of Britons — as at Cosmopolitan, 
Matchbox and Activebadge, a joint ven- 
ture between. Hongkong's Peninsula 
Knitters and Sun Hing Knitting. 
Another Hongkong company, 
Yangtzekiang, has just switched to such 
a system at its garment factory on Mer- 
seyside. 


wer 





Abda'oe: insider. 


Most of these companies pay their 
unskilled workers about £80-90 a week. 
They discourage unions, though Tatung 
is satisfied to have reduced the number 
it has to deal with from three to one. 

Hongkong employers tend to see 
their British workers as lazy, inflexible 
and conservative. They freely confess 
having difficulty in motivating their 
staff. But the South Koreans and 
Taiwanese say their workers are con- 
scientious and hard working. Kim of 
Panther Cars respects his British work- 
ers for their straightforwardness, resili- 
ence and loyalty. Huanyu manager, 
Chen Shu Dong, notes that workers in 
China could assemble TV sets faster and 
more accurately — but "the British are 
beginning to do well." 

The European market remains the 
big draw for Asian investors. Tatung 
has just signed an important distribution 
agreement in France. Panther is already 
selling to the continent. Tatung has 
hired four West Germans to work at 
Telford on future export plans, and 
Samsung is setting up a European re- 
gional headquarters in Britain. 

But sourcing of components may be 
a snag. Confusion reigns about the 
proportion of local content required of 
an Asian-owned plant. At the moment, 
the local content in the Asian plants is 
small — 15% in Huanyu and a much 
smaller proportion in other TV plants. 

Nevertheless, several companies are 
airing expansion plans. Yangtzekiang is 
investing a further £400,000 and recruit- 
ing 100 more staff. It expects to treble 
annual sales to £5 million by 1991. 

Samsung will double its working area 
by 1990 and begin making TV sets. 
Tatung's target is to double its share of 
the British TV market to 10% in five 
years. 





country's largest state enterprise, will be in- 
terpreted as a cue for similar changes else- 
where. 

Abda'oe's appointment coincides with a 
period of uncertainty for Indonesia's oil in- 
dustry. World stocks are up and prices are 
down. Shipments of Minas crude to Japan in 
August 
well below the Government Selling Price of 
US$17.56 a barrel, and — more crucially — 
below the US$16 a barrel level on which the 
current budget is based. “If the price drops 
lower for longer, this could be bad news," said 
7w^| one oil analyst. 

This market fragility underscores the im- 
portance of greater marketing efforts, much of which re- 
mains at the mercy of pricing and quotas set by Opec. How- 


have been set at US$ 14.80 a barrel, 


ever, one area where Pertamina hopes to pick up on rev- 


ted to head up 


enue, is in the development of downstream oil-related indus- 
try. Sources say that Pertamina is now anxious to retrieve 
control over the petrochemicals sector, which was taken out 
of its orbit two years ago. The government launched a 
US$4.5 billion investment programme for petrochemicals in 
June, and currently has seven projects under construction 
and another 14 planned. 
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THE 5TH COLUMN 





The high cost of burying 
Hongkong’s cable TV plans 


Hosen has been talking about 
cable TV for years. The territory's 
government has now vaguely promised 
that cable TV will happen provided that 
a new underground cable network can 
be laid to carry it. But it would only take 
about three months for an efficient 
operator to start delivering cable TV 
programmes to those in Hongkong with 
a craving for them. 

All it would take is a smart, efficient 
company to erect three micro-wave tow- 
ers — the kind known as a multi-chan- 
nel, multi-point, distribution service in 
the US. These would cover the Mid- 
Levels on the north side of Hongkong 
island and the tip of the Kowloon penin- 
sula; the affluent Kow- 
loon Tong and Homan- 
tin area; and the south 
of Hongkong island. 
These areas of middle- 
class affluence include 
no more than a few 
thousand blocks of re- 
sidential apartments, 
housing about 200,000 
families. 

It would then need 
the management com- 
mittee of each apart- 
ment block to allocate 
funds for the purchase 
of a nifty, but inexpen- 
sive, spiral antenna 
capable of receiving 
micro-wave signals in 
the low GHz (billions 
of cycles per second), 
and a cheap and efficient little box call- 
ed a down-converter. 

The down-converter would then 
have to be plugged into the communal 
TV antenna system — almost every 
Hongkong apartment block has one. 
Families in these apartments would 
then be able to tune into the special 
channels known as cable TV. 

Cable TV means different things to 
different people. But four kinds of pro- 
grammes spring to mind — movies, big- 
name sport, 24-hour news services, and 
music from Beethoven to Bruce Spring- 
steen. These four types of programme 
would fill the four temporary micro- 
wave TV channels that the territory's 
postmaster-general promised could be 
set up while any new underground 
cable system was installed. 

But apart from the relatively affluent 
who live in these areas, does the rest of 
Hongkong want 24-hour movies, sport, 
news and music? They already have glit- 
tering dramas, situation comedies, live 
variety shows, and glamorous prime- 
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time soap operas, all produced at great 
cost to suit Hongkong's tastes, on the 
wireless TV channels. And if that is not 
enough, the territory's second TV sta- 
tion, Asia Television, has promised to 
put more cash into its operations so that 
it can double the amount of glitter and 
glamour. The TV station's new chief 
executive, a member of Hongkong's 
legislature, has stressed that the station 
will have the public's interest upper- 
most in mind, so that presumably means 
airing plenty of that other important 
cable TV ingredient — public-service 
programmes. 

Last month, however, the Hong- 
kong Government decided to invite bids 





A fibre-optic cable: full range of services. 


for a cable franchise from telecommuni- 
cations and TV companies around the 
world — in fact two franchises: one to 
install the cable network and another to 
provide programming. 

The government thinks the required 
investment will be HKS2-3 billion 
(US$256.4-384.6 million). Industry 
sources, however, estimate that HK$5 
billion is a more realistic amount. 

When the subject of cable TV was 
first discussed many years ago, adminis- 
tration experts, lawyers, and budding 
politicians were thinking about pairs of 
thin copper wires, with one TV channel 
papar l 

fair enough misunderstanding at 
the time. It is the system which is used 
even now by Rediffusion (HK) which 


Terence Tsang is director of T. Tsang 
Associates, a Hongkong strategy con- 
sulting firm that advises international 
companies on Chinese markets. 
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operates a cable TV service providing 
the four existing wireless TV channels 
to the handful of areas where over-the- 
air TV reception is poor. 

But when the policymakers realised 
that a modern cable is a glass fibre 
hardly thicker than a human hair, and iS 
able to carry as many TV channels as 
you can push through it (with the help of 
new equipment to mix and compress 
signals) — they paused to rethink. The 
pause lasted for three years. 

When the policymakers grasped that 
one TV channel requires a bandwidth 
— just one lane on the highway — of 8 
million cycles per second, and that the 
very same band would also be capable 
of carrying 250 telephone conversa- 
tions, they began to realise that cables 
meant more than just cable TV. If that 
glass fibre could carry, say, 100 TV 
channels, would that not mean 25, 
telephone lines? Even more if you h... ~ 
more glass — known as optic — fibres. 

Clearly, any cable TV operator 
could also offer a full range of telecom- 
munications services. If you can carry 
TV signals on your cable, you can carry 
voice, data, and videophone. And they 
can be carried in far bigger quantities 
than on the existing telephone system, 
which still largely relies on fat braids of 
twisted copper wires. 


herein lies the problem. When the 

government announced it was going 
to invite bids it specifically said that it did 
not want the local telephone company, 
Hongkong Telecommunications, to get 
too closely involved with any new net- 
work. Hongkong Telecom, the sub- 
sidiary of British-based Cable and Wire- 
less, has a monopoly on domestic tele- 
phone services until 1995 and on long- 
distance services until 2006. 

Hongkong Telecom immedia 
cried "foul." It reminded the gov 
ment, with understandable indignation, 
that the enormous capacity of a second 
cable network (of which at best it could 
only own 15%) would, sooner or later, 
lead to an infringement of its voice-ser- 
vice franchises. 

Hongkong Telecom was also quick 
to point out that it was already in the 
process of putting into place an Integ- 
rated Services Digital Network (ISDN), 
much of it fibre-optic. So as a result, 
Hongkong already has one of the largest 
urban fibre-optic cable networks in the 
world. In fact, the whole network 
should be completed by 1993, which is 
about the time the government expects 
to see a rival network finished. 

ISDN will be the international stan- 
dard for networks which will carry TV 
signals, telephone calls, and anything 
else in between. 

No doubt the government can be for- 
given for getting very confused, and 
very lost, amid the babble of telecom- 
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` ‘munications jargon. In between having 
to distinguish the relative merits of a 
 stepped-index monomode fibre and a 
. graded-index multi-mode fibre, govern- 

ment policymakers have had to decide 
^| onthe amount of investment that would 
of be considered adequate. 

Why two cable networks? Why the 
hoopla about separate tenders for the 
network and cable TV? Foreign invest- 
ors will want to know what kind of re- 
turn they can expect on the HK$2-5 bil- 
lion they will have to bury beneath the 
territory’s busy streets. Just how much 
can you charge for carrying TV signals 
when the existing ISDN can carry al- 
most everything else cheaper? And it is 
no secret that Hongkong will be in very 
different hands in nine years’ time. How 
will Chinese rule affect an infrastruc- 
tural development of this size? 

If, and when, a perfectly rational 
telecommunications company examines 
the returns on investing in Hongkong’s 
future, they will find it difficult to un- 
earth hard answers. 

Deprived of the most lucrative re- 
turns from local and international tele- 
phone services, carrying TV signals can 
sound pretty dubious as a justification 
for an investment of billions of dollars. 















Yes, the non-franchised services of 
data, fax, teletext, or even telecon- 
ferencing are available, but only if you 
squeeze your margins in order to com- 
pete with the resident ISDN. In such cir- 
cumstances, a return on the investment 
could become very elusive. 

The main attraction, of course, is the 
ateway to China — a country of a bil- 
ion people with a known tendency to- 

wards loquaciousness. That could mean 
an enviable return for companies invest- 
ing in telecommunications. 

The only trouble there is that par- 
ticular gateway will remain closed until 
2006, 18 years down the road, when 
Hongkong Telecom's franchise on in- 
ternational calls runs out. Now that 
hardly seems worth getting excited 
about. 

Hongkong's policymakers will be 
hard-pressed between now and 1 Sep- 
tember 1988, when the government will 
invite bids, to think up enough reasons 
why any party should even bother to 
buy an air ticket to come to the territory 
to listen to tender terms and conditions. 
That sounds like very little time for 
creative thinking — but it might just 
be enough to do some unfettered think- 
ing. | 
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Where's the beef? 









South Korea continues to restrict food imports 


By Mark Clifford in Seoul 


S Korea's decision to resume 
beef imports for the first time in 
more than three years has pleased no 
one and signals continuing confronta- 
tion between South Korea and the US, 
Australia and New Zealand over the 

olitically sensitive issue of agricultural 
imports. | 

South Korea announced last month 
that it would resume beef imports after 
unilaterally suspending them in 1985. It 
will import 14,500 tons of beef by the 
end of the year, said the Agriculture, 
Forestry and Fisheries Minister Yun 
Kun Hwan on 26 July. South Korean of- 
ficials had been promising to allow beef 
imports to resume since 1986, but in- 
tense domestic political opposition de- 
layed any reopening of the market. 

The South Korean plan has the look 
of a scheme designed as much to 
stabilise beef prices, which have risen 
4095 since the end of 1987, as to satisfy 
foreign pressure. Foreign beef produc- 
ers say the scheme is flawed because it 
continues to place arbitrary quotas on 
beef imports — which are one-third to 
one-half the cost of domestic beef — 
and provides no assurances that beef 
sales to South Korea will continue after 
this year. "E 

Moreover, beef exporters are also 


wary of the Livestock Products Man- 
agement Organisation (LPMO), which 
has been set up as the exclusive beef im- 
porter. *To establish a government im- 
port authority is a serious restraint of 
trade," says a New Zealand official. The 
LPMO is financed by the powerful Na- 
tional Agricultural Cooperative Feder- 
ation and the National Livestock 
Cooperative, which together represent 
almost all of South Korea’s farmers. 
The LMPO will channel profits from 
beef imports back into the sagging rural 
sector. 

The LPMO should be able 
stabilise prices within a narrow banc 
will import beef if prices rise above V. ~.. 
1.3 million (US$1,806) for a 400-kg 
head of cattle. If prices drop, the gov- 
ernment has assured farmers it will pay 
atleast Won 1.15 million per head. 

The surge in beef prices, which 
makes imports politically palatable, is 
due to continuing shrinkage in the size 
of the country's cattle herds. After 
going through an extremely rapid build- 
up, South Korea's beef cattle herds 
peaked at 2.9 million head at the end of 
1985. By June 1988, the herds had de- 
clined to 2.2 million head. 

South Korean officials say that the 
decision to resume beef imports is “a 


Japan's meat stake 


Australian cattle become a target for Japanese investors 


By Michael Malik in Sydney 


J apan's decision to import more beef 
has led to worries that instead of be- 
nefiting from an export boom, Austra- 
lia's cattle industry could find itself the 
target of Japanese investors. 

Japan agreed in June to reduce tar- 
rifs on beef imports between 1991 and 
1993 from 7096 to 5096, and to phase 
out quotas. This move led to predictions 
that Australia could expect to treble its 
beef exports to Japan of about 120,000 
tonnes a year — worth about A$460 mil- 
lion (US$369.48 million). Some see a 
A$1 billion export bonanza. 

But doubts were also expressed 
about the industry's readiness to exploit 
such an opportunity. The causes for 
concern are the need to build up Austra- 
lian cattle herds and the possible side- 
effect of higher beef prices at home be- 
cause of diversion of meat to the export 
market. | 

Even more worrying, for some cattle 


industry people, is the fear that the Ja- 





anese are going to buy into the ranch- 
ing, abattoir-processing and marketing 
business in Australia. 

This was brought into focus with the 
floating in July of a A$30 million joint 
venture to be known as Australian Beet 
Breeders Ltd between unnamed locai 
and Japanese interests, which aims to 
produce grain-fed beef specifically for 
the Japanese market. 

The Cattle Council of Australia 
(CCA), the Cattlemen's Union (CU) 
and the Australian Meat and Livestock 
Corp. (AMLC) have called for more 
government control on foreign invest- 
ment in the industry for fear of a Japan- 
ese stranglehold. “The fear dates back 
to the 1950s when British interests had a 
monopolistic control of processing and 
export to the cattlemen's detriment," 
Ian Kennedy of the Meat Exporting 
Council told the REVIEW. 

Nobody really knows the size, or the 
potential size, of Japanese investment. 
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Dissidents protest over food imports at US Embassy in Seoul. 


serious, significant change.” A senior 

Foreign Ministry official boasted: “Our 

ling partners know that it took a cer- 

amount of courage on the part of 

the Ministry of Agriculture, Forests and 

Fisheries [MAFF] and indeed the whole 
government.” 

The official noted that MAAF took a 
politically risky decision by not seeking 
approval from the country’s legislature, 
the national assembly. If the ministry 
had gone to the national assembly, beef 
imports would have been postponed in- 
definitely. 

In any event, both the US and Aus- 
tralia are ponang ahead with their Gatt 
panels, which are to rule on the legality 
of South Korea’s beef import policies, 
while New Zealand is in the preliminary 


“Deals are are being put together very 
quickly and very privately since the new 
beef agreement was reached,” an indus- 
try source said. “The Japanese are very 
conscious of xenophobic fears.” 

Jest industry estimates are that Ja- 
. ese interests control no more than 
476 of the meat processing industry and 
possibly as much as 13?6 of the feedlot 
industry. However, there are indica- 
tions of a substantial increase in in- 
terest, as witnessed by the visit of 30 
Japanese meat industry officials to 
Queensland, New South Wales and Vic- 
toria in July. 


T last survey of foreign investment 
in Australian agriculture was for 
1983-84 — and this showed only 5.9% of 
Australian agricultural land in foreign 
hands, with Japan only holding a tiny 
0.1% stake compared with Britain's 
2.4% and the US’ 1.8%. 

The biggest fear is of so-called “verti- 
cal integration” — with Japanese in- 
terests controlling the industry from the 
range to the shop. The CCA, the CU 
and the AMLC have called for more in- 
formation and, if necessary, tighter con- 
trols. They point out that government 
foreign investment regulations are very 
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stages of asking for a Gatt panel. 
Moreover, beef imports will figure 
rominently in Trade Minister Ahn 
yong Wha's official talks in Canberra 
on 17-18 August. 

Despite the pressure, officials in 
Seoul say that the quota-based system 
will remain in place indefinitely. More 
liberal policymakers, who are concen- 
trated in the Economic Planning Board 
(EPB) and the presidential Blue House, 
talk of the need for a restructuring of ag- 
riculture which would eliminate the 
need for quotas and allow South Korea 
to move towards a tariff-based system of 
import control. But the political will to 
force through a more rapid reduction of 
agriculture will be difficult to muster. 

South Korean officials talk of quotas 


restrictive in some areas, such as for the 
media, transport and minerals, but are 
almost non-existent in agriculture and 
the meat industry. 

Most industry officials agree that 
joint ventures are the most acceptable 
developments if Japanese companies 
want to invest in Australian cattle. One 
announced on 13 August was between 
the Queensland Darling Downs Grain 
Fed Beef Co. and Kyodo Shiryo, a Ja- 
uem trading house, which will put up 

$$400,000 for cattle for the new com- 
any, to be known as Kyodo Holding 
ty. 

As well as capital, Kyodo will pro- 
vide marketing expertise in Japan. This 
arrangement was welcomed by CU pre- 
sident Jock Douglas, who said that 
there was no objection to Japanese in- 
vestment, as long as control remained in 
Australia. 

Japanese investments in food pro- 
duction worldwide has, traditionally, 
been very small, principally because of 
the Japanese attachment to indigenous 
foods. Even now, according to figures 
from the Australia-Japan Economic In- 
stitute, total Japanese investment in over- 
seas agriculture accounts for 0.396 of total 
Japanese overseas investment. 
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on beef imports for “long decades, for 
generations.” Officials warn that with 
growing militancy in the countryside 
and radical students trying to make 
common cause with the rural poor, the 
eo could be brought down if it 
iberalises imports too quickly. Some of 
this talk can be easily dismissed as 
hyperbole. But politicians of every 
stripe are rallying round to protect 
farmers — which leaves government of- 
ficials wary of giving in to foreign de- 
mands for increased agricultural im- 
ports. 

Cigarette vinis flared into a major 
political issue when jetloads of imported 
cigarettes began arriving in June. Con- 
sumer groups started  anti-foreign 
cigarette campaigns while opposition 
leader Kim Dae Jung passed down the 
word that officials in his party should 
switch to domestic cigarettes. Conve- 


| cal ingredients — had been seen as à 


niently ignored in the outrage was South |. 


Korea's USS8.2 million surplus in to- 
bacco trade with the US last vear. 

The clearest indication of how far 
and how fast the government will move 
on the agricultural issue will come at the 
end of October, when the Presidential 
Commission on Economic Restructur- 
ing is due to report. The commission is 
charged with mapping out a strategy 
and building a consensus on politically 
charged issues. Agriculture is top of the 
commission's list (REVIEW, 16 June). 


eef is only the most public agricul- 

tural dispute. Pressure to liberalise 
more agricultural imports is continuing. 
South Korean and US officials met in 
Washington on 8-9 August for the first 
round of trade talks ever devoted exclu- 
sively to agricultural issues. US offi- 
cials, however, said they were disap- 
pointed with the lack of progress at the 
talks. 

The US had asked the South Ko- 
reans to eliminate licensing of high 
value-added imports such as fresh fruits 
and vegetables, fruit juice and wine: to 
eliminate the quota system on bulk 
commodities, such as feed ingredients; 
and to cut tariffs and liberalise trade in 
lumber and plywood. 

Economically, the cost of South 
Korea's protected agricultural policies 
is growing. The fund which subsidises 

overnment purchases of rice and bar- 
ey lost Won 1,775 billion at the end of 
last year, Won 110 billion more than at 
the end of 1986. The increase reflect- 
ed a 14% increase in the price of rice. 
The EPB had recommended a 7% 
increase, but the ruling Democra- 
tic Justice Party pushed through a 
greater increase, fearing the politi- 
cal consequences . . . in an election 
year. 

This spring, the national assembly 
voted itself the right to set rice prices, 
signalling the further politicisation of 
agricultural policy. South Korea's trad- 
ing partners are almost certain to be un- 
happy with the results. o 








POLICIES 
Brand name drug habits 


The Philippines opts for pragmatism on generic medicines 


By Jose Galang in Manila 


A Philippine Government decision 
to introduce legislation requiring 
drug manufacturers to use generic 
rather than brand names on their pro- 
ducts is unlikely to hurt international 
gy Gameplay companies as much as 
ad been expected. 

The shift to generic labelling — or 

identifying drugs by their active chemi- 


vide room for manufacturers of “fake” 
or adulterated drugs. 

The Drug Association of the Philip- 
ines (DAP), whose members include 
eading drug multinationals, insists it is 

not opposed to generic labelling as long 
as there is some accommodation of their 
brand name products. 

The industry’s biggest single cus- 
tomer is the government, whose health- 
care programme consumes 25% of local 
drug output. In 1986, Health Secretary 
Alfredo Bengzon urged drug companies 
to reduce the prices they charged the 
government. His call resulted in cuts of 
30-50% on government drug purcha 

It was that experience and Bengz 
concern about the plight of households 
which could not even af- 
ford basic medicines that 
prompted the formula- 
tion of a national drug 
policy. 

According to 
Bengzon, the policy 
"aims to correct grave 
imbalances in the drug 
industry." Supply is 
dominated by multina- 


threat to the revenues of drug multina- 
tionals, which thrive on brand name- 
consciousness among consumers. 

But a draft bill now before legislators 
allows the continued use of brand 
names, alongside scientific names, on 
products sold at drugstores. It also 
states that when prescriptions indicate a 
brand name alongside 
the generic name, phar- 
macists will not be al- 
lowed to substitute à 
similar drug by another 
manufacturer. 

The bill on generic 
labelling is a pillar of the 
government's proposed 
"national drug policy,” 
which is aimed at reg- 


ulating the drug industry tionals and is almost 
and eventually bringing completely — import-de- 
about "national self-suf- pendent. Demand is 


weak, "consisting of a 
oorly informed Aes 
argely influenced by ag- 
gressive promotions ad- 
dressed to captive 
healthy professionals." 

However, the debate over drug pol- 
icy recently intensified. In respons 
the local American Chamber of C-... 
merce’s worry that the move may dis- 
courage foreign investment, Bengzon 
said the Philippines could not “rely on 
the chamber . . . to protect Filipino con- 
sumers, nor to develop an honest-to- 
goodness local pharmaceutical indus- 
try." 

That flare-up followed the earlier 
disclosure in the senate of a letter to 
Aquino from US senators Richard 
Lugar and Alan Cranston urging the 
Philippine Government to "review 
proposed plans for a national drug pol- 
icy in order to ensure that potentially 


ficiency in pharmaceuti- 
cals." The policy is a pet 
scheme of President 
Corazon Aquino's gov- 
ernment and is aimed at 
reducing the cost of med- 
ical care in the Philippines. It is based 
on a 1983 scheme devised by the World 
Health Organisation, which urged 
Third World nations to focus at- 
tention on a national "essential drugs 
list." 

The scheme has been given a favour- 
able response, especially among low-in- 
come groups. But there is scepticism 
among independent economists. Some 
believe the policy is a smokescreen de- 
signed to hide the government's protec- 
tion of the foreign monopoly on the sup- 
ply of raw materials. 

The Philippine pharmaceutical in- 
dustry is largely dependent on imports. 
Although some 80% of drugs sold in 
the country are manufactured locally, | harmful restrictions are not placed on 
about 90-9595 of their chemical ingre- | the private sector." 
dients are imported. Multinationals ac- e two incidents boosted 
count for about 75% of all Philippine | nationalist sentiment and helped shore 
drug sales. One local firm, United | up public support for the proposed pol- 
Laboratories Inc., accounts for 21%. icy. But it appears that, despite the 

Others say that brand names involve | rhetoric, the lawmakers have opted for 
a commitment to maintain product | a more pragmatic approach and toned 
quality. They fear that a loosely moni- | down the restrictive provisions of the 
tored generic-labelling system may pro- | programme. u 
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July — December Edition 


The only bilingual 
Telephone Directory for 
China published 
semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 
“tiven the frequency with which changes take 
lace in China amongst both the domestic and 
oreign business and banking communities, the 
semi-annual frequency of The China Phone 


A vital reference for anyone interested 
in doing business with China. 


* Completely updated listings 
TESS * Unique classified pages 
RY * Designed for maximum usefulness 
REC LS * Lists all foreign companies and joint ventures 
À * Useful selection of Chinese firms 
* Categorized by major industry groups 
* New compact page layout 
* Indexed for easy use 
* Good for travel or office reference 
* Names and addresses in both English and Chinese 







Designed for Maximum Usefulness 


This directory is a comprehensive listing from our own China database of all 
relevant companies in China of interest to the businessman or tourist. It is 
specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 


The China Phone Book includes a Classified PageSection covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: 

* Airlines * Business Services 

* Hotels * Shipping Companies 


ORDER YOUR COPIES NOW! 
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* Computer Services 
* And many other business Categories 
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We recognize that being able to provide the highest 
level of commercial lending and trade finance services to 
customers in the Asian market takes more than the capital 
strength of one of the worlds largest financial institutions. 

It takes a commitment within this region itself. 

That is why Security Pacifics existing banking and 


(©) 1988 Security Pacific National Bank 


branch operations here have been consolidated to form 
Security Pacific Asian Bank.” 

This gives us the strength of an integrated network 
of 27 branch offices in the Pacific Rims major financial 
centers including Hong Kong, Tokyo, Seoul, Taipei, Singapore 
Manila, Bangkok, and Kuala Lumpur. 





And the additional strength of seven branches of the 
sian Bank in California. 

All 34 are full-service branches, not just limited repre- 
entative offices. This ensures that local bank management 
“ill be able to effectively serve all of our customers’ needs. 

Of course, we can provide a direct link to the capital 


markets capabilities and worldwide banking resources of 
Security Pacific Merchant Bank, which is backed by the $34 
billion capital strength of Security Pacific Corporation, the 
sixth largest bank holding company in the United States. 
To serve our customers, wherever their needs may be. 
And thats what an edge is all about. 


security Pacific Asian BankS. 


It takes an edge 
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Hard Cover — 218 pages 
HK$150 per copy 
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Introduction 
1. The 1984 Sino-British Joint Declaration. 
2. How Much Autonomy? 
3. Accountability: Past, Present & Future. 
4. The Right to Write. 
5. One Country, Two Nationalities? 

italism. 


A. Chronology of Major Political Events 
B. The Future of the Crown Colony 
... Sir David Wilson 
International Review) 
C. The Public and Direct Elections: 
1) Chapter IILof 1988 White Paper 
2)Study by Far Eastern Economic Review 
on Survey Office Findings 
D. Basic Law Drafting Committee 
E. The Draft Basic Law 


On April 28, 1988, Peking made public the most important 
concrete development affecting Hong Kong's future yet: the first 
draft of the Basic Law. The Basic Law is the mini-constitution 
that will govern Hong Kong once the Union Jack is lowered for 
the last time on June 30, 1997, and the territory's 5.6 million 
people are looking at it closely to see whether it guarantees the 
precious rights and freedoms spelt out in the Sino-British Joint 
Declaration four years ago. 


This book is the first to deal with the implementation of the 
Sino-British Joint Declaration and the Basic Law. Seven 
prominent members of the Hong Kong community raise critical 
issues for Hong Kong's future that will come under increasing 
public debate as the countdown to 1997 continues. 


The foreword is by David Bonavia, former Peking correspondent 
for the Far Eastern Economic Review and now a columnist for the 
South China Morning Post. Mr. Bonavia is author of several 
books, including Hong Kong 1997: The Final Settlement. 


Published by Review Publishing Co. Ltd. 
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Caught in the crossfire 


€ UNLUCKY timing has forced the 

Unit Trust of India (UTI) to trim the 
sails of its second offshore India fund. 
Between the release of the prospectus 
and the formal opening of the issue, the 
US Federal Reserve boosted its dis- 
count rate. That sent worldwide equity 
prices down and dollar exchange rates 
up. 
In this bearish climate, the new 
fund's co-managers, Merrill Lynch and 
Nomura Securities, received such 
gloomy market feedback that UTI de- 
cided to issue just US$60 million worth 
of shares in the closed-end mutual fund 
instead of the full US$100 million au- 
thorised. 

By limiting supply, the fund's pro- 

ters hoped to maintain an *overhang 

. unsatisfied demand." The strategy 
seems to have been borne out, at least 
on the first day of trading, when 
the India Growth Fund closed at 
US$11.75, a 5% premium over 
its net asset value (NAV) — 
after deducting fees from the 
issue price. 

In choosing to prop up its 
share price, even at an opportu- 
nity cost of US$40 million, UTI 
signals its intention to keep its 
market cachet well-burnished 
for further issues. It may be 
awhile, though, before it can try 
again. 

Nor was the lesson lost on 
would-be issuers of offshore 
mutual funds in the Indian pri- 
vate sector. "Back to the draw- 
ing boards," was the response of 
one of them to Shroff. 

UTT's own plans to float a 

-denominated India fund may also 
...-€ to be postponed. Only after the 
issue's books formally close in late Au- 
gust will it be officially known how 
much of the scrip was picked up by the 
underwriters. If a lot of shares went to 
Nomura, they could pre-empt much of 
Japan's appetite for Indian equity. 

e THE Us dollar-denominated India 
Growth Fund deserved a happier fate. 
It offered a significantly better product 
than the first india Fund, a £60 million 
(US$103 million) London issue which, 
pons the crest of a speculative surge in 
Bombay counters, drew a three-fold 
oversubscription in 1986. 

Indian stockmarkets have crashed 
and revived since then. The worst was 
already past by mid-1987. Wall Street's 
"Black Monday" made hardly a ripple 
in Bombay, underscoring India's imper- 
viousness to global financial influences 
— an attraction for diversification-con- 
scious investors. 

In the course of their latest death- 
and-resurrection cycle, Indian bourses 
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have matured into a better, safer bet for 
foreign investors. They have tightened 
their regulatory oversight, “profes- 
sionalised" their membership, purged 
fly-by-night counters from the big 
board, streamlined paper work and im- 
proved statistical feedback. Domesti- 
cally marketed mutual funds have 
pumped in liquidity and made for a di- 
versity of institutional influences. 

Not just the market set-up, but also 
the fundamentals of Indian equities 
have improved. Monsoon rains are 
ample for the first time in four years. 
Rajivite reforms may have been more 
headline-grabbing in 1985 and 1986, but 
it is only now that their cumulative ef- 


fect can be expected to pay off in terms 


of increased output and exports. 
The India Growth Fund, unlike its 
1986 predecessor, also offered investors 


THE INDIA FUND 
(Quarter 3, 1986 — 100) 
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protection against currency risk. This 
innovation is the result of sad experi- 
ence over the past couple of years. The 
Steep depreciation of rupee/sterling 
rates has virtually annulled the achieve- 
ments of UTI’s portfolio managers. The 
1986 fund’s London trading price has 
barely managed to claw its way back to 
par, despite a nearly 41% gain (through 
August) in its NAV in rupee terms. 


To avoid a repeat of the same di- 
lemma, the India Growth Fund retains 


the freedom to hedge by investing part 
of its portfolio in foreign-currency as- 
sets. UTI chief general manager K. N. 


Atmaramani insists that this will in no 
way vitiate the fund’s Indian equity 


flavour. 


“For the sake of investment flexibil- 


ity, any mutual fund tries to keep about 


15-20% of its assets in liquid instru- 
ments,” he says. “The only difference is 
that this time, we can buy those instru- 
ments in dollars or other currencies if 


rupee exchange rates look bad.” 
Maybe so, but the prospectus lan- 





guage on "investment policy and objec- 
tives" is so vague as to make the fund's 
80% Indian equity target merely indica- 
tive. 


What is worrisome is that the Indian 


Government is now emerging as an is- 
suer in its own right of debt instruments 
in international 
(REVIEW, 11 Aug.). And Atmaramani 
has no objection in principle to buying 


capital markets 


India's own foreign-currency-denomi- 


nated paper for the growth fund's 
portfolio: “Why not? Good for the 
country and good for shareholders. " 


Shroff wonders, on both counts. As 


an "investor-of-last-resort," the growth 
fund could wind up stuck with paper too 
finely pored for other takers — hardly a 
tonic 

ment itself gain, except cosmetically. It 
would make for a 


or NAV. Nor would the govern- 


rain on foreign- 
exchange reserves to finance 
low-cost bond obligations with 
high-cost equity funds. 

e JUST to keep matters in per- 
spective, though, while UTI was 
struggling to pry the equivalent 
of Rs 672 million (US$47.3 mil- 
lion) out of New York institu- 
tions, nearly 3 million local pun- 
ters seemed set to plunge more 
than 16 times as much into a 
single capital issue. A two-fold 
oversubscription is predicted for 
the Rs 5.1 billion of convertible 
debentures to be floated by the 
newly listed Reliance Pet- 
rochemicals Ltd (RPL), a sub- 
sidiary of textile magnate 
Dhirubhai Ambani's Reliance 
Industries. 

So cocksure is Ambani of the 
issue’s success that he decided to scrimp 
on underwriters fees, concentrating re- 


sources instead on high-powered pro- 


motion. A sample gimmick: a mock- 


matrimonial advertisement seeking a 
bride whose parents are smart enough 
to buy RPL debentures. 


Shroff knows at least one bachelor 


broker who would like his bride to have 
a classier dowry. “This convertible stuff 


is pure hype,” he is convinced. The 
terms of the issue leave far too much 
latitude as to when and at what pre- 
mium the debentures will be converted 
into equity. 

After a season in the political wilder- 


ness, Ambani’s renewed clout in New 
Delhi has shown itself lately in the form 
of duty concessions on key inputs and 


trading rights for RPL's products. 
"What impresses investors," the 


broker concludes, “is Ambani's ability 
to wangle favours from the government. 
They forget that at conversion time, 
that same ability could be used to dilute 
shareholders' interest." 
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Malaysia’s back-end boom 


Foreign semiconductor makers ponder moving up market 


By Carl Goldstein in Kuala Lumpur 


he worldwide semiconductor boom 

has been a tremendous boon for 
Malaysia's own integrated circuit (IC) 
ihdustry. Soaring demand for these 
ney electronic building blocks in 
helping propel the country towards 
its best economic performance in 

ears. 

The 23 US- and Japanese-owned IC 
factories in Malaysia have put on extra 
shifts and are turning out IC assemblies 
at record rates. They are straining to 
take advantage of a worldwide shortage 
of memory chips, especially dynamic 
random access memories — known as 
DRAMs — which form the high speed 
memories in computers. 

Output at these factories is limited 
by bottlenecks at their wafer fabrication 
plants in Japan and US. These “fab” 
plants, as they are known, make the sili- 
con chips supplied to the Malaysian 
factories for assembly into plastic or 
ceramic packages. These bottlenecks 
stem from lower-than-expected yields 
and a difficult technical shift to higher 
density memory chips. 

More important, broad changes 
sweeping the industry globally 
(REVIEW, 18 Aug.) are helping 
Malaysia move closer to its goal of 
creating a higher technology and better 
integrated electronics sector. 

Beginning in the early 1970s, US and 
Japanese semiconductor firms invested 
in Malaysia's electronics sector, at- 
tracted by cheap labour and govern- 
ment foreign-investment incentives, 
such as tax breaks. 

Their main acti- 
vity has been the 
testing and assembly 
of ICs, the so-called 
"back end" of the in- 
dustry. But now, 
several companies 
— including Na- 
tional Semiconduc- 
tor, Motorola and 
Intel — are moving 
ahead with plans 
to build wafer fab 
plants. Others are 
pondering similar 
moves. Wafer fab is 
the hi-tech, capital- 
intensive “front 
end” of the indus- 
try in which the 
circuitry of the 
IC is etch-printed 
onto a wafer of sili- 
con. 

The rapid growth 
of East and South- 
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Making ICs in Penang: soaring demand. 


east Asia as end-user markets for 
semiconductors are leading multina- 
tionals to think about concentrating 
more of the manufacturing process in 
the region. Integrating the front and 
back end of the industry would enable 
them to shorten production and deli- 
very cycles, making access easier to 
emerging markets. 

Companies in Taiwan, South Korea 
and to a lesser extent Singapore, have a 
big start on Malaysia. Malaysia and the 
Philippines — another major IC assem- 
bly base — have been hobbled by infra- 
structural constraints that made it un- 
thinkable to locate sophisticated and ex- 
pensive facilities such as wafer fabs. 

Worries include the availability of an 
uninterrupted power supply, as well as 
sufficient clean water. Another concern 
is whether Malaysia’s pool of engineer- 
ing talent can meet the sophisticated 
technical demands of wafer fab, which 
requires an entirely different order of 
expertise than do IC assembly and test- 
ing. 

Most companies with experience in 
the country profess satisfaction with the 
ability of local technical personnel and 
line operators to master the increasingly 
sophisticated equipment used for back- 
end operations. 

As evidence, they point to sharp pro- 
ductivity and yield gains during the past 
10 years. At the Penang Free Trade 
Zone, Mercer Curtis, managing direct- 
or of Advanced Micro Devices (AMD), 
a California-based maker of micropro- 
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cessors and other semiconductors, said 
output per worker had risen seven-fold 
between 1981-87. While in the early 
1970s AMD had been doing only assem- 
bly, it began testing the devices on site 
in 1980, instead of shipping devices back 
to the US. 

Such experiences, which are shared 
by most US and Japanese semiconduct- 
or firms in Malaysia, have led some to 
view more favourably the feasibility of 
integrated facilities here. 

Still, front-end manufacturing will 
be another matter. Although foreign 
companies say they are satisfied with 
the ability of Malaysian university 

raduates — and at M$1,500-2,000 

US$567-756) a month, the price is right 
— there are none with wafer fab experi- 
ence. Thus, foreign engineers would un- 
doubtedly have to be brought in for at 
least the initial period. 

Malaysia is better known as a pro- 
ducer of oil, rubber, tin and other cc77 
modities. But the combined output 
its foreign IC makers — most of whicu 
are in Penang and Kuala Lumpur — 
makes it the world's third largest pro- 
ducer of semiconductors, after Japan 
and the US. 

Microchips account for some 90*6 of 
its exports of electronic components, 
which in 1987 earned M$6.9 billion. 
Malaysia's foreign-exchange earnings 
from semiconductors are near that from 
crude and partly refined petroleum ex- 

orts — which for the first 10 months of 
ast year amounted to M$4.96 billion — 
though in terms of local value-added, 
semiconductors lag far behind. 


B: the Malaysian Government is 
worried about the country's depen- 
dence on semiconductors — and with 
good reason, considering how prone the 
industry is to boom-and-bust cycles. 
With more than 35,000 workers at the 
16 factories run ^" 
US firms alone, 
potential negative 
impact of a slump 
could be big. 

Mardziah Aziz, 
director for electri- 
cal and electronics 
industries at the 
Malaysian Industrial 
Development Au- 
thority (MIDA), 
suggests a way out Is 
to encourage the de- 
velopment of a more 
broadly based indus- 
try. "Our biggest 
concern is to raise 
the value-added 
component of our 
electronics industry; 
for that reason, 
wafer fab is one 
of the areas we 
would like to see de- 
velop further," she 
said. 


DAVIO M. HAYES 
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SOUTHEAST ASIA’S 
SEMICONDUCTOR EXPORTS 





M Maiaysiay — [ ]Philippines noo 
"Includes ail electronic components. 
Source: Official statistics (Philippines and Thailand), 
MIDA (Malaysia). 
REVIEWDIAGRAM by Barry Lee 

Tax holidays for new MIDA-ap- 
proved ventures can last as long as 15 
years. Pioneer status assures the first 10 
years, and then investment tax credits 
and other incentives can extend it 
further. MIDA is also inclined to help 
by allowing foreign companies with fac- 
tories that have already used their allot- 
ted incentives to register plant expan- 
sions as new ventures. 

National was the first to move to- 
wards wafer fab in Malaysia. Last year, 
the company began operations at a 
M$150 million facility in Penang, ad- 
joining its existing assembly and testing 

lant. The new plant's aims are limited. 
t involves the final stage in the fabrica- 
tion process, described by Ronald Ho, 
the company's Singapore-based direc- 
tor of regional manufacturing services, 
as a "back-end fab." 

Motorola is spending US$45 million 

uild a full fab for discrete transistors 
near its assembly and testing plant in 
Seremban, southeast of Kuala Lumpur. 
Choosing to make discrete devices, 
rather than the more hi-tech memories 
or other ICs, represents a cautious ap- 
proach towards upgrading the technol- 
ogy level, and would not put as much 
strain on engineering staff. 

Intel has more ambitious plans, 
though the company is reluctant to di- 
vulge information about the timing of its 
development programme. But Jerry 
Lee, managing director of Texas Instru- 
ment’s Malaysian plant and current 
head of the Malaysian-American Elec- 
tronics Industry group, said Intel has 
received Malaysian Government ap- 
proval to build a US$100 million micro- 

rocessor fab. It was not clear how soon 
ntel will move ahead on the new plant, 
which would be in Penang. 

Overall, there is considerable new 
investment in the industry. Lee said the 
industry group's 16 members would in- 
vest M$317 million this year and M$323 
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million in 1989. Figures for new invest- 
ment by the five Japanese IC makers in 
Malaysia — Fujitsu, Toshiba, Hitachi, 
NEC and Saito Electronics — were not 
available, though Toshiba said it would 
invest M$60 million in 1988-89. 

Fujitsu Microelectronics is spending 
M$60 million to build its first Malaysian 
assembly plant, which will produce 
DRAMs and linear ICs in Shah Alam, 
near Kuala Lumpur. Managing director 
Teiichi Endo said Fujitsu was consider- 
ing setting up a fab in two to three years 
but would first have to "assimilate" its 
experience. 

Obstacles remain in the way of 
Malaysia's ambitions to become a major 
wafer fab site. The electronics industry 
is dominated by foreign-owned 
semiconductor makers, and there are 
few local or foreign end-users for micro- 
chips, unlike Taiwan where there is a 
strong domestic demand from its host of 
personal computer manufacturers. 

Malaysia has made little headway in 
persuading local firms to go into elec- 
tronics manufacturing. MIDA’s Aziz 
said Malaysia business interests are un- 
familiar with the industry and more in- 
clined to put money into commodities, 
the country's traditional mainstay. 
Analysts say recent domestic political 
disputes have also affected investment 
levels in electronics, as in other sectors. 
Fong Chan On, an industrial economist 
at the University of Malaya, said that 
lower-than-expected levels of domestic 
investment will slow down the country’s 
economic growth. 

Another reason Malaysia is so keen 
to move up market in semiconductors 
is rising competition from Thailand, 
which has attracted a number of elec- 
tronics firms recently. Wage levels in 
Thailand for semi-skilled line operators 
— the foot soldiers of semiconductor as- 
sembly — are significantly lower than in 
Malaysia. This gives the Thais an advan- 
tage — the labour component of 
semiconductor assembly accounts for at 
least 30% of costs. 

More companies are starting up in 
Thailand. S semiconductor firm 
AMD is building its first plant near 
Bangkok with production, scheduled to 
start in the second quarter of next year. 
On 15 August, Sony Corp. announced 
in Tokyo it will start IC assembly in 
Thailand next year. The venture will 
begin using space leased from AMD 
until its plant, Sony’s first overseas 
semiconductor facility, is built. Foreign 
IC makers in Thailand have expanded 
semiconductor exports from US$232 
million in 1982 to US$592 million last 
year. Exports will be higher this I 

anu- 
ary to May. 

Malaysia's one-time rival in IC as- 
sembly, the Philippines, has seen politi- 
cal instability put an end to new invest- 
ment there. Companies are not pulling 
out — but neither are they putting in 
any significant new money. "" 





CRIME 


One territory, 
two laws? 


Hongkong commercial crimes 
are prosecuted erratically 


By Philip Bowring and " 
Emily Lau in Hongkong 


Go» talk of racism. Others see an 
aspect of the (officially denied) 
Sino-British “convergence” — in this 
case of the “old-boy network" with 
Chinese guanxi. Others see simply the 
uneven hand of fate. Whatever it is, 
when it comes to cases involving big 
money, Hongkong's criminal justice 
system continues to throw up remarka- 
ble stories, whether prosecutions, lack 
of prosecutions, verdicts or sentences. 
Aspects of the two most notorious af- 
fairs, Carrian and the Hongkong Stock 
Exchange, have just been on display. 

On 12 August, Stuart Turner, a 
former executive director of Barlays 
Asia (a subsidiary of Britain's Barclays 
Bank) was sentenced to one year in 

rison for accepting bribes totalling 
K$1.1 million, one from former Car- 

rian boss George Tan, the other from an 
executive of a property developer, Tri- 
view, related to granting loans of 
HK$180 million (US$23 million). 

Turner became only the second per- 
son to be jailed in connection with the 
Carrian alfair, though 12 others have 
been charged and either have been ac- 
quitted, have disappeared, are fighting 
extradition or awaiting trial. But his 
sentence appeared extraordinarily 
light, not only for a senior banker, but in 
comparison with the 10 years now being 
served by former Bank Bumiputra 
executive director Hashim Shamsuddin 
on bribery and fraud charges related to 
Carrian. 

Hashim had had his original sen- 


, tence doubled on x pes by the Crown. 


The authorities did not per to take 
such a tough approach with Turner. The 
Crown did not proceed with three other 
charges involving alleged payments to 
Turner of HK$4.6 million by Tan and an 
executive of the Eda group which was 
linked to Carrian and which also col- 
lapsed. Turner was said to have pleaded 
guilty to the two charges voluntarily, 
and come back to Hon kong voluntar- 
74 But so indeed had Hashim. And in 
ashim's case it was not clear how much 
of the bribe money had stuck to his own 
fingers and how much had simply been 
vere on to political associates in 
alaysia. 

In sentencing Turner, Judge Corco- 
ran said it was "sad and unfortunate" 
that the former bank executive should 
be in this situation. He averred that 
there was "no impropriety" in the loan 
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which, he said, had been 
extremely profitable for 
the bank. This assertion 
was astonishing. It 
suggested either that he 
was taking an extraordi- 
narily charitable view of 
Turner's offences, or 
that he was remarkably 
unaware of the size and 
nature of the Carrian de- 
bacle. 

* During Turner's two 
years in charge of the 
banking department at 
Barclays Asia, loans and 
guarantees made to Car- 
rian groups companies 
were on such a huge scale 
that by the time Carrian 
went into liquidation in 1983 they total- 
led about HK$400 million. As loan loss- 
es were covered by a guarantee from the 
parent bank, which will not reveal 
them, their size is unknown. But they 
certainly went into nine figures. There 
were also big losses on Eda. 

Turner’s sentence also contrasted 
with the two years given to a relatively 
junior Lloyds Bank employee, an assis- 
tant manager, for offences related to a 
bribe of HK$205,000. Two years was 
the same sentence as former Overseas 
Trust Bank chairman Huang Tiong- 
chan was given for his part in frauds in- 





Hashim: sentence doubled. 


: B volving US$66 million. 
However, if Turner 

was lucky compared with 
Hashim, he may have 
been unlucky compared 
x to the extent of bribes 
% widely believed by the 
Independent Commis- 
sion Against Corruption 
(ICAC) to exist in bank- 
ing in Hongkong. Of the 
four major lenders to 
Carrian, three have had 
executives charged with 
receiving a bribe from 
Tan. (But this is thought 
to be only the tip of the 


iceberg.) 
However, the ques- 
tion now is whether 


executives at merchant banks may have 
been on the giving end of bribes. Six 
more past and present officials of the 
Stock Exchange of Hongkong on 11 Au- 
ust were charged with accepting bribes 
rom merchant banks in respect of flota- 
tions on the exchange. Those charged 
were chairman Charles Sin and four 
vice-chairmen. 

Additional charges were also laid 
against former chairman Ronald Li 
Fook-shiu and chief executive Jeffrey 
Sun. The floated companies were 
Hysan Development, OPL (Holdings) 
and Videotechnology International and 


the underwriters involved were the local 
subsidiaries of Citicorp and British mer- 
chant bank Baring Brothers. A further 
charge against Li involved an alleged 
commission paid by Wardley in respect 
of a Cathay Pacific sub-underwriting. 

Although in law it is as much an of- 
fence to bribe as to accept a bribe, none 
of the alleged bribe givers has been pro- 
secuted so far. This has strengthened 
the impression in some circles — nota- 
bly among small local brokers — that 
Li, once a local hero, is being made a 
scapegoat for the fiasco of the exchange 
closure last year. The existence of unde- 
sirable practices related to stock ex- 
change listings was known in general 
terms in the marketplace (and to read- 
ers of this magazine) and to the govern- 
ment, and in specific terms to active 
market participants. 

In the same way, though Tan has 
been charged with giving bribes in the 
Hashim case and also relating *^ 
another major Carrian lender, W 
deutsche Landesbank, as well as w 
former Bank Bumiputra executives, no 
charges have been laid against the Tri- 
view executive, Hwang Yiou-hwa. 

And while the ICAC hounds pursue 
Li and colleagues with a vigour suitable 
to the topicality of the issue, persons 
whose abuse of family-run banks cost 
shareholders and taxpayers dearly, re- 
main prominent in the community. D 


AVIATION 


Three hours to the US 


Japan prepares to enter the supersonic age 


By Nigel Holloway in Tokyo 

J apan is considering developing a new generation of 
supersonic aircraft engine which, if successful, would cut 

flying time between Tokyo to New York by 75 % to just three 

hours. 

The aircraft division of the Ministry of International 
Trade and Industry (Miti) has proposed a *30 billion 
(US$225.6 million) project to research and develop a special 
aircraft engine capable of propelling a commercial airliner 
at between three and five times the speed of sound. 

If the government agrees to the idea, the three main Ja- 
panese aircraft-engine makers, Mitsubishi Heavy Indus- 
tries, Ishikawajima-Harima Heavy Industries and Kawa- 
saki Heavy Industries, will be expected to form a consortium 
to conduct joint research. 

If successful, the programme would greatly enhance 
Japan's ability to compete in aerospace production, an 
area where it has not played a leading role since 1945. 
But Japan is not planning to go it alone after the initial 
research stage of building a scale-model for testing in a 
wind tunnel. 

The US and some West European countries have sepa- 
rately announced plans to work on the next generation 
of supersonic airliner to succeed the Anglo-French Con- 
corde, which flies at twice the speed of sound. Japan does not 
want to be left out. This project “is too risky for only one 
country to support," said Yoshikazu Goto, deputy director 
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in Miti's aircraft division. Japan needs **to prepare for inter- 
national cooperation. Otherwise the US and Europe will use 
us only as sub-contractors.” 

It is not clear whether these separate international pro- 
jects will eventually dovetail into a single venture. One US 
Government plan calls for the development of a craft that 
will fly at 25 times the speed of sound and operate outside the 
earth's atmosphere. This would be inappropriate for com- 
mercial use in travelling between continents. 

Significant advances will have to be made in all areas a: 
aerospace technology before any such advanced aircraft is 
fly. But Miti wants to make an early start on the engines, 
which are expected to combine the functions of a turbojet for 
the lower speeds and a ramjet at the higher speeds where a 
turbojet is less efficient. Ramjets burn fuel in air that has 
been heated under great pressure. They have not yet been 
developed commercially anywhere in the world. 

Until now, aircraft technology has had a checkered 
career in Japan. Efforts to enter the market for business jets 
and small to medium airliners have failed. However, Japan- 
ese firms are sizeable partners in Boeing’s YXX project to 
develop a 150-seat aircraft and in the development and pro- 
duction of the fuel-efficient V2500 engine used in the Euro- 
pean Airbus Industrie’s A320 from early next year. 

Transport Minister Shintaro Ishihara said in February 
that he would like to see the industry develop a successor to 
the obsolescent, domestically produced YS-11 airliner which 
carries 60 passengers. 

Commercial aircraft making is still only a small part of a 
modestly sized industry in Japan. In the year to March 1987, 
defence orders comprised 83% of total aircraft sales of ¥623 
billion. Since there are political limits to the expansion of the 
country’s defence spending, “the only way the Japanese air- 
des industry can grow is in commercial transport," said 

oto. 


A ————— 
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J apan’s economy has slowed signific- 
antly since the first quarter of this 
year when growth was running at more 
than 10% a year. But officials at the 
Economic Planning Agency (EPA) 
deny claims by private-sector analysts 
that expansion may have ended, or 
about to end. They say the economy has 
switched from overdrive to a more sus- 
tainable pace of growth. 

This is good news, the EPA claims, 
since the very rapid growth recorded 
during the six months from October 
1987 to March 1988 probably could not 
have been maintained without causing a 
revival of inflation. 

Inflation remains a “background 
concern,” given a high year-on-year on 

ease in money supply, the EPA 
v~z». But it is no longer the main factor 
influencing A dirige p thinking on the 
economy. The lack of any real sign of 
upward pressure on prices 
may explain why the Bank of 
zopan, the central bank, felt 
able to ignore pressures for 
an increase in interest rates 
following the US Federal Re- 
serve’s recent announcement 
of a 0.5% rise in the US dis- 
count rate. 

GNP figures for the sec- 
ond (April-June) quarter, 
which are due for release in 
September, are expected to 
show little if any growth from 
the previous quarter. But this 
does not mean, officials em- 
phasise, that the economy 
ground to a halt during the 
period. Technical factors, 
«uch as the addition of an 

a day to the “Golden 
«ek" holiday in early May, 


H 30 June | Baht 1.5b 


(US$58.8m) 


mi 
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explain most of the fall, say analysts. 

Another distorting factor was the in- 
clusion of an extra working day (29 Feb- 
ruary) in the first-quarter GNP figures. 
Failure to allow for the o ted effect 
in the EPA’s seasonally adjusted GNP 
figures would have the effect of inflating 
figures for the first quarter by as much 
as 0.576, say analysts. This in turn 
would mean that second-quarter growth 
would look slower. 

Such statistical quirks, however, 
may not have accounted for the whole 
of the second-quarter slowdown. Two 
factors that helped to spur growth last 
year and early 1988 — heavy govern- 
ment expenditure on public works and a 
high rate of new housing starts — ap- 
pear to have weakened sharply from 
April onwards. 

One positive sign is a continuing rise 
in the level of planned investment in 
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Baht 8.6b 
(US$337.3m) 


H30June | ¥2.4b +3.5 ¥219.5b +5.4 ¥2.5 
Breweries (US$18m) (US$1.7b) (same) 
World Y 31 Mar. | HK$658.5m *55.8 HK$2.17b *405 14.8HKc 
International (US$84.4m) (US$278.2m) (12 HK) 
Indian Y 31 Mar. | Rs68m *6 Rs 1.04b 
Hotels (US$4.8m) (US$73.2m) 
Larsen and Rs 123m +17 Rs 2.95b +20 n.a. 
Toubro (US$8.7m) (US$207.7m) (n.a.) 
Lepanto H30 June | P100.4m *33 P566.5m 
Consolidated (US$4.8m) (US$27m) 
inville | H30June | Kina51.8m +196 Kina 243.5m +57.7 12 toea 
(US$283.1m) (n.a.) 





% change | Dividend 
Dem [irae OOO ome 
+24.6 Thailand's housing boom fuelled strong first-half growth 
in profits. 
Japan's second-largest brewer's earnings a share declined 
from ¥7.59 to ¥7.14. 
Property and investment arm of Y. K. Pao group is buying 
Omni Hotels chain in US with associate Whart (Holdings). 
+13 30% | Owner of Taj group of hotels to open new Taj Bengal Hotel | 
(same) | inCalcutta by Mar. 1989. 
Engineering group achieved record order book of Rs 4.6b 
against Rs 3.1b a year earlier. 
+10.5 Philippine copper producer has taken 60% stake in venture 
to develop a new orebody in Benguet province. 


Higher metal prices boosted results of Papua New Guinea 
miner sharply, though output remained steady. 


JENOMIC MONITOR JAPAN 


Slipping out of overdrive 


new plant and equipment by private in- 
dustry. Investment by the manufactur- 
ing sector, which increased 6.8% in fis- 
cal year 1987, could jump by a further 
11.4% during the current fiscal year, ac- 
cording to an EPA survey. Heavy in- 
vestment in plant reflects healthy profit 
levels in most manufacturing industries. 

Private consumption, another force 
behind the economy’s recovery in thé 
second half of last year, is apparently 
still growing strongly thanks to a combi- 
nation of price stability and firm labour 
market conditions. 

One of the key consumption indi- 
cators, sales by department stores, 
showed year-to-year growth of 7.8% in 
the April-June quarter, up from 7.5% in 
January-March. Car registrations were 
up 21% from year-ago levels in April 
and 17% in May, but appear to have 
"mes back from June onwards. 

n contrast with domestic demand, 
the external sector of the economy (ex- 
ports minus imports) has remained 
weak until recently. But the EPA be- 
lieves this may now be changing. A re- 
covery in car exports to Europe and of 
machinery exports to the US contri- 
buted to a 5.7% year-on-year increase 
in export volume in July — the highest 
since September 1986. At the same 
time, import growth has been slowing, 
though annual rates of increase are still 
far greater than for exports. 

The renewed strength of exports 
could mean a "positive contribution" by 
the external sector to GNP growth dur- 
ing the July-September quarter, revers- 
ing the panem of negative external 
growth which is considered desirable by 
the government. 

e bright side of the export picture 
is that the figures suggest Japanese in- 
dustry has now made a complete adjust- 
ment to the effects of yen revaluation. 

— Charles Smith 
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interest-rate fears haunt investors - 





MOST Asian markets tumbled in the period ending 9 Aug., echoing steep falls in New York and Tokyo. 


. Taipei bucked the trend, soaring to record levels. Seoul also advanced. 


~ TOKYO: A rise in the US discount rate 
-> brought the biggest-ever one-day drop 
|. of 2.2% in the Nikkei index on 10 Aug. 
|. | But shares recovered over the next 
^| three days. Precision instruments 
-|o gained on the weaker yen. Canon rose 
3250 (US$1.90) to € 1,640. Financials 
«|. declined. Bank of Tokyo shed ¥30 to 
SE 1,560. Daily turnover was 554m 
. Shares, worth Y721b. 


HONGKONG: Tokyo's plunge and ris- 
- | ing US interest rates dragged down 
_ | prices. The arrest of six former stock 

exchange officials on corruption 
| charges on 10 Aug. hit sentiment. Blue 
=> |. chips closed lower. Hongkong Bank 
fell 15 HK cents (2 US cents) to 
HK$6.15. Cathay Pacific dropped 10 
HK cents to HK48.75. Volume was 
1.88b shares, worth HK$3.04b. 






















SINGAPORE: Prices tumbled in reac- 

tion to weak overseas markets despite 
.the announcement of an 11.1276 GDP 
growth in the first half of the year. 
- Promet was the most active counter for 
the second week running, closing 6 $ 
cents (3 US cents) higher at 61.5 S 
cents. Daily volume dropped in the 
holiday-shortened week to 58.99m 
" shares, valued at S$89.43m. 


KUALA LUMPUR: Shares drifted 
lower partly in response to the plunge 
| in Tokyo. Harrisons Malaysian Planta- 
tions, whose paid-up capital will dou- 
-ble to M$845.98m (US$320.3m) onc 
its one-for-one bonus issue is com- 
. pleted, thus making it the biggest com- 
| pany on the KLSE, rose 70 M cents to 
‘| M$6.55. Average daily volume was 
37.06m shares, worth M$56.46m. 


BANGKOK: Prices slipped in reaction 
to interest rate rises and falls in major 
overseas markets. The SET index 
finished 17.75 lower at 453.7. Losers 
outnumbered gainers by 6:1. Samaggi 
" Insurance rose Baht 216 (US$8.50) to 


Baht 1,287. Thai Wah was up Baht 58 


to Baht 407. But the Saha Pathana 


roup's Pan Asia Footwear plunged 


Baht 152 to Baht 389. 


c| MANILA: Fears of an increase in in- 

| terest rates and renewed uncertainty 

. on the political front, dampened trad- 
ing. The Manila Composite Index fell 
30.44 points to close at 801.25, its low- 
est level since 30 May. Average daily 

. turnover was 670.6m shares, worth 
P57.2m (US$2.7m). PLDT fell 2.6% 
to 2226, but San Miguel-B rose 6.4% 
6.4% to P250. 





























































AUSTRALIA: Shares prices slumped, 
echoing the steep declines in New York 
and Toyko. They regained some 
ground later in the period once the 
Tokyo market stabilised. The All Or- 
dinaries Index lost 19.2 to close at 
2,012.73. News Corp. lost 60 A cents 
(48 US cents) to A$10.40. Elders IXL 
fell 11 A cents to A$3.39. Volume for 
the period was 504.6m shares. 


NEW ZEALAND: Prices declined be- 
fore steadying at the end of the period. 
Sentiment was hurt by Goodman Fiel- 
der Wattie’s bid for Rank Hovis 
McDougall, and Brierley Investments’ 
plan to merge with Industrial Equity. 
Fletcher Challenge fell 4 NZ cents (3 
US cents) to NZ$4.89. Brierley slipped 
6 NZ cents to NZ$1.55. Volume was 
40.42m shares, worth NZ$62.72m. 


SEOUL: Shares recovered after the 
previous period's sharp drop, climbing 
14.35 to 704.90. Construction stocks 
made the biggest gain of 7.376. Timber 
and fisheries declined slightly. Daelim 
Industrial and Daewoo Corp. rose 876 
and 5.696 respectively. Shilla Trading 
fell 796. Volume rose to 10.8m shares 
on daily average turnover of Won 
201.5b (US$279.9m). 


TAIPEI: Investor euphoria and excess 
liquidity pushed the weighted index 
through 7,000. Turnover reached a 
record NT$37.85b (US$1.3b) for the 
period. Plastics stumbled on reports 
that Formosa Plastics will build its sixth 
naphtha cracker in the US. Cathay 
Construction rose NT$15.50 to 
NT$145.50. Chung Shing Textile 
gained NT$3.50 to NT$23. 











BOMBAY: Prices tumbled in the last 
trading session of the holiday-short- 
ened period, wiping out early gains. 
Most shares were net losers. Sentiment 
was hit by the expulsion of a leading 
broker on charges of exceeding carry- 
forward limits. Tata Engineering shed 
Rs 27.50 (US$1.90) to Rs 662.50. The 
big gainer was Hind Cocoa, up Rs 5 to 
Rs 86.25. 


NEW YORK: Shares fell sharply on 10 
Aug. following the Federal Reserve's 
half-point increase in its discount rate. 
Investors continued to remain on the 
sidelines amid mounting concern about 
the potential for further interest-rate 
rises. Volume was 880.18m shares. The 
Morgan Stanley Capital International 
Index closed 9.2 down at 443.4 on 12 
Aug. — | 





APPOINTMENT 


Deputy Director Asia-Pacific Region 


Metro international Corporation, a growing American 
manufacturer of material handling and transport 
equipment, seeks an experienced professional to serve as 
Deputy Director of its Asia-Pacific Regional Office with a 
primary emphasis on sales to the catering and healthcare 


industries. 


Five years direct experience in the catering and/or 
hospital equipment sales fields is essential. Preference 
will be given to individuals with multi-lingual and multi- 
national sales skills and demonstrated experience with 
U.S. companies serving Southeast Asian markets. 
Extensive travel is required from a base in a major Asian 

— ^ Liberal benefits package, salary based upon 


erience. 


Metro International Corporation 
Wilkes-Barre, PA 18705, U.S.A. 


FAX: (717) 825-2852 © Telex: 831-833 


THE 


.| DIPLOMAT HOTEL | 
.| 2CHESHAM STREET 


BELGRAVIA 
‘LONDON SW1X8DT 
| .TEL:01-235 1544 
us TELEX: 9226679 DIPLMT G. 
Y. Single: £49.95 + VAT 
à. Double/Twin: £64.95 + VAT 
-.| Ali rooms with private facilities, col- 
“| our television, direct dial telephone, 


fers, coffee and tea makers. 
intial breakfast served in 





^l ueguarooms. 





POSITION WANTED 


| CADD specialist, with experi- 
B ence in tech. support, program- 
. ming and RDBMS on both DOS 


and UNIX systems, seeks posi- 
tion in Thailand. For full resume, 
please respond to PO Box 
2307. Anaheim, CA 92814, 
USA 
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| BUSINESS 


OPPORTUNITY 


€ RNIN RRA ALLTEL NEAR AMMA A a ty AA EE 


| JASON WRIGHT & COMPANY 


MINING CONSULTANTS 
Specializing in mergers acquisi- 
tion and discount gold delivery 
contracts, U.S.A. Storage or 
World Wide Delivery. 


3550 Wilshire Blvd, 

Suite 970 

Los Angeles, CA 90010, USA 
(213) 487-3544 

FAX € 487-5735 


This space is reserved for 
Classified Advertisements 


Reservations should be 
addressed to: 


International Classified Manager 
Fay Eastem Economic Review 
15th Floor, 80 Gloucester Road 
GPO Box 160, Hongkong 
Tel: 5-293123 Telex: 62497 REVAD HX 





Readers are recommended 


to make appropriate enquiries and take appropriate advice be- 

| fore sending any money, incurring any expense or entering 

_ into a binding commitment in relation to an advertisement. The. 
Far Eastern Economic Review shall not be liable to any person - 
|. for loss or damage incurred or suffered as a result of his/her 
j accepting or offering to accept an invitation contained i in Dam 
| advertisement puntened] inthe Review. s 
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his outstanding country 

estate is nestled in the 
foothills of the Laurentian 
Mountains and overlooks the 
historical town of Montebello. 
Situated on the Ottawa River, 
Montebello is less than an 
hour's drive from either 
Ottawa or Montreal. 

This prime real estate 
property is comprised of 
approximately 2.4 acres (1 ha) 
complete with a 5875 sq. ft. 
(528m) residence and coach 
house-guest quarters. The 


property overlooks the Ottawa 


Valley and is approximately 
1000 ft. (300m) above 
Montebello. 


LUXURY LOG-HOME IN ONE OF CANADA’S 
MOST BEAUTIFUL COUNTRYSIDES 
Montebello @ Quebec 





* 


€ office and audio/video 
entertainment room 

€ central: air conditioning, 
vacuum, audio, security, 
intercom 

€ beautiful landscaping 

€ recreational vehicles 

è large kidney shaped 
swimming pool 

€ access to membership in the 
prestigious Seigniory Club 

€ custodian's quarters 
The asking price of Cdn. SL 4 

million includes all 

furnishings, appliances, 

recreational vehicles and all 

the usual equipment required 

to maintain a property of this 

magnitude. 





The traditional log home 
exterior beautifully 
complements the 





TO OBTAIN A FULL-COLOR BROCHURE _ 
OR FURTHER INFORMATION CONTACT: -` 
contemporary interior. 


Some features include: — INTERNATIONAL n 
e palos living and family UNIQUE PROPERTIES | 


® elegant dining room 


9 outdoor entertainment area 
€ 4 bedrooms with separate 









Marketing Division of LPN. Consultants Ltd. . 








baths 
€ coach house with guest 

quarters t M 

; 150 JAMES STREET | 

€ fully equipped wet bar ST. CATHARINES, ONTARIO, CANADA ` 
€ fully equipped spa with LZR 5C5 

gym, whirlpool bath and Tel. (416) 684-8888, Fax (416) 684-5084. 

sauna MARTIN WITTMANN 










8 Building Supply Yards for - 
Sale, SW USA, with building | 
component manufacturing |] | — 
facilities. $30,000,000 US- 

Gross Revenue. Sale or joint 
venture. Mr. Shyne FAX 505 
434 6746 











FOR SALE 


MEDICAL OFFICE COMPLEX 
POSITIVE CASH FLOW 
TUCSON, ARIZONA 
3.5 MILLION U.S. DOLLARS 


REPLY TO DOUGLAS ALTSCHULER 
INQUIRIES (TELEFAX): 213/253-4439 














Maximise Effectiveness... 
Minimize Cost 
in the Classifieds! 
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COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and | 
highly skilled editorial team have made it the premier source of informa- |] 
tion for those who do business, or have an interest, in or with Asia. dS 
As a testimony to the publication's editorial quality, many Review articles | |. 
have, over the years, been reprinted in newspapers, magazines, educa- |  . 
tional textbooks, newsletters etc throughout the world. qo 
Should you as an editor, publisher or on behalf of an organisation, educa- | > 
tional establishment ete wish to enquire about our reprint and copyright.: 
charges, please address your correspondence to: m 
Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-293123 Fax: 5-8656197 Telex: 82804 REVMD HX 


We welcome enquiries from. all interested parties and assure you of our : 
| oar ibdividuat attention. | 7 
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Now there's room 
for everyone 
on the fast track. 


Compaq introduces the best of 286 technology for every computer user. 







The 16-MHz W 
COMPAQ 
DESKPRO 386 | 
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Now, we re 

introducing the new 

COMPAQ DESKPRO 386 s and COMPAQ 

» DESKPRO386/25. And extending our high-perform- 
. ance 386 line in both directions. To meet the 
increasing demands of today’s general business 
users and to provide our power users with more 
power than ever. So everyone can enjoy the speed 

and future capabilities of 386 computing. 

In each COMPAQ 386 PC, our exclusive de- 
sign lets every component operate at optimum 
speed. Giving COMPAQ personal computers a con- 
siderable edge in system performance, ensuring 
compatibility with industry-standard software and 
hardware, and providing what may well be the 
ultimate in connectivity for high-performance, 







Tbe new 25-MHz 
COMPAQ 


, dne “< .- 


p 


at network environments, 


i - The new COMPAQ DESKPRO 

9"  386sis the first personal computer 

- designed specifically to let general business PC 
users head straight for theperformance and potential 
of 386 personal computing. 

For more advanced applications, the ori- 
ginal COMPAQ DESKPRO 386 and the COMPAQ 
DESKPRO 386/20 deliver even higher levels of 
performance. 

And now at the top of our line is the COMPAQ 
DESKPRO 386/25. The most powerful personal 
computer available. 

With our two newest machines, we're not 
just pushing 386 technology forward; we're widen- 
ing it. To let every personal computer user take 
advantage of everything COMPAQ 386 power has 
to offer. 


LOMPAA 


ASIA PVE Glumina 








It simply works better. 


^, Jakarta, Phone: 021-6000078/85 Telex: 6365] € MALAYSIA Microcomputer Centre, Kuala Lumpur, Phone: 03-2417400 Telex: 21386 Penang, Phone: 04-372362 * PAKISTAN Computer 
erland Chino, Beijing, Phone: 5128330 Telex: 211161; Computerport, Hong Kong, Phone: 3-699271 Telex: 49904; EEKON Enterprises Ltd., Hong Kong, Phone: 5-714028 Telex: 76626 


02-2340770 Telex: 20191 


of their respective companies. "Registered U.S. Patent and Trademark Office. COMPAQ DESKPRO 386/25 graphics 


© 1988 Accent Software, Inc. © 1988 Compaq Computer Corporation. All rights reserved 
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Jg waiter brings another kukhri 
rum. Joginder Singh glances up with 
leves as red-rimmed and heavy-lidded as 
the pre orbs on a Tibetan stupa. 

lot machines clatter like prayer 
wheels, cigarette smoke hangs in blue 
clouds like incense and the croupiers 
chant their mantras, “. . . place your 
bets.” 

Singh refocuses on the roulette 
table. Two hours into the evening and 
he is already Rs 780 (US$32.50) down. 
He sighs and resumes carefully, medita- 
tively depioying his chips one by one. 
Playing the odds has become a way of 
life for the 52-year-old truck operator 
from India’s terrorist-bedevilled Punjab 
state. After the Russian roulette of 
everyday living in his native district, 
casino roulette in Kathmandu provides 
a welcome respite once or twice a year. 

Indian insurgencies have been good 
for the gambling business in 
the Soaltee Oberoi Hotel 
here. A glance at the casino 
crowd attests to the rising 
popularity of Kathmandu 
weekends among the middle 
classes of West Bengal and 
Punjab, two states that have 
borne the brunt of political 
violence in recent years. Pas- 
tel Punjabi turbans rise above 
the sea of heads at the gaming 
tables and white Bengali 
dhotis stand out against the 
green baize. 

Kohl-eyed three-year- 
olds play hide and seek 
among the bar stools. A little 
boy tugs with both hands at a 
slot machine handle. A pair 
of twittering Parsee school- 
girls try to master the in- 
tricacies of blackjack. Most of the 
gamblers play dispassionately, ritualis- 
tically, dropping bet after bet without 
batting an eye. That's as it should be, ac- 
cording to casino manager R. D. Tuttle. 
In 35 years as a professional gambler he 
has found that in order to win, one must 
be prepared to lose witn complete 
equanimity. 

Tuttle learned this the hard way in 
the course of a turbulent career. He 
started out loan-sharking and running 
poker games among his fellow Ameri- 
can Gls in post-armistice South Korea. 
After demobilising in Seoul, he became 
a founding partner in South Korea's 
Walker Hill casino. Before long he had 
traded in his Walker Hill chips for a 
founding stake in a venture that proved 
even bigger: Genting Highlands in 
Malaysia. 

That stake would be worth a fortune 
today, but Tuttle was wheedled out of it 
just as Genting went public and its share 
price soared. "Partner trouble," he ex- 

lains. After dabbling disastrously in 
ingapore stocks, a chastened Tuttle 


82 
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decided to go back to the type of gambl- 
ing he understood. 

So he came to Nepal and opted for a 
more withdrawn lifestyle. In 13 years in 
Kathmandu, he has seen little more of 
the city than the road between the hotel 
and the airport. He sticks to his window- 
less cell above the gaming floor, poring 
over the casino's statistics and planning 
new ventures. 

Flourescent lighting gleams off his 
pate, and off the beetle-sized rings on 
his pudgy fingers, as his doodles fill u 
page after page of a yellow legal pad. 
Not just cash stakes, but even mental as- 
sets must be kept unencumbered, he 
says. "Gambling is not the time to worry 
about what you're going to tell your 
wife, or your boss in the morning." True 
gamblers are almost like monks in the 
way they transcend mere worldly 
ephemera. Maybe that is why tourists 


from violence-racked northern India 
find a sojourn in the Soaltee’s basement 
as restorative as a religious retreat. It is 
a chance to cultivate detachment. 


[gyrum Indians from their money 
is the name of the casino game for 
the Nepal Government. The venture is 
owned by a brother of King Birendra. 
Nepalis are not allowed to gamble 
there and most non-Indian tourists who 
come to Kathmandu these days take to 
the hills rather than the Soaltee's 
basement. Indians, on the other hand, 
come to shop and to throw away excess 
cash. 

Hyper-regulation, confiscatory tax 
rates and an all-powerful but underpaid 
bureaucracy have combined to make 
corruption and tax evasion a way of life 


in India. Unaccountable cash — "black 
money" — piles up faster than it can be 
spent. 


By helping to relieve Indians of 
the embarrassment of black riches, 
Kathmandu can at the same time ba- 
lance its own national accounts. Nepal's 






Rs 7.9 billion trade deficit in 1986-87 
amounted to more than 14% of GDP 
(the country's total output of goods and 
services). Índia alone accounted for 
nearly two-fifths of that deficit. 

To offset partially the trade deficit, 
Nepal receives Rs 7.3 billion worth of 
"invisibles." Of this, Rs 4.7 billion is in 
hard currency: foreign aid, expatriate 
Nepalis' remittance earnings from high- 
living diplomats and income from "first 
world" tourists. But that still leaves à 
sizeable gap — Rs 2.6 billion — w*'^* 
must be largely accounted for by In 
rupee inflows. The casino is 
thought to provide one of the 
main cash tranfusions. 

There is liquidity enough 
in India to sustain several 
more such ventures, Tuttle is 
convinced. His recipe for a 
successful casino: “Look for 
the least attractive site you 
can find. Buy up some worth- 
less real estate someplace _ 
that nobody would come for 
any other conceivable pur- 
pose.” 

That way, both the cus- 
tomers and the revenue-hung- 
ry local authorities remain 
focused on gambling. Amid a 
sea of anti-gambling prohibi- 
tion (such as India currently 

resents) any backward 
ocale can carve out for itself 
an instant industry and reap win '^ " 
revenues just by proclaiming an is 
of legalised betting. 

This is the “Las Vegas formula,” 
Tuttle explains, and it generally works 
far better than the "Atlantic City for- 
mula" of incurring high costs to 
superimpose a casino on an already 
established resort. In fact, even 
Kathmandu, with its gilded temples and 
spectacular mountain views, might 
prove too diverting for the truly dedi- 
cated gambler. 

Wouldn't it be something, Tuttle 
muses, to set up a gambling retreat in 
someplace truly boring, where land 
values are nearly nil? Someplace reach- 
able by road from all over northern 
India. Someplace where, as an added 
bonus, New Delhi is gearing up for a 
massive tourist promotion to attract 
East Asian Buddhist pilgrims (hard 
gamblers, all). The place in mind? Lum- 
bini, just within the Nepal border in the 
steaming flatlands of the Terai and the 
birthplace of Gautama Siddhartha, the 
Lord Buddha. — Lincoln Kaye 
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Wouldn't you pay a little more. 
than economy fare for a first 
class seat ? | 











For only a little more than 
economy fare, Saudia's new 
Horizon Class offers 
you first class seats, 
and first class 
treatment, too. 

On the 
ground, you get 
exclusive 
check-in 
counters, 30 

= kilos baggage 
allowance and priority boarding, 
deplaning and baggage handling. 

On board our gs; 
widebodied jets, | e. w 
you'll experience » e fa 
Arab hospitality New 
at its utmost — “9 
with special Arabic 
coffee and dates and the 
choice of three entrees 
served on bone china. 

It’s first class 
all the way — in the 
air, and on the 
ground. 

With all 
these extras, 
wouldn't it 
make sound 
business sense 
to fly Saudia's 
Horizon Class 
on your next 
trip? 
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SAUDI ARABIAN AIRLINES Member of IATA 


Naudia's Horizon Class is now available on flights to Abu Dhabi, Algiers, Amman, Amsterdam. \thens, Bahrain, Bangkok, Cairo, Casablanca, Colombo, Dhaka, Dubai, Dhahran, Dakar, Frankfurt. 
Geneva, Islamabad, Istanbul, Jakarta, Jeddah, Kano, Karachi. Kuala Lumpur, Kuwait, London, Madrid, Manila, New York. Paris. Riyadh, Rome, Seoul, Singapore, Tripoli, Tunis, Washington D.C. 
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